_(%#". WORLDMARK

ENCYCLOPEDIA
of Nat1or}al
Economies




(%#%., WORLDMARK

ENCYCLOPEDIA
of Nat1or}al
Economies

Volume 3 — Asia & the Pacific

Sara Pendergast and Tom Pendergast, Editors

GALE GROUP

o

THOMSON LEARNING

Detroit » New York ® San Diego ® San Francisco
Boston ® New Haven, Conn. ® Waterville, Maine
London ® Munich



Jeffrey Lehman and Rebecca Parks, Editors
William Harmer, Contributing Editor
Brian J. Koski, Jeffrey Wilson, Associate Editors
Shelly Dickey, Managing Editor

Mary Beth Trimper, Manager, Composition and Electronic Prepress
Evi Seoud, Assistant Manager, Composition Purchasing and Electronic Prepress

Barbara J. Yarrow, Manager, Imaging and Multimedia Content
Randy Bassett, Imaging Supervisor
Pamela A. Reed, Imaging Coordinator
Leitha Etheridge-Sims, Mary K. Grimes, David G. Oblender, Image Catalogers
Robyn V. Young, Project Manager, Imaging and Multimedia Content
Robert Duncan, Senior Imaging Specialist
Christine O’Bryan, Graphic Specialist
Michelle DiMercurio, Senior Art Director
Susan Kelsch, Indexing Manager
Lynne Maday, Indexing Specialist

Trademarks and Property Rights

While every effort has been made to ensure the reliability of the information presented in this publication, Gale does not guarantee the accuracy
of the data contained herein. Gale accepts no payment for listing; inclusion in the publication of any organization, agency, institution, publication,
service, or individual does not imply endorsement of the publisher. Errors brought to the attention of the publisher and verified to the satisfaction
of the publisher will be corrected in future editions.

This publication is a creative work fully protected by all applicable copyright laws, as well as by misappropriation, trade secret, unfair competi-
tion, and other applicable laws. The authors and editors of this work have added value to the underlying factual materials herein through one or
more of the following: unique and original selection, coordination, expression, arrangement, and classification of the information.

Library of Congress Control Number: 2001099714

All rights to this publication will be vigorously defended.
Copyright © 2002
Gale Group
27500 Drake Rd.
Farmington Hills, MI 48331-3535
http://www.galegroup.com
800-877-4253
248-699-4253
All rights reserved, including the right of reproduction in whole or in part in any form.
ISBN 0-7876-4955-4 (set)
Vol. 1 ISBN 0-7876-4956-2
Vol. 2 ISBN 0-7876-4957-0
Vol. 3 ISBN 0-7876-5629-1
Vol. 4 ISBN 0-7876-5630-5
Printed in the United States of America



TABLE OF

Countries are listed by most common name. Olfficial
country names are listed in the entries.

Preface ......... ... ... ... ... .. ... ... .. ... vii
Notes on Contributors. .. ..................... Xi
Introduction .. .......... ... ... ... ... ....... XV
Afghanistan . ......... ... .. . . i 1
Australia. . ........ ... ... . 11
Azerbaijan .. ...... ... .. .. L 25
Bahrain. . .......... ... ... .. ... ... 33
Bangladesh. ......... ... .. . . i 41
Bhutan......... ... ... .. ... . . . 57
Brunei Darussalam ........................... 65
Burma (Myanmar). ............ .. .. ... ..., 73
Cambodia............. ... ... i 85
China ...... ... i 95
CYPIUS . oot ee 115
Fiji. oo 127
French Polynesia............... .. ... ... ... 135
Hong Kong ........ .. .. . .. 143
India......... ... ... . .. . .. 159
Indonesia.............. ... ... ... ... 173
Tran. . ... ... .. . . 187
Iraq. ... .o 203
Israel ....... ... ... . . . 213
Japan . ... 225
Jordan ........ ... ... ... ... 241
Kazakhstan .................. ... ... ........ 251
Kiribati. . .......... . 265
Korea, North ................ ... ... ... .... 273
Korea, South . ..................... ... .. .... 281
Kuwait......... ... ... . 297
Kyrgyzstan. . ........ . i 305
Laos. ... ..o 315
Lebanon............ ... ... ... .. .. ... 325

Worldmark Encyclopedia of National Economies

CONTENTS

Macau . ...t 335
Malaysia . ......ooiiii 343
Maldives . ...t 359
Marshall Islands . ........................... 367
MICTONeSIA. . v v vttt 375
Mongolia........cooiuiuii i 383
Nauru. .. ..o e e 391
Nepal . ... 397
New Zealand . ............. ... i, 409
Oman. .........outii i 419
Pakistan . ........... ... ... .. .. .. . 429
Palau ........ ... ... . .. 445
Papua New Guinea . ......................... 453
Philippines. . ....... ... .. . 461
Qatar ... 475
Samoa . ... 483
Saudi Arabia . ......... ... ... .. ... 491
SINGAPOTE. . o v o et 507
Solomon Islands ............................ 519
Srilanka............. ... ... .. ... .. .. 527
SYIa. vt 539
Taiwan. ........... . 551
Tajikistan. .. ... 567
Thailand. . .......... ... ... .. .. .. .. 577
Tonga. ... .o 595
Turkey .. ..o 603
Turkmenistan. . ..., 621
Tuvalu ....... ... .. 631
United Arab Emirates . .. ..................... 637
Uzbekistan. . .......... ..., 647
Vanuatu........... ... .0 657
Vietham. .. .........iiti i 665
Yemen . ..ot 677
Glossary ........... ... i 685
Index........ ... ... .. . ... ... 693

Y



The Worldmark Encyclopedia of National Economies
joins the Worldmark family of encyclopedias and attempts
to provide comprehensive overviews of the economic
structure and current climate of 198 countries and terri-
tories. Each signed entry provides key data and analysis
on a country’s economic conditions, their relationship to
social and political trends, and their impact on the lives
of the country’s inhabitants. The goal of this set is to use
plain language to offer intelligent, consistent analysis of
every important economy in the world.

It is our sincere hope that this set will open the
reader’s mind to the fascinating world of international
economics. Contained within this collection are a number
of fascinating stories: of Eastern European nations strug-
gling to adapt to capitalist economic systems in the wake
of the collapse of communism; of Pacific Island nations
threatened with annihilation by the slow and steady rise
of ocean levels; of Asian nations channeling the vast pro-
ductivity of their people into diversified economies; of the
emerging power of the European Union, which dominates
economic life across Europe; of Middle Eastern nations
planning for the disappearance of their primary engine of
economic growth, oil; and many others. To make all this
information both accessible and comparable, each entry
presents information in the same format, allowing read-
ers to easily compare, for example, the balance of trade
between Singapore and Hong Kong, or the political sys-
tems of North and South Korea. Economics has a lan-
guage of its own, and we have highlighted those eco-
nomic terms that may not be familiar to a general reader
and provided definitions in a glossary. Other terms that
are specific to a particular country but are not economic
in nature are defined within parentheses in the text.

This set contains entries on every sovereign nation
in the world, as well as separate entries on large territo-
ries of countries, including: French Guiana, Martinique,
and Guadeloupe; Macau; Puerto Rico; and Taiwan. The
larger dependencies of other countries are highlighted
within the mother country’s entry. For example, the en-
try on Denmark includes a discussion of Greenland, the
United Kingdom includes information on many of its
Crown territories, and the United States entry highlights
the economic conditions in some of its larger territories.
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ENTRY OBJECTIVES

Each entry has two objectives: one, to offer a clear
picture of the economic conditions in a particular coun-
try, and two, to provide statistical information that allows
for comparison between countries. To offer comparable
information, we have used some common sources for the
tables and graphs as well as for individual sections. Even
the most exhaustive sources do not provide information
for every country, however, and thus some entries either
have no data available in certain areas or contain data
that was obtained from an alternate source. In all entries,
we tried to provide the most current data available at the
time. Because collection and evaluation methods differ
among international data gathering agencies such as the
World Bank, United Nations, and International Monetary
Fund, as well as between these agencies and the many
government data collection agencies located in each
country, entries sometimes provide two or more sources
of information. Consequently, the text of an entry may
contain more recent information from a different source
than is provided in a table or graph, though the table or
graph provides information that allows the easiest com-
parison to other entries.

No one source could provide all the information de-
sired for this set, so some sources were substituted when
the main source lacked information for specific countries.
The main sources used included: the World Factbook
2000 and 2001, which provided the common information
on the countries’ gross domestic product (GDP) at pur-
chasing power parity, the division of labor, balance of
trade, chief imports, chief exports, and population, un-
less otherwise noted in the text; the World Bank’s World
Development Indicators, which was a valued source for
information about the infrastructure and consumption
patterns of many countries; the Human Development Re-
port, from the United Nations, which provided GDP per
capita information on many countries; and the Interna-
tional Monetary Fund’s International Financial Statistics
Yearbook, which provided historical records of trade bal-
ances for most countries. Each entry also contains a bib-
liography that lists additional sources that are specific to
that entry.

vii



Preface

ENTRY ORGANIZATION

All entries are organized under 16 specific headings
to make it easy to find needed information quickly and
to compare the conditions in several different countries
easily. (The sole exception is the entry on the Vatican,
whose unique features necessitated the removal of sev-
eral sections.) The sections are as follows:

COUNTRY OVERVIEW. This section includes information
about the size of all land surfaces, describing coastlines
and international boundaries. It also highlights significant
geographical features in the country and the location of
the capital. The size of the country is compared to a U.S.
state or, for smaller countries, to Washington, D.C. Also
included is information on the total population, as well as
other important demographic data concerning ethnicity,
religion, age, and urbanization. Where relevant, this sec-
tion also includes information about internal conflicts, ma-
jor health problems, or significant population policies.

OVERVIEW OF ECONOMY. This overview is meant to
provide an analysis of the country’s overall economic
conditions, mentioning those elements that are deemed
most important to an understanding of the country. It pro-
vides context for the reader to understand the more spe-
cific information available in the other sections.

POLITICS, GOVERNMENT, AND TAXATION. This sec-
tion identifies the structure of the government and dis-
cusses the role the government, political parties, and taxes
play in the economy.

INFRASTRUCTURE, POWER, AND COMMUNICATIONS.
This section offers a description of the roads, railways,
harbors, and telecommunications available in the coun-
try, assesses the modernity of the systems, and provides
information about the country’s plans for improvements.

ECONOMIC SECTORS. This section serves as an overview
for the three more specific sections that follow, providing
a general description of the balance between the country’s
different economic sectors.

AGRICULTURE. This section discusses the agriculture,
fishing, and forestry sectors of the country.

INDUSTRY. This section discusses the industrial sector
of the country, including specific information on min-
ing, manufacturing, and other major industries, where
appropriate.

SERVICES. This section concentrates on major compo-
nents of the diverse services sector, usually focusing on
the tourism and banking or financial sectors and some-
times including descriptions of the retail sector.

INTERNATIONAL TRADE. This section focuses on the
country’s patterns of trade, including the commodities
traded and the historical trading partners.

viii

MONEY. This section offers a brief description of the
changes in inflation and the exchange rates in the coun-
try, and the impact those may have had on the economy.
It also mentions any recent changes in the currency and
the nature and impact of the central banking function.

POVERTY AND WEALTH. This section paints a picture of
the distribution of wealth within the country, often com-
paring life in the country with that in other countries in
the region. It includes governmental efforts to redistrib-
ute wealth or to deal with pressing issues of poverty.

WORKING CONDITIONS. This section describes the
workforce, its ability to unionize, and the effectiveness
of unions within the country. It also often includes in-
formation on wages, significant changes in the workforce
over time, and the existence of protections for workers.

COUNTRY HISTORY AND ECONOMIC DEVELOPMENT.
This section provides a timeline of events that shaped the
country and its economy. The selected events create a
more cohesive picture of the nation than could be de-
scribed in the entries because of their bias toward more
current information.

FUTURE TRENDS. To provide readers with a view to the
future, the entry ends with an analysis of how the eco-
nomic conditions in the country are expected to change
in the near future. It also highlights any significant chal-
lenges the country may face.

DEPENDENCIES. This section discusses any major terri-
tories or colonies and their economies.

BIBLIOGRAPHY. The bibliography at the end of the en-
try lists the sources used to compile the information in
the entry and also includes other materials that may be
of interest to readers wanting more information about the
particular country. Although specific online sources are
cited, many such sources are updated annually and should
be expected to change.

In addition, a data box at the beginning of each en-
try offers helpful economic “quick facts” such as the
country’s capital, monetary unit, chief exports and im-
ports, gross domestic product (GDP), and the balance of
trade. The U.S. Central Intelligence Agency’s World
Factbook (2000 and 2001) was the main source of this
information unless otherwise noted. Each entry also in-
cludes a map that illustrates the location of the country.
Since economic conditions are often affected by geogra-
phy, the map allows readers to see the location of major
cities and landmarks. The map also names bordering
countries to offer readers a visual aid to understand re-
gional conflicts and trading routes.
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COMMENTS

We encourage you to contact us with any comments
or suggestions you may have that will benefit future edi-
tions of this set. We want this set to be a meaningful ad-
dition to your search for information about the world.
Please send your comments and suggestions to: The Ed-
itors, Worldmark Encyclopedia of National Economies,
The Gale Group, 27500 Drake Road, Farmington Hills,
MI 48331. Or, call toll free at 1-800-877-4253.

—Sara Pendergast and Tom Pendergast
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INTRODUCTION

THE POWER OF ECONOMIC
UNDERSTANDING

The economies of the world are becoming increas-
ingly interconnected and interdependent, a fact dramati-
cally illustrated on 2 July 1997 when the Thai govern-
ment decided to allow its currency to “float” according
to market conditions. The result was a significant drop
in the value of the currency and the start of the Asian
economic crisis, a contagion that spread quickly to other
Asian countries such as the Republic of Korea, Indone-
sia, Malaysia, and the Philippines. Before long the epi-
demic reached Brazil and Russia.

In this way, a small economic change in one less-
developed country sent economic shock waves around
the world. Surprisingly, no one predicted this crisis,
though economist Paul Krugman in a prominent 1994
Foreign Affairs article argued that there was no Asian
economic miracle and the kind of growth rates attained
in recent years were not sustainable over the long term.
In such an interconnected global economys, it is impera-
tive to have an understanding of other economies and
economic conditions around the world. Yet that under-
standing is sorely lacking in the American public.

Various studies have shown that both young people
and the public at large have a low level of literacy about
other nations. A survey of 655 high school students in
southeast Ohio indicated that students were least in-
formed in the area of international economic concerns,
and the number of economics majors at the college level
is declining. The economic and geographic illiteracy has
become such a national concern that the U.S. Senate re-
cently passed a resolution calling for a national educa-
tion policy that addresses Americans’ lack of knowledge
of other parts of the world.

The information provided by the media also fre-
quently reflects a distorted understanding of world
economies. During the Asian economic crisis, we often
heard about the collapse of various Asian countries such
as Korea and Thailand. They were indeed suffering a se-
vere crisis, but usually companies, not countries, col-
lapse. The use of the “collapse” language was therefore
misleading. In another example, a distinguished journal-
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ist writing in a prominent East coast newspaper claimed
that Vietnamese women paid more in transportation and
food costs than they were earning while working in a fac-
tory manufacturing Nike shoes. Such a statement, while
well intended in terms of genuine concern for these
women workers, makes no economic sense whatsoever,
and is actually not accurate. The wages of these women
are indeed extremely low by U.S. standards, but such
wages must be viewed in the context of another society,
where the cost of living may be dramatically lower and
where low salaries may be pooled. At other times, a
fact—such as the fact that a minority of the Japanese
workforce enjoys employment for life—is exaggerated to
suggest that the Japanese economy boomed as it did in
the 1980s because of the Japanese policy of life-long em-
ployment. Such generalizing keeps people from under-
standing the complexities of the Japanese economy.

“THINGS ARE NOT WHAT THEY SEEM.” In defense of
this lack of economic understanding, it must be said that
understanding economics is not easy. Paul A. Samuel-
son, author of the classic textbook Economics (1995),
once stated about economics “that things are often not
what at first they seem.” In Japan, for example, many
young women work as office ladies in private companies
as an initial job after completing school. These young
ladies often stay at home with their parents and have few
basic expenses. Over several years they can accumulate
considerable savings, which may be used for travel, over-
seas study, or investing. Thus, as Samuelson noted in his
textbook, actual individual economic welfare is not based
on wages as such, but on the difference between earnings
and expenditures. Wages are not the only measure of the
value of labor: one must also consider purchasing power
and how costs of living vary dramatically from place to
place. Without taking into account purchasing power, we
overestimate economic well-being in high-cost countries
such as Japan and Switzerland and underestimate it in
low-cost countries such as India and Cambodia.

Consider the following examples: The cost of taking
an air-conditioned luxury bus from the Cambodian cap-
ital of Phnom Penh to its major port, Sihanoukville, is
less than $2. The same bus trip of equal distance in Japan
or the United States would cost $50 or more. Similarly,
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a (subsidized) lunch at a factory producing Nike shoes in
Vietnam may cost the equivalent of 5 U.S. cents in 1998,
while lunch at a student union on a U.S. college campus
may cost $5. Thus a teaching assistant on a U.S. campus
pays 100 times more for lunch than the Vietnamese fac-
tory worker. Who is more “poorly paid” in these situa-
tions? Add to this the reality that in many developing
countries where extended families are common, members
of the family often pool their earnings, which individu-
ally may be quite low. To look only at individual earn-
ings can thus be rather misleading. Such cultural nuances
are important to keep in mind in assessing economic con-
ditions and welfare in other nations.

Various economic puzzles can also create confusion
and misunderstanding. For example, currently the United
States has the highest trade deficit in world history: it im-
ports far more that it exports. Most countries with huge
trade deficits have a weak currency, but the U.S. dollar
has remained strong. Why is this the case? Actually, it is
quite understandable when one knows that the balance of
trade is just one of many factors that determine the value
of a nation’s currency. In truth, demand for the U.S. dol-
lar has remained high. The United States is an attractive
site for foreign investment because of its large and grow-
ing economic market and extremely stable politics. Sec-
ond, the United States has a large tourism sector, draw-
ing people to the country where they exchange their
currency for U.S. dollars. Several years ago, for the first
time ever, there were more Thais coming to the United
States as tourists than those in the United States going to
Thailand. Third, the United States is extremely popular
among international students seeking overseas education.
Economically, a German student who spends three years
studying in the United States benefits the economy in the
same way as a long-term tourist or conventional exports:
that student invests in the U.S. economy. In the acade-
mic year 1999-2000, there were 514,723 international
students in the United States spending approximately
$12.3 billion. Thus, the services provided by U.S. higher
education represent an important “invisible export.”
Fourth, 11 economies are now dollarized, which means
that they use the U.S. currency as their national currency.
Panama is the most well known of these economies and
El Salvador became a dollarized economy on 1 January
2001. Other countries are semi-officially or partially dol-
larized (Cambodia and Vietnam, for example). As the re-
sult of dollarization, it is estimated by the Federal Re-
serve that 55 to 70 percent of all U.S. dollars are held by
foreigners primarily in Latin America and former parts
of the U.S.S.R. Future candidates for dollarization are
Argentina, Brazil, Ecuador, Indonesia, Mexico, and even
Canada. With so many countries using U.S. dollars, de-
mand for the U.S. dollar is increased, adding to its
strength. For all these reasons, the U.S. currency and
economy remained strong despite the persisting large
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trade deficits, which in themselves, according to standard
economic logic, suggest weakness.

SYSTEMS OF CLASSIFICATION. As in other fields, such
as biology and botany, it is important to have a sound
system of classification to understand various national
economies. Unfortunately, the systems commonly used
to describe various national economies are often flawed
by cultural and Eurocentric biases and distortion. After
the end of World War II and the start of the Cold War,
it became common to speak of “developed” and “under-
developed” countries. There were two problems with this
overly simplistic distinction. First, it viewed countries
only in terms of material development. Second, it implied
that a nation was developed or underdeveloped across all
categories. As an example, “underdeveloped” Thailand
has consistently been one of the world’s leading food ex-
porters and among those countries that import the least
amount of food. Similarly, in “developed” Japan there
are both homeless people and institutions to house the el-
derly, while in “underdeveloped” Vietnam there are no
homeless and the elderly are cared for by their families.
Which country is more “developed”?

Later the term “Third World” became popular. This
term was invented by the French demographer Alfred
Sauvy and popularized by the scholar Irving Horowitz in
his volume, Three Worlds of Development. “First World”
referred to rich democracies such as the United States and
the United Kingdom; “Second World” referred to com-
munist countries such as the former U.S.S.R. and former
East Germany. The term “Third World” was used to re-
fer to the poorer nations of Africa, Latin America, and
Asia (with the exception of Japan). But this distinction is
also problematic, for it implies that the “First World” is
superior to the “Third World.” Another common term in-
troduced was modern versus less modern nations. The
Princeton sociologist Marion J. Levy made this distinc-
tion based on a technological definition: more modern na-
tions were those that made greater use of tools and inan-
imate sources of power. Thus, non-Western Japan is quite
modern because of its use of robots and bullet trains.
Over time, however, many people criticized the modern/
non-modern distinction as being culturally biased and im-
plying that all nations had to follow the same path of
progress.

More recently, economists from around the world
have recognized the importance of using a variety of fac-
tors to understand the development of national
economies. Each of these factors should be viewed in
terms of a continuum. For example, no country is either
completely industrial or completely agricultural. The en-
tries in this volume provide the basic data to assess each
national economy on several of these key criteria. One
can determine, for example, the extent to which an econ-
omy is industrial by simply dividing the percentage of
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the economy made up by industry by the percentage made
up by agriculture. Or one can determine how much en-
ergy national economies use to achieve their level of eco-
nomic output and welfare. This provides an important
ecological definition of efficiency, which goes beyond
limited material definitions. This measure allows an es-
timate of how “green” versus “gray” an economy is;
greener economies are those using less energy to achieve
a given level of economic development. One might like
to understand how international an economy is, which
can be done by adding a country’s exports to its imports
and then dividing by GDP. This indicator reveals that
economies such as the Netherlands, Malaysia, Singapore,
and Hong Kong are highly international while the isola-
tionist Democratic People’s Republic of Korea (North
Korea) is far less international.

Another interesting measure of an economy, partic-
ularly relevant in this age of more information-oriented
economies and “the death of distance” (Cairncross 1997),
is the extent to which an economy is digitalized. One mea-
sure of this factor would be the extent to which the pop-
ulation of a given economy has access to the Internet.
Costa Rica, for example, established a national policy that
all its citizens should have free access to the Internet. In
other economies, such as Bhutan, Laos, and North Korea,
access to the Internet is extremely limited. These differ-
ences, of course, relate to what has been termed “the dig-
ital divide.” Another important factor is whether an econ-
omy is people-oriented, that is, whether it aims to provide
the greatest happiness to the greatest number; economist
E.F. Schumacher called this “economics as if people mat-
tered.” The King of Bhutan, for example, has candidly
stated that his goal for his Buddhist nation is not Gross
National Product but instead Gross National Happiness.
Such goals indicate that the level of a country’s economic
development does not necessarily reflect its level of so-
cial welfare and quality of life.

Another important category that helps us understand
economies is the degree to which they can be considered
“transitional.” Transitional economies are those that were
once communist, state-planned economies but that are be-
coming or have become free-market economies. This tran-
sitional process started in China in the late 1970s when
its leader Deng Xiaoping introduced his “four modern-
izations.” Later, Soviet leader Mikhael Gorbachev intro-
duced such reforms, called perestroika, in the former So-
viet Union. With the dissolving of the U.S.S.R. in 1991,
many new transitional economies emerged, including
Belarus, Uzbekistan, Kyrgyzstan, and the Ukraine. Other
countries undergoing transition were Vietnam, Laos,
Cambodia, and Mongolia. These economies can be
grouped into two types: full transitional and partial tran-
sitional. The full transitional economies are shifting both
to free markets and to liberal democracies with free ex-
pression, multiple parties, and open elections. The partial
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transitional economies are changing in the economic
realm, but retaining their original one-party systems. In-
cluded in the latter category are the economies of China,
Vietnam, Laos, and Cuba. This volume provides valuable
current information on the many new transitional
economies emerging from the former Soviet world.

KEY THEMES IN THE WORLD ECONOMY. In looking at
the economies of countries around the globe, a number
of major common themes can be identified. There is in-
creasing economic interdependence and interconnectiv-
ity, as stressed by Thomas Friedman in his recent con-
troversial book about globalization titled The Lexus and
the Olive Tree: Understanding Globalization. For exam-
ple, the People’s Republic of China is now highly de-
pendent on exports to the United States. In turn, U.S.
companies are dependent on the Chinese market: Boeing
is dependent on China for marketing its jet airliners; the
second largest market for Mastercard is now in China;
and Nike is highly dependent on China and other Asian
economies for manufacturing its sports products. Such
deep interdependence augurs well for a peaceful century,
for countries are less likely to attack the countries with
whom they do a vigorous business, even if their politi-
cal and social systems are radically different. In fact, new
threats to peace as reflected in the tragic terrorist attack
of 11 September 2001, primarily relate to long-standing
historical conflicts and grievances.

Conventional political boundaries and borders often
do not well reflect new economic realities and cultural
patterns. Economic regions and region states are becom-
ing more important. The still-emerging power of the Eu-
ropean Union can be gauged by reading the essays of any
of the countries that are currently part of the Union or
hoping to become a part of it in the coming years. This
volume may help readers better understand which nations
are becoming more interconnected and have similar eco-
nomic conditions.

The tension between equity (fairness) and efficiency
is common in nearly all national economies. In some
economies there is more stress on efficiency, while in oth-
ers there is more stress on equity and equality. Thus, as
should be expected, countries differ in the nature of the
equality of their income and wealth distributions. For each
entry in this volume, important data are provided on this
important factor. The geographer David M. Smith has
documented well both national and international inequal-
ities in his data-rich Where the Grass is Greener (1979).

Invisible and informal economies—the interactions
of which are outside regulated economic channels—rep-
resent a growing segment of economic interactions in
some countries. In his controversial but important volume,
The Other Path (1989), the Peruvian economist Hernando
de Soto alerted us to the growing significance of the in-
formal economy. In countries such as Peru, research has
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shown that in some cases individuals prefer work in the
informal to the formal sector because it provides them
with more control over their personal lives. The Thai
economist Pasuk Phongpaichit and her colleagues have
written a fascinating book on Thailand’s substantial in-
visible economy titled Guns, Girls, Gambling, and Ganja
(1998). Thus, official government and international sta-
tistical data reported in this volume often are unable to
take into account such data from the hidden part of
economies.

In an increasingly internationalized economy in
which transnational corporations are highly mobile and
able to move manufacturing overseas quite rapidly, it is
important to distinguish between real foreign direct in-
vestment and portfolio investment. At one point during
Thailand’s impressive economic boom of the late 1980s
and early 1990s, a new Japanese factory was coming on
line every three days. This is foreign direct investment,
involving actual bricks and mortar, and it creates jobs that
extend beyond the actual facility being constructed. In
contrast foreign portfolio investment consists of a foreign
entity buying stocks, bonds, or other financial instruments
in another nation. In our current wired global economy,
such funds can be moved in and out of nations almost in-
stantaneously and have little lasting effect on the eco-
nomic growth of a country. Economies such as Chile and
Malaysia have developed policies to try to combat un-
certainty and related economic instability caused by the
potential of quick withdrawal of portfolio investments.

Some argue that transnational corporations (owned
by individuals all over the world), which have no national
loyalties, represent the most powerful political force in
the world today. Many key transnational corporations
have larger revenues than the entire gross national prod-
ucts of many of the nations included in this volume. This
means that many national economies, especially smaller
ones, lack effective bargaining power in dealing with
large international corporations.

Currently, it is estimated by the International Labor
Office of the United Nations that one-third of the world’s
workforce is currently unemployed or underemployed.
This means that 500 million new jobs need to be created
over the next 10 years. Data on the employment situa-
tion in each economy are presented in this volume. The
creation of these new jobs represents a major challenge
to the world’s economies.

The final and most important theme relates to the ul-
timate potential clash between economy and ecology. To
the extent that various national economies and their peo-
ples show a commitment to become greener and more
environmentally friendly, ultimate ecological crises and
catastrophes can be avoided or minimized. Paul Ray and
Sherry Anderson’s The Cultural Creatives: How 50 Mil-
lion People Are Changing the World (2000) lends cre-
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dence to the view that millions are changing to more en-
vironmentally conscious lifestyles.

In trying to understand the global economy, it is crit-
ically important to have good trend data. In each of the
entries of this volume, there is an emphasis on providing
important economic data over several decades to enable
the reader to assess such patterns. Some trends will have
tremendous importance for the global economy. One phe-
nomenon with extremely important implications for pop-
ulation is the policy of limiting families to only one child
in China’s urban areas. This deliberate social engineering
by the world’s most populous country will have a pow-
erful impact on the global economy of the 21st century.
The global environmental implications are, of course, ex-
tremely positive. Though there is much debate about the
economic, political, and socio-cultural implications of this
one-child policy, overall it will probably give China a
tremendous strategic advantage in terms of the key fac-
tors of human resource development and creativity.

THE POWER OF UNDERSTANDING. By enhancing our
knowledge and understanding of other economies, we
gain the potential for mutual learning and inspiration for
continuous improvement. There is so much that we can
learn from each other. Denmark, for example, is now get-
ting seven percent of its electrical energy from wind en-
ergy. This has obvious relevance to the state of Califor-
nia as it faces a major energy crisis. The Netherlands and
China for a long period have utilized bicycles for basic
transportation. Some argue that the bicycle is the most
efficient “tool” in the world in terms of output and en-
ergy inputs. Many new major highways in Vietnam are
built with exclusive bike paths separated by concrete
walls from the main highway. The Vietnamese have also
developed electric bicycles. The efficient bullet trains of
Japan and France have relevance to other areas such as
coastal China and the coastal United States. Kathmandu
in Nepal has experimented with non-polluting electric
buses. In the tremendous biodiversity of the tropical
forests of Southeast Africa, Latin America, and Africa,
there may be cures for many modern diseases.

We hope to dispel the view that economics is the
boring “dismal science” often written in complex, diffi-
cult language. This four-volume set presents concise, cur-
rent information on all the economies of the world, in-
cluding not only large well-known economies such as the
United States, Germany, and Japan, but also new nations
that have emerged only in recent years, and many micro-
states of which we tend to be extremely uninformed. With
the publication of this volume, we hope to be responsive
to the following call by Professor Mark C. Schug: “The
goal of economic education is to foster in students the
thinking skills and substantial economic knowledge nec-
essary to become effective and participating citizens.” It
is our hope that this set will enhance both economic and
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geographic literacy critically needed in an increasingly
interconnected world.

—Gerald W. Fry, University of Minnesota

BIBLIOGRAPHY

Brown, Lester R., et al. State of the World 2000. New York: W.
W. Norton, 2000.

Buchholz, Todd G. From Here to Economy: A Shortcut to
Economic Literacy. New York: A Dutton Book, 1995.

Cairncross, Frances. The Death of Distance: How the
Communications Revolution Will Change Our Lives. Boston:
Harvard Business School Press, 2001.

Friedman, Thomas F. The Lexus and the Olive Tree: Under-
standing Globalization. New York: Anchor Books, 2000.

Fry, Gerald W., and Galen Martin. The International
Development Dictionary. Oxford: ABC-Clio Press, 1991.

Hansen, Fay. “Power to the Dollar, Part One of a Series,”
Business Finance (October 1999): 17-20.

Heintz, James, Nancy Folbre, and the Center for Popular
Economics. The Ultimate Field Guide to the U.S. Economy.
New York: The New Press, 2000.

Horowitz, Irving J. Three Worlds of Development: The Theory
and Practice of International Stratification. New York:
Oxford University Press, 1966.

Jacobs, Jane. The Nature of Economies. New York: The Modern
Library, 2000.

Korten, David C. When Corporations Rule the World. West
Hartford, CT: Kumarian Press, 1995.

Levy, Marion J. Modernization and the Structure of Societies. 2
vols. New Brunswick, NJ: Transaction Publications, 1996.

Lewis, Martin W., and Kéren E. Wigen. A Critique of Metageog-
raphy. Berkeley: University of California Press, 1997.

Lohrenz, Edward. The Essence of Chaos. Seattle: University of
Washington Press, 1993.

Ohmae, Kenichi. The End of the Nation State: The Rise of
Regional Economies. London: HarperCollins, 1996.

Pasuk Phongpaichit, Sungsidh Priryarangsan, and Nualnoi Treerat.
Guns, Girls, Gambling, and Ganja: Thailand’s Illegal Economy
and Public Policy. Chiang Mai: Silkworm Books, 1998.

Worldmark Encyclopedia of National Economies

Introduction

Pennar, Karen. “Economics Made Too Simple.” Business Week
(20 January 1997): 32.

Ray, Paul H., and Sherry Ruth Anderson. The Cultural
Creatives: How 50 Million People Are Changing the World.
New York: Harmony Books, 2000.

Salk, Jonas, and Jonathan Salk. World Population and Human
Values: A New Reality. New York: Harper & Row, 1981.

Samuelson, Paul A., William D. Nordhaus, with the assistance of
Michael J. Mandal. Economics. 15th ed. New York:
McGraw-Hill, 1995.

Schug, Mark C. “Introducing Children to Economic Reasoning:
Some Beginning Lessons.” Social Studies (Vol. 87, No. 3,
May-June 1996): 114-118.

Schumacher, E.F. Small is Beautiful: Economics as if People
Mattered. New York: Perennial Library, 1975.

Siegfried, John J., and Bonnie T. Meszaros. “National Voluntary
Content Standards for Pre-College Economics Education.”
AEA Papers and Proceedings (Vol. 87, No. 2, May 1997):
247-253.

Smith, David. Where the Grass Is Greener: Geographical
Perspectives on Inequality. London: Croom Helm, 1979.

Soto, Hernando de; translated by June Abbott. The Other Path:
The Invisible Revolution in the Third World. New York:
Harper & Row, 1989.

Stock, Paul A., and William D. Rader. “Level of Economic
Understanding for Senior High School Students in Ohio.” The
Journal of Educational Research (Vol. 91, No. 1,
September/October 1997): 60-63.

Sulloway, Frank J. Born to Rebel: Birth Order, Family
Dynamics, and Creative Lives. New York: Pantheon Books,
1996.

Todaro, Michael P. Economic Development. Reading, MA:
Addison Wesley, 2000.

Wentland, Daniel. “A Framework for Organizing Economic
Education Teaching Methodologies.” Mississippi: 2000-00-
00, ERIC Document, ED 442702.

Wood, Barbara. E.F. Schumacher: His Life and Thought. New
York: Harper & Row, 1984.

Wren, Christopher S. “World Needs to Add 500 Million Jobs in
10 Years, Report Says.” The New York Times (25 January
2001): A13.

Xix



AFGHANISTAN

CAPITAL: Kabul.

MONETARY UNIT: Afghani (Af). One afghani
equals 100 puls. There are coins of 1, 2, and 5
afghanis and notes of 10, 20, 50, 100, 500, 1,000,
5,000, and 10,000 afghanis.

CHIEF EXPORTS: Opium, fruits and nuts, hand
woven carpets, wool, cotton, hides and pelts,
precious and semi-precious gems.

CHIEF IMPORTS: Capital goods, food and
petroleum products, and most consumer goods.
GROSS DOMESTIC PRODUCT: US$21 billion
(purchasing power parity, 1999).

BALANCE OF TRADE: Exports: US$80 million

(1996 est.; does not include opium). Imports:
US$150 million (1996 est.).

COUNTRY OVERVIEW

LOCATION AND SIZE. Afghanistan is located in south-
ern Asia and shares a border with 6 countries: China,
Iran, Pakistan, Tajikistan, Turkmenistan, and Uzbekistan.
Landlocked, with an area of 652,000 square kilometers
(251,737 square miles), Afghanistan is a mountainous
country dominated by the Hindu Kush and the Himalayan
mountain ranges to the north and arid desert to the south.
Afghanistan endures the most extreme temperatures on
earth. Comparatively, the area occupied by Afghanistan
is slightly smaller than the state of Texas. The capital city,
Kabul, is located in the northeastern part of the country.

POPULATION. The 1976 census estimated the Afghan
population at 16.6 million, but 4 years later, similar re-
search put the population at 15.5 million. In 1999, a
United Nations (UN) sponsored census, carried out by
the Taliban (originally, a group of Afghans trained in
religious schools in Pakistan) put the population at 23
million, indicating an annual population growth of 2.8
percent. Finally, the CIA World Factbook estimates the
population in July 2000 at 25,838,797. Doubts about the
true figures stem from the war that began as a result of
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Islamic State of Afghanistan
Dowlat-e Eslami-ye Afghanestan

the invasion of the country by the Soviet Union in 1979.
Not only did this war result in the loss of approximately
1 million lives but an estimated 5 million Afghans went
into exile abroad, to countries such as Pakistan and Iran,
thus creating the world’s largest refugee population.
Mass migration from the rural areas to the urban cen-
ters occurred and the population of the capital city of
Kabul more than doubled after 1979. Over one-third of
Afghan families have migrated to Kabul since 1995 and
the share of the urban population increased from 10 per-
cent in the 1970s to over 30 percent in 1995. The re-
turn of the Afghan refugees began in April 1992, fol-
lowing the victory of the mujahideen (anti-Soviet
freedom fighters; from the Persian word for “warrior”),
and by the middle of 1996 over half of the refugees had
been repatriated. However, when the United States be-
gan military strikes against Afghanistan for harboring
terrorist Osama bin Laden in 2001, another wave of
refugees fled the country.

The principal linguistic and ethnic group in Af-
ghanistan are the Pashtun. These people represent just
over half of the population and live mostly in the south
or in the east. Persian-speaking Tajiks, who live in the
eastern valleys, make up 20 percent of the population;
another 10 percent of the population is of Turkmen and
Uzbek origin, and they live on the northern plains. There
are an additional 20 other different ethnic groups of which
the Baluch, the Hazaras, and the Nuristanis are the most
well known, and these groups speak over 30 different
languages. The vast majority—84 percent—of Aghanis
follow the Sunni Muslim faith, while a significant mi-
nority—15 percent—are Shi’a Muslims.

Following the collapse of the communist regime in
1992, a civil war has been fought largely along ethnic
lines between the Pashtuns, the Tajiks, the Uzbeks, and
the Hazaras.
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OVERVIEW OF ECONOMY

Following the end of 40 years of peaceful monar-
chical rule in July 1973, Afghanistan was plunged into a
war that continued into the 21st century. The end of the
monarchy was followed by the setting up of a commu-
nist-style regime that collapsed when 100,000 Soviet
troops invaded the country in December 1979. For 10
years Soviet forces occupied the country and dictated its
governance, but local rebel forces, known as the mu-
jahideen, drove the Soviets out in 1989. The victory by
the mujahideen brought no peace to the troubled coun-
try, however. For the next several years fighting contin-
ued between rival mujahideen factions. By 1996 the sit-
ting government had collapsed, and effective control of
the country was seized by the radical Islamic Taliban fac-
tion. The Taliban remained in power until 2001 when
U.S. attacks toppled the faction from power.

2

In economic terms,

Afghanistan is among the

world’s poorest countries due to the incessant fighting
that has placed the economy on the verge of collapse and
taken hundreds of thousands of lives. Two decades of
war and political strife left the country’s infrastructure
in ruins and its people almost entirely dependent on for-
eign aid. The majority of administrative, economical, and
social institutions were wiped out due to the Soviet in-
vasion, mass migration, and continued fighting.

The principal source of revenue in Afghanistan tra-
ditionally came from the agricultural sector, and under
normal circumstances the country is capable of produc-
ing not only enough food to feed its entire population
but surplus food to export abroad. But as of 2001 the
country was able to produce enough food no longer.
Given that the country is heavily dependent on subsis-
tence agriculture, the decline in income levels and the
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increased lack of food security (a country’s ability to
feed its own people) increased poverty and caused other
economic difficulties. Much of the land that was previ-
ously devoted to wheat farming began to be used to cul-
tivate opium poppies, which are used in the production
of heroin. The country’s transport system was almost en-
tirely broken down, as well as most industry and the agri-
cultural infrastructure. These sectors were so seriously
damaged that only sustained massive investment could
salvage them.

Before the Soviet invasion in 1979, the economy was
almost entirely controlled by the government of Af-
ghanistan, with most investments taking place within the
public sector. The private sector extended only to agri-
culture and trade. The past 2 decades have seen the dis-
mantling of centralized governance and an increase in
private sector participation. In 2000 the private sector
played a major role in the country’s traditional economic
activities, and there was still much room for private sec-
tor investment in small-scale industries, provided that po-
litical stability was achieved. The Taliban emerged in the
mid-1990s and swept through the country, taking control
in a remarkably short period of time. Political stability
was then entirely dependent on the future course the Tal-
iban chose to follow and the economic policies they chose
to pursue. The Taliban movement established nominal
government in most parts of the country, but it was only
recognized by Saudi Arabia, Pakistan, and the United
Arab Emirates.

The Afghan economy is famously dependent upon
the decisions made by its neighbors’ governments. In the
past, the country was heavily dependent on economic re-
lations with the former Soviet Union, and in 2001 it was
sensitive to economic decisions made by the Pakistani
government. An example of this dependency can be seen
within the markets. An increase in the prices of essential
commodities (basic foodstuffs such as bread and rice) in
Pakistan led to an increase in prices of the same com-
modities in Afghanistan. In addition, when Pakistan de-
valued its currency in 1998, the value of the Afghan cur-
rency was also reduced. Because of the lack of a
governmental infrastructure, there were no reliable eco-
nomic indicators available for such data as GDP, foreign
trade, or national income.

POLITICS, GOVERNMENT,
AND TAXATION

Due to its strategic geographical position,
Afghanistan has been invaded throughout history and
conquered by the Persians, the Macedonians, the Parthi-
ans, the Kushan Empire, the Huns, and the Arabs. The
only peaceful period in the country’s recent past was be-
tween 1933 and 1973 when it was ruled by King Zahir
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Shah. However, following the dissolution of the monar-
chy in 1973, a communist-style regime was established.
The watershed event in the modern era was the 1979 in-
vasion by the Soviet Union, which was launched in or-
der to keep Afghanistan from becoming too independent.
After a long, entrenched war which many have called
“the Soviets’ Vietnam,” the USSR finally withdrew from
the country in 1989. After that, the Taliban took control
of most of the country, but a protracted war still contin-
ued with opponents of the Taliban, who practiced the
same kind of guerilla warfare against the Taliban that
they carried out against the Soviet Union.

Afghanistan has not had an effective central gov-
ernment capable of exerting its authority across the en-
tire country because the population is structured by tribes.
When the communist administration in Kabul crumbled
in 1992, the religious, linguistic, and ethnic differences
within the country deepened, leading to the fragmenta-
tion of Afghanistan into a series of fiefdoms controlled
by warlords. The Taliban originated in the refugee camps
on the Pakistani border towns and was initially comprised
of religious students who blamed the failure of the pre-
vious government on its unwillingness to impose the
tenets of fundamentalist Islam (the religion of the world’s
Muslims and the chief religion in the Middle East; Islam
literally means “submission to the will of God”). The Tal-
iban played cleverly on the deep divisions within the
country, and in 2000 only 10 percent of the entire coun-
try was controlled by non-Taliban groups. This student
militia ran the country in accordance with the strict Is-
lamic principles laid out in Sharia Law (Sharia is the law
of Islam, based upon the Qur-an, the Sunna, and the work
of Muslim scholars in the first two centuries of Islam).
Their rigid and often brutal interpretation of Islam caused
the Afghan people tremendous suffering, especially
among women who were entirely deprived of their rights.
The Taliban’s successful rise to power was attributed to
the substantial help that it received from the Pakistani
government combined with the inability of the opposing
parties to organize themselves and join together to form
an effective opposition. The main political figures within
Afghanistan prior to the downfall of the Taliban were
Mohammad Omar, the spiritual leader of the Taliban, and
Colonel Ahmad Shah Massoud, the leader of the re-
maining opposition forces.

Afghanistan under the Taliban regime essentially
had no central government—no executive branch, no leg-
islature, and no independent and impartial judicial sys-
tem. Many critics of the regime charged that there was
no rule of law, no constitution, no civil society, and no
system in place to monitor human rights abuses or ad-
dress grievances. The Taliban’s distaste for the standards
of international human rights was made clear to the in-
ternational community. The UN Security Council im-
posed sanctions on the Taliban in November 1999 under
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Security Council Resolution 1267. (Sanctions are im-
posed unilaterally or multilaterally by states onto coun-
tries that violate international norms of behavior and can
take many forms, from denying government aid or other
benefits to banning any form of trade.) The UN demanded
that the Taliban hand over the terrorist Osama bin Laden,
who is suspected of being involved in the 1998 bombing
of U.S. embassies in Tanzania and Kenya and the Sep-
tember 2001 attacks on the Pentagon in Washington,
D.C., and the World Trade Center in New York City.
When the Taliban refused to comply, the UN declared
that UN member states may not operate commercial air-
craft in Afghanistan, and all known funds and other fi-
nancial resources controlled by the Taliban outside of the
country were frozen. With the downfall of the Taliban
regime in 2001, an interim government composed of
tribal and Northern Alliance leaders was formed to re-
store stability to the country. However, fighting amongst
the different leaders threatened the effectiveness of this
new government. It is possible that lasting peace and sta-
bility will only come to Afghanistan under the watchful
eye of an international peacekeeping force stationed in
the country.

There has never really been a formal tax system in
this essentially tribal country. Local tribal leaders often
used to levy arbitrary taxes on commercial goods pass-
ing through their territory, but this revenue never reached
Kabul. The Taliban tried to gain popularity by removing
checkpoints erected for the collection of taxes, and local
traders rewarded them with large donations.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

Before the Soviet invasion in 1979, considerable in-
vestment from the United States and development agen-

cies had been channeled into the reconstruction of the
Afghan road networks. Over 2,000 kilometers (1,243
miles) of roads were built linking the principal cities, giv-
ing the country a distinctly modern feel. The long war
has undone much of the work carried out by develop-
ment agencies in the 1970s. In 1993, the United Nations
Development Program (UNDP) estimated that 60 per-
cent of the 2,500 kilometers (1,553 miles) of paved roads
needed to be totally rebuilt and that minor roads linking
rural areas were in very poor condition. The country has
just 21,000 kilometers (12,050 miles) of total roadways.
Since 1993 the condition of the roads in Afghanistan has
further deteriorated and hundreds of bridges have been
destroyed, cutting off many remote mountain areas.

The telecommunications infrastructure has improved
since 1999, and in 2001 it was possible to phone between
2 of Afghanistan’s major urban centers, Kabul and Kan-
dahar. Telephone calls were also possible to 13 foreign
countries, including the United States, the United King-
dom, Canada, and Saudi Arabia. All calls made to
Afghanistan have to go through an operator, and calls out
of Afghanistan must be made on satellite telephones. In
2000, the Taliban signed a contact with a company based
in the United Arab Emirates to increase the number of
telephone lines in the country to 1 million by September
2001. This project also aims to put the country in touch
with over 99 other countries instead of just 13 within the
same time frame.

The aviation infrastructure was almost completely de-
stroyed by the war. Most of the national fleet of aircraft
is now unusable or too dangerous to fly commercially.
When the first round of sanctions were imposed by the
United Nations in 1999, Afghanistan’s national airline,
Ariana, was hit badly because its airplanes were no longer
allowed to fly abroad. The country has only 14 airports
with paved runways and another 32 dirt landing strips.

Communications

Internet

shortwave 21

2Data is for 1997 unless otherwise noted.
®Data is for 1998 unless otherwise noted.
°Data is for 2000 unless otherwise noted.

SOURCE: CIA World Factbook 2001 [Online].

Telephones, Radio Service Internet
Country Telephones® Mobile/Cellular® Stations” Radios® TV Stations® Televisions® Providers® Users®
Afghanistan 29,000 (1996) N/A AM 7; FM 1; 167,000 (1999) 10 100,000 (1999) 1 N/A
shortwave 1 (1999)
United States 194 M 69.209 M (1998)  AM 4,762; FM 5,542; 575 M 1,500 219 M 7,800 148 M
shortwave 18
India 27.7 M (2000) 2.93 M (2000) AM 153; FM 91; 116 M 562 63 M 43 45M
shortwave 68
Pakistan 2.861 M (1999) 158,000 (1998) AM 27; FM 1; 135 M 22 31 M 30 12M
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Before the Soviet invasion in 1979, energy con-
sumption per capita was among the world’s lowest. How-
ever, as a result of war and the Soviets’ development of
the country’s gas reserves, consumption levels increased.
In 1992 the authorities stated that Kabul’s winter re-
quirement was 300 megawatts even though the installed
capacity was only 150 megawatts. Between 1992 and
1996, much of the capital had no power. In 1993 the
UNDP estimated that over 60 percent of the gas trans-
mission lines were not functioning. In July 2000, the Tal-
iban initiated a project to build an electrical grid from
Afghanistan to Turkmenistan; however, the project has
not progressed due to a lack of funds. Reports coming
out of the country in 2001 indicated that the severe win-
ter had claimed hundreds of Afghan lives.

ECONOMIC SECTORS

The economy of Afghanistan, one of the world’s
least developed, has never been properly documented.
Prior to the Soviet invasion in 1979 the very few eco-
nomic data were often wholly unreliable. Official statis-
tics almost entirely ground to a halt in 1979 and have not
been produced since the communist government fell in
1992. Nevertheless, the CIA World Factbook estimated
that in 1990 the agricultural sector produced 53 percent
of GDP while industry contributed 28.5 percent and ser-
vices 18.5 percent. In 1980 it was estimated the 68 per-
cent of the workforce worked in agriculture, 16 percent
in industry, and 16 percent in services.

Over 2 decades of war have either destroyed or se-
riously damaged the infrastructures of the agricultural,
industrial, and service sectors. Nevertheless, the agricul-
tural sector is still the largest employer. Its output is

Afghanistan
GDP-COMPOSITION BY SECTOR-1990

Services 18.5% Agriculture 53%

Industry 28.5%

SOURCE: CIA World Factbook 2000 [Online].
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Afghanistan
LABOR FORCE-BY OCCUPATION

Services 15% Agriculture 70%

Industry 15%

TOTAL LABOR FORCE 10 MILLION

SOURCE: CIA World Factbook 2001 [Online]. Data for 2000 est.
Percent distribution for 1990.

largely dependant on changing political conditions and,
to a lesser extent, the weather.

AGRICULTURE

Agriculture has traditionally driven the Afghan econ-
omy, accounting for approximately 50 percent of GDP
before the Soviet invasion in 1979. Nevertheless, the agri-
cultural sector has never produced at full capacity. Be-
fore the invasion, only 30 percent of the total arable land
of 15 million hectares was cultivated. At that time the
main exports were sugarcane, sugar beets, fruit, nuts, veg-
etables, and wool. However, the continuing war reduced
production significantly. Soviet troops planted land
mines all over the country, rendering large areas of land
useless and forcing large sections of the population to be-
come refugees. The resulting cut in production caused
massive food shortages. Kabul University produced a re-
port in 1988 which found that agricultural output was 45
percent less than the 1978 level. The UNDP estimated
that in 1992 only 3.2 million hectares of land were cul-
tivated of which only 1.5 million hectares were irrigated.
In 2001, the principal food crops were corn, rice, barley,
wheat, vegetables, fruits, and nuts. In Afghanistan, in-
dustry is also based on agriculture, along with raw ma-
terials. The major industrial crops are cotton, tobacco,
castor beans, and sugar beets. Sheep farming is also ex-
tremely valuable. The major sheep product exports are
wool and sheep skins.

In 2000, Afghanistan experienced its worst food cri-
sis ever recorded because of a very severe drought. Such
low levels of recorded rainfall had not been seen in the
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country since the 1950s. The water used to irrigate the
lands comes from melting snow, and in 2000 the coun-
try experienced very little snowfall. The southern parts
of the country were badly affected, and farmlands pro-
duced 40 percent of their expected yields. Half of the
wells in the country dried up during the drought, and the
lake feeding the Arghandab dam dried up for the first
time since 1952. The barley crops were destroyed and the
wheat crops were almost wiped out. In the middle of
2000, the drought’s consequences were felt in Kabul,
when more and more displaced people were migrating to
the capital.

The prices of staple foods have also increased in dif-
ferent parts of the country because demand is much
higher than supply. For instance, in Kabul, a family of 7
can earn US$1.14 a day if the head of the family is lucky
enough to find employment, whereas a loaf of bread costs
US$0.63, roughly half an individual’s income per day. A
large segment of the Afghan population depends on food
imported from abroad or distributed by aid organizations.
The civil strife and drought increased the country’s food
import requirements to a record 2.3 million metric tons
in 2000/2001, according to the UN World Food Pro-
gramme. Much of the needed imports come from the in-
ternational community and the rest from Pakistan. The
disruption to the flow of this international aid caused by
the 2001 war between U.S.-led forces on the Taliban has
threatened widespread famine and starvation to much of
the Afghan population.

The number of livestock was greatly reduced during
the years of war. In 1970, the total livestock population
was estimated at 22 million sheep, 3.7 million cattle, 3.2
million goats, and 500,000 horses. According to a survey
carried out in 1988, the number of cattle had declined by
55 percent, sheep and goats by 65 percent, and the num-
ber of oxen used to plow the fields was down by 30 per-
cent. Much of the livestock is malnourished and diseased.

Afghanistan in 2000 was the world’s largest pro-
ducer of opium, used to produce the drug heroin. The to-
tal opium production for 1998 was estimated at 2,102
metric tons against a total of 2,804 metric tons in 1997.
This reduction in the level of poppy production was due
to heavy and continuous rains and hailstorms in some of
the major poppy producing provinces. However, in 1999,
the country produced a staggering 4,600 metric tons. The
rotting economy forced farmers to grow the opium pop-
pies as a cash crop, and this practice was supported by
the Taliban until 2001, because it provided farmers with
money that they would otherwise not be able to earn.
However, in 2001, the Taliban ordered the country’s
farmers to stop growing poppies following an edict by
Mullah Omar, the supreme religious leader, that opium
cultivation is not permitted under Islam. While analysts
contend that the reason had more to do with convincing
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the United Nations and the international community to
lift sanctions, officials from various countries argued that
this was done in order to boost the market price for
heroin. Heroin still flowed from Afghanistan, only at a
much higher price—after the Taliban’s ban on opium
growing, the price shot from $44 to $700 per kilo. This
caused speculation that the Taliban had stockpiled a large
supply of the drug, and the higher proceeds allowed them
further funding for military and government operations.
With the September 2001 attacks on the United States,
opium production was believed to be resumed.

INDUSTRY

Afghanistan’s significance from an energy stand-
point stems from its geographical position as a potential
transit route for oil and natural gas exports from Central
Asia to the Arabian Sea. This potential includes the pro-
posed multi-billion dollar oil and gas export pipelines to
be built in Afghanistan by UNOCAL, an American oil
company, and Bridas, an Argentinean firm. However, po-
litical instability has thrown these plans into serious ques-
tion, and it is unlikely that construction will be approved
until the fighting in the country stops.

GAS. Afghanistan’s proven and probable natural gas re-
serves are estimated to be around 150 billion cubic feet.
Afghan gas production reached 275 million cubic feet per
day (mcf/d) in the mid-1970s. However, due to declin-
ing reserves from producing fields, output gradually fell
to about 220 mcf/d by 1980. At that time, the largest field,
Djarquduq, was tapped and was expected to boost Afghan
gas output to 385 mcf/d by the early 1980s. However,
sabotage of infrastructure by the anti-Soviet mujahideen
fighters limited the country’s total production to 290
mcf/d. During the 1980s, the sale of gas accounted for
up to 50 percent of export revenues. After the Soviet pull-
out and subsequent Afghan civil war, roughly 31 pro-
ducing wells were closed, pending the restart of gas sales
to the former Soviet Union. In 1998, Afghan gas pro-
duction was only around 22 mcf/d, all of which was used
domestically. In February 1998, the Taliban announced
plans to revive the Afghan National Oil Company, which
was abolished by the Soviet Union after it invaded
Afghanistan in 1979. The company is expected to play
an important role in the resumption of both gas and oil
exploration in Afghanistan.

OIL. Soviet estimates from the late 1970s placed
Afghanistan’s proven and probable oil reserves at 100
million barrels. Despite plans to start commercial oil pro-
duction in Afghanistan, all oil exploration and develop-
ment work, as well as plans to build a 10,000 barrel per
day (bbl/d) refinery, were halted after the 1979 Soviet in-
vasion. In September 1999, Afghanistan signed a deal
with Consolidated Construction Company of Greece to
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explore for oil and gas in the area of Herat in south-
western Afghanistan near the Iranian border. This area is
believed to be potentially rich in hydrocarbons (any of a
variety of organic compounds—including oil and coal—
that can be harnessed to produce energy). In the mean-
time, Afghanistan reportedly receives some of its oil
imports from Saudi Arabia as foreign aid. There have
also been reports that Pakistan has offered to assist
Afghanistan in constructing an oil refinery, as well as in
repairing damaged roads in order to facilitate transport
of oil products from Turkmenistan to Afghanistan and
Pakistan.

COAL. Besides gas and oil, Afghanistan is also estimated
to have significant coal reserves (probable reserves of
400 million tons), most of which are located in the north-
ern part of the country. Although Afghanistan produced
over 100,000 tons of coal annually as late as the early
1990s, the country was producing only around 4,000 tons
as of 1998.

MANUFACTURING. Almost all manufacturing busi-
nesses have shut down or are producing at well below
capacity because of the damage caused during the war
and the lack of raw materials available in the country.
Before this sector collapsed, it was mainly processing lo-
cal agricultural raw materials. However, the country’s
cotton mills, woolen textiles, and cement plants were still
not producing at full capacity. In 2000, the Taliban an-
nounced the startup of 26 production and servicing pro-
jects that would create 1,500 jobs, including the produc-
tion of alcohol-free beverages, printing, syringe-making,
and chemical products.

SERVICES

Like the other sectors of the economy, the services
sector has been devastated by years of war. There are no
reliable figures for retail trade in Afghanistan, and the
current economy cannot support anything approaching a
vigorous retail trade sector. There is no tourism sector in
Afghanistan because the country remains unstable, ex-
tremely volatile, and dangerous for foreigners.

FINANCIAL SERVICES. In 1932, Afghanistan’s banking
system was founded by Abdul Majid Zabuli, who devel-
oped the economy and imported the necessary goods to
start up plants and factories. His bank eventually devel-
oped into the Afghan National Bank, which has served
roles as both the country’s central and commercial bank.
Until the beginning of the 1990s, the Afghan National
bank had 7 branches in Kabul and 10 other branches in
other major cities. It also had offices in Hamburg, Paris,
London, and New York. However, like all institutions in
2001, the banking system has been severely affected by
the war, and it virtually collapsed when the mujahideen
seized power in 1992. The other important banks in
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Afghanistan are the Construction Bank, the Industrial
Credit Fund, the Industrial Development Bank, the Agri-
culture Bank, and the Export Promotion Bank. The sanc-
tions imposed on Afghanistan in 1999 forced the smaller
banks to close, and by 2001, the resources of the re-
maining banks were very limited, allowing them to en-
gage only in trade-related work.

Those who provide financial services to the average
Afghan are not the banks, but money changers who op-
erate in the streets. This situation has meant that opium
has become vitally important for Afghanistan’s poor, who
otherwise would not be able to afford basic foodstuffs.
These moneylenders give out informal loans in exchange
for a fixed amount of crop. Clearly, opium production or
its being banned affects income levels for the poor. These
effects remain difficult to determine.

INTERNATIONAL TRADE

The Soviet invasion in 1979 damaged Afghanistan’s
industrial and agricultural sectors significantly, and as a
result the country’s exports, of which gas was very im-
portant, diminished. This shift naturally meant that the
import bill had to rise to provide the Afghan people with
basic commodities such as food and petroleum products
and most consumer goods. Rising imports during the
1980s resulted in a serious trade deficit, although accu-
rate figures are impossible to estimate, since official sta-
tistics exclude most illegal trade. From 1985 to 1986 and
from 1989 to 1990 the value of exports fell almost 50
percent from US$566.8 million to US$235.9 million,
with declining natural gas exports accounting for much
of the difference. Other crucial earners of foreign ex-
change included the sale of nuts and vegetables to Pak-
istan and India and sheepskins to Europe. Imports de-
clined somewhat during the 1980s as Afghanistan and the
Soviet Union became more and more integrated. Between
1989 and 1991, the USSR was consuming 72 percent of
Afghanistan’s exports and supplying it with 57 percent
of its imports. Despite the difficulties in determining trade
figures, the CIA World Factbook estimated imports of

Trade (expressed in billions of US$): Afghanistan

Exports Imports
1975 217 .350
1980 670 841
1985 567 1.194
1990 235 .936
1995 .026 .050
1998 N/A N/A

SOURCE: International Monetary Fund. International Financial
Statistics Yearbook 1999.
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US$150 million in 1996 and exports of US$80 million,
not including opium.

When the Soviet Union collapsed in 1991 and the
communist government simultaneously fell in Kabul,
most imports started to flood in from Pakistan. Under the
Afghan Transit Trade (ATT) agreement, signed in 1965,
Pakistan allows Afghanistan to have access to the sea and
to engage in commerce with the international community
to the extent required by Afghanistan’s economy. Most
of the goods imported under the ATT are reportedly elec-
tronics and other consumer items, which cross Pakistan’s
territory free of duty.

Since the Taliban’s rise to power, trade has increased
significantly with Pakistan, but most of it is not officially
recorded. Trade between these 2 countries involves the im-
portation of fuel, wheat, and cement and had included the
export of opium. There has been an increase in the vol-
ume of trade between Afghanistan and Turkmenistan since
1998. In September 1998, the Taliban authorities signed
an agreement with the government of Turkmenistan to be-
gin importing gasoline, diesel, and jet fuel. This action has,
to some extent, reduced Afghanistan’s dependency on fuel
imports from Iran. According to a World Bank report, the
total trade between Afghanistan and Pakistan was esti-
mated to be US$2.5 billion in 199697, of which US$1.96
billion was estimated to be the value of re-exported goods
from Afghanistan into Pakistan.

MONEY

In 1993, the official inflation rate was more than
150 percent. While there has been no official figure since
then, one estimate put the figure at a whopping 240 per-
cent for Kabul in 1996. This kind of skyrocketing price
increase in a society is often called “hyperinflation.”
Thus, a loaf of bread in the capital city may have cost
USS$1 in 1995 and risen to US$2.50 in 1996. The value
of the afghani has also plummeted against the U.S. dol-
lar, going from 36,000 afghanis to the dollar in October,

Exchange rates: Afghanistan

afghanis (Af) per US$1

Jan 2000 4,700
Feb 1999 4,750
Dec 1996 17,000
Jan 1995 7,000
Jan 1994 1,900
Mar 1993 1,019

Note: These rates reflect the free market exchange rates rather than the
official exchange rate, which was fixed at 50.600 afghanis to the dollar until
1996, when it rose to 2,262.65 per dollar, and finally became fixed again at
3,000.00 per dollar in April 1996.

SOURCE: CIA World Factbook 2001 [ONLINE].

1998, to 45,000 afghanis to the dollar 6 months later.
Weaker currency values can lead to higher prices and in-
flation. Until Afghanistan establishes normal relations
with the rest of the world, there is little hope that its cur-
rency will have any stability or value.

POVERTY AND WEALTH

At meeting of the World Health Organization in
Copenhagen in March 1995, its director, Dr. Hiroshi
Nakajima, stated that “There can be no social develop-
ment or sustained economic growth without health. . . .
Poverty remains the main obstacle to health develop-
ment.” These remarks clearly describe the situation con-
cerning poverty in Afghanistan in 2001.

In 1996, a report published by the United Nations
ranked Afghanistan as the third poorest country in the
world. Very few Afghans have access to drinkable wa-
ter, health care, or education. In Kabul, safe drinking wa-
ter is enjoyed by only 1 out of every 8 families because
the reservoirs have been polluted by the waste accumu-
lated through war. Of all infant deaths, 42 percent are re-
lated to diarrhea and dehydration, which are caused by
unsafe drinking water and unclean conditions. Unlike in
the United States, children are not immunized against in-
fant diseases such as polio or tuberculosis. There are very
few polio-endemic countries left in the world today;
Afghanistan is one of them.

Afghanistan has the third highest infant mortality
rate in the world (185 per 1,000 live births), following
Niger and Angola. It has a maternal mortality rate (num-
ber of mothers dying in child birth) of 1,700 per 100,000
live births, according to the UN. Life expectancy in 2001
was just 45 years for men and 46 years for women.

In 1997, UNICEEF carried out a study in Kabul which
concluded that the children of Afghanistan suffer from
severe psychological trauma. Seventy-two percent of
children interviewed had experienced the death of one or
more family members between 1992 and 1996, and 40
percent of them had lost one parent. Almost all the chil-

GDP per Capita (US$)

Country 1996 1997 1998 1999 2000
Afghanistan 800 800 800 800 800
United States 28,600 30,200 31,500 33,900 36,200
India 1,600 1,600 1,720 1,800 2,200
Pakistan 2,300 2,600 2,000 2,000 2,000

Note: Data are estimates.

SOURCE: Handbook of the Nations, 17th, 18th, 19th and 20th
editions for 1996, 1997, 1998 and 1999 data; CIA World
Factbook 2001 [Online] for 2000 data.
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dren had witnessed acts of extreme violence, and all the
children had seen dead bodies in the streets. Ninety per-
cent of the children interviewed believed that they would
die in the conflict. Unsurprisingly, all the children inter-
viewed suffered from nightmares and anxiety attacks.

The Taliban forbade women to work or enter any
workplace, decreeing that they should stay confined to
their homes. But due to the country’s critical shortage of
doctors, the Taliban decided to allow some female doc-
tors to work in public hospitals in 1997. These women
doctors were allowed to treat only female patients. The
U.S. Senate Foreign Relations Committee heard a report
in 1998 about the mistreatment of female doctors. The
report indicated that these doctors were often beaten by
hospital guards in an attempt to uphold the policy of the
Department of Commanding Good and Forbidding Evil.
Male doctors were not allowed to treat female patients
except members of their own family and female patients
who actively sought medical advice were often attacked
and beaten and ordered not to appear again in the street.
According to Amnesty International, in 1994 a pregnant
woman delivered her baby in a street in Kabul, while her
husband was being beaten by the guards for trying to take
her to the hospital.

WORKING CONDITIONS

Most of the Afghan labor force in 2001 was em-
ployed in agriculture, domestic trade, and, increasingly,
cross-border trade. There are no exact figures, but it is es-
timated that many Afghans work as casual laborers in
neighboring Pakistan and Iran. While income derived from
remittances is not known, it is estimated to be increasing
by the year. Unemployment has risen significantly in ser-
vices, industries, and other formal institutions since the
civil war began. Afghanistan’s total workforce was esti-
mated in 1997 as 8 million. The unemployment rate in
1995 was estimated at 8 percent, according to the CIA.

The Taliban’s harshly discriminatory policies against
women have affected the Afghan economy in a devas-
tating way by cutting the labor force by almost three-
quarters. The UN estimates that 60 to 75 percent of the
Afghan population is composed of women, and there are
hundreds of thousands of widows in Afghanistan, of
whom 50,000 live in Kabul alone. Over 150,000 women
in Kabul were not allowed to work under the Taliban.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

1893. The Durand Line, created by the British and
Russia, creates the border between India and the king-
dom of Afghanistan.
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1894. Tarzi Amanollah seizes power, becomes king, and
launches a successful war against British domination.

1923. Amanollah initiates constitutional reforms,
bringing Afghanistan closer to the USSR.

1933. Zahir Shah is crowned king and remains in
power for 40 years.

1973. President Mohammed Daoud assumes the presi-
dency of Afghanistan after a military coup and abol-
ishes the monarchy. King Zahir Shah is sent into exile.

1977. A new constitution is drawn up establishing a
one-party parliamentary system with additional powers
given to the president.

1978. The president and his family are murdered in a
military coup, and Nur Mohammed Taraki becomes
president of a new communist-style regime.

1979. Soviet troops invade Afghanistan and install a
government.

1980. Armed tribal groups begin a jihad (holy war)
against the Soviet-installed government; the Afghan
refugee population in Pakistan reaches 1.5 million.

1980s. Armed mujahideen groups fight Soviet and
government forces; hundreds of thousands of Afghans
die in the struggle, and millions more become refugees.

1986. President Mohammed Najibullah takes office.
1989. Soviet troops withdraw from Afghanistan.

1989-1992. Conflicts increase between government
and opposition forces.

1992. In April, President Najibullah is replaced by a
4-member council under a United Nations plan; later,
an interim government led by Professor Sebghatollah
Mojadedi, takes over. Refugees begin to return to
Afghanistan.

1992-1995. Intertribal fighting spreads to all major
cities.

1994. The Taliban emerge as a major force in the on-
going internal conflict.

1996. The Taliban gain control of Kabul.

1998. Taliban forces capture key Northern Alliance
stronghold of Mazar-e Sharif.

1998. U.S. cruise missiles strike alleged terrorist bases
in Afghanistan in response to attacks on U.S. diplo-
matic facilities by groups led by Osama bin Laden.

1999. The Taliban rule out Osama bin Laden’s extra-
dition, leading the UN Security Council to impose
sanctions restricting flights and the sales of arms.

2000. UN Security Council imposes further sanctions
on the Taliban. The destruction of Buddha statues in
the Bamian province by the Taliban sparks worldwide
condemnation, further isolating Afghanistan.



Afghanistan

2001. Following a devastating terrorist attack on the
U.S. World Trade Center and the Pentagon by al-
Qaeda terrorists in September, U.S.-led military action
against the Taliban and the al-Qaeda terrorist group be-
gins. The Taliban is forced to surrender all of its terri-
tory after attacks by U.S. and British forces, in con-
junction with the Northern Alliance, a rebel group of
tribal chieftains.

FUTURE TRENDS

After the September 2001 terrorist attacks on the
United States, the U.S. military action initiated on
Afghanistan resulted in the Taliban being stripped of their
territory and power, but Afghanistan’s future remains in
serious disarray. Negotiations to set up an interim gov-
ernment began in Germany in November 2001, and while
the participants claimed a desire for peace and a new be-
ginning, Afghanistan’s legacy of war and destruction cer-
tainly leaves the success of such platitudes open to doubt.
Once the U.S.-led military action ends, an international
peacekeeping presence will certainly be required to pre-
vent further bloodshed. Given the volatile nature of the
country and region, the international community will be
called upon to help rebuild Afghanistan and protect the
fledgling government that comes out of this latest con-
flict. Any sort of normalized economic relations are likely
several years away.

The United Nations has recognized the need for mas-
sive humanitarian intervention in Afghanistan in order to
prevent famine in the drought-stricken parts of the coun-
try in which 8 to 12 million people live. Of these peo-
ple, 1.6 million faced starvation in January 2001. The UN
made arrangements for weekly humanitarian flights to
Kandahar with supplies and there was a project under-
way to fly extremely sick children to Germany for treat-
ment. Many non-governmental organizations are calling
for increased awareness and urgent action on the part of
the international community.

DEPENDENCIES

Afghanistan has no territories or colonies.
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CAPITAL: Canberra.

MONETARY UNIT: Australian Dollar (A$). One
dollar equals 100 cents. There are coins of 5, 10,
20, and 50 cents, and 1 and 2 dollars. There are
notes of 5, 10, 20, 50, and 100 dollars. An
interesting feature of Australia’s banknotes is that
they are made out of thin plastic rather than paper.
CHIEF EXPORTS: Coal, wheat, gold, meat, wool,
aluminum, iron ore, machinery, and transport
equipment.

CHIEF IMPORTS: Machinery and transport equip-
ment, computers and office machines, telecom-
munication equipment and parts, crude oil, and
petroleum products.

GROSS DOMESTIC PRODUCT: US$445.8 billion
(purchasing power parity, 2000 est.).

BALANCE OF TRADE: Exports: US$69 billion
(f.0.b., 2000 est.). Imports: US$77 billion (f.o0.b.,
2000 est.).

COUNTRY OVERVIEW

LOCATION AND SIZE. Australia is a continent and a
country in the Southern Hemisphere, lying to the south
of Southeast Asia, and dividing the Indian and South Pa-
cific Oceans. The total area of Australia is 7,686,850
square kilometers (2,967,892 square miles), with land
constituting 7,617,930 square kilometers (2,942,282
square miles) and water 68,920 square kilometers (26,610
square miles). Australia is about the same size as the
United States, not including Alaska. The only country
that occupies an entire continent, the Commonwealth of
Australia does not share any land boundaries with other
nations. The length of the country’s coastline is 25,760
kilometers (16,007 miles). The capital, Canberra, is lo-
cated in the southeast corner of the nation and lies ap-
proximately halfway between the 2 largest cities, Sydney
and Melbourne.
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POPULATION. The population of Australia was
19,169,083 as of July 2000, with a population density of
about 2.4 people per square kilometer (6.19 people per
square mile). Most of the population is concentrated along
the southeast coast of the country, in an arc running from
the city of Brisbane to the city of Adelaide. This arc is
sometimes called the “boomerang coast” because of its
shape. All of Australia’s large cities (those with more than
1 million people)—Sydney, Melbourne, Brisbane, Perth,
and Adelaide—are on the coast. The population living in-
land (more than 200 kilometers, or 124 miles, from the
coast) is rather small, and a large part of this region, called
the Outback, is extremely sparsely populated. Australia’s
population is mostly urbanized, with about 88 percent of
its people living in an urban area. Sydney alone has over
20 percent of the country’s people.

Australia’s population has become increasingly mul-
ticultural. In 2000, 21.8 percent of Australia’s people
were born overseas. Australia is still a land of immigrants
and each year attracts new residents from all over the
world. Fewer than 3 percent of the population is identi-
fied as Aboriginal or Torres Strait Islander (the latter be-
ing a Melanesian group native to northern Queensland).
The country’s population has doubled since World War
II. With the exception of rapid growth shortly after the
war, Australia’s population growth has been steady at
around 1 to 1.5 percent annually. The population in 1985
was 15.75 million, and in 1990 it was 17.06 million. The
country’s population is expected to reach 21 million by
2010. The Australian government has not found the need
to create explicit population controls, given this slow rate
of increase. Australia has a slowly aging population, with
21 percent between the ages of 0—14, 67 percent between
15-64, and 12 percent over the age of 65.

OVERVIEW OF ECONOMY

The Australian economy developed rapidly in
the twentieth century to become relatively stable and
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prosperous in world terms. Australia is characterized by
an abundance of resources and a diverse yet predomi-
nantly primary sector-oriented economy. Grains, live-
stock, minerals, processed metals, and coal have been
the mainstays of economic growth since European set-
tlement in 1788 and continue to play the dominant role
in export revenue. The gross domestic product (GDP)
per capita continues to be high, with Australia ranked
17th out of 191 countries, with a GDP per capita of
about US$17,575 in 1998. Australia’s standard of liv-

ing and lifestyle are similar to those of the United States
and Europe.
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Australia’s economy depends on trade. Traditionally,
Australia exported raw materials to its former colonial
power, Great Britain, and to other European countries.
When Great Britain joined what is now called the Euro-
pean Union (EU), trade between Great Britain and Aus-
tralia declined. Australia has compensated by seeking new
markets for its exports in Asia, especially in Japan and
Southeast Asia. Japan, especially, has been a major pur-
chaser of Australia’s mineral and agricultural products.
With the Asian financial crisis of the late 1990s, Australia
sought to increase its exports to Europe and the United
States while still maintaining a high level of trade with Asia.
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Australia’s geographic position and its topography
have had an impact on its economy. The country is lo-
cated relatively far from most world population centers
and markets. Australia’s immediate neighbors, with the
exception of New Zealand, are developing countries. The
Australian continent is generally dry and contains poor
soils, limiting agricultural potential and requiring imports
of water and fertilizers. Most of the continent’s interior,
the Outback, is unsuitable for agriculture except for lim-
ited cattle grazing. Australia is a generally flat continent
with its few small mountain ranges being low in eleva-
tion; they primarily run north-south at the eastern edge
of the country. Obstacles to road and railroad building
are generally the great distances between population cen-
ters and between resources and population centers.

Australia’s dependence on mineral and agricultural
exports and the small size of the country’s economy
mean that it is exposed to fluctuations in world com-
modity prices. Fortunately, the diversity of minerals
and agricultural products in Australia means that when
some commodity prices are low, others are likely to be
high, protecting the Australian economy from devas-
tating shocks. Australia is self-sufficient in most re-
sources including food and minerals; the major excep-
tion is oil, of which 20 percent of Australia’s needs
must be imported.

In the 1990s, the Australian government encouraged
the privatization of government-owned companies.
Large blocks of government-owned shares in the national
telephone company, Telstra, and the national airline,
Qantas, among other companies, were sold to the public.
The Australian government has increasingly pursued a
more free market approach to its economy, with fewer
regulations and controls on business.

Australia’s external debt is estimated at US$222
billion, and in 2000 the debt was estimated at approxi-
mately 3.3 percent of the GDP. The hosting of the Sum-
mer Olympic Games in 2000 contributed significantly to
the rise in debt. However, Australia’s debt has been de-
clining as a percentage of both value of exports and GDP.
Debt servicing continues but has little effect upon the
performance of the economy as a whole, as it is large
and strong enough to make interest payments without
problems.

Australia is a contributor to global aid programs,
but most aid is concentrated in the Asia-Pacific region.
Australia contributes US$1.43 billion in overseas aid
per year, and a significant proportion of this goes to
Papua New Guinea, which is Australia’s nearest neigh-
bor and a former Australian colony. Australia is seen as
a safe investment target for both domestic and overseas
corporations. The mix of small, medium, and large com-
panies is similar to that of the United States or Great
Britain.
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POLITICS, GOVERNMENT,
AND TAXATION

The Commonwealth of Australia is a federal system
with 6 states, 2 domestic territories, and a number of
overseas territories, the latter consisting of small islands
and a part of Antarctica. (However, the United States and
many other countries do not recognize Australia’s or any
other country’s territorial claims in Antarctica.) The 6
states are New South Wales, Victoria, Queensland, Tas-
mania, South Australia, and Western Australia. The 2 do-
mestic territories are the Northern Territory and the Aus-
tralian Capital Territory, the last of which, a small district
containing the national capital, Canberra, is similar po-
litically to the District of Columbia in the United States.

Australia is a constitutional monarchy with Queen
Elizabeth II of England as the formal head of state. She
is represented in Australia by a governor general. In prac-
tice, the political system is headed by the prime minister
and the Australian parliament, which resembles that of
Great Britain or Canada. Australia’s parliament has 2
houses: the lower is the House of Representatives and the
upper is the Senate. Australia is a member of the British
Commonwealth. This organization of former British ter-
ritories should not be confused with the formal name of
the country, the Commonwealth of Australia. Australia’s
national government is usually called the Commonwealth
government.

The major political parties in Australia are the Aus-
tralian Labor Party, Australian Democratic Party, Liberal
Party, National Party, and Green Party. The current Com-
monwealth government is a coalition of the conservative
Liberal and National parties. The economic goals of these
2 parties are the promotion of free enterprise through re-
ducing government regulation, privatization of govern-
ment enterprises, and decentralization of government ser-
vices, policies similar to those of the Republican Party
in the United States. The leading opposition party, La-
bor, advocates policies similar to those of the Democra-
tic Party in the United States.

Australia has a federal system, like that of the United
States, which means that government income and ex-
penditure is divided between the Commonwealth and
state governments. Approximately half of the national
government’s revenues derive from a national income
tax. Other leading sources of the national government’s
income include company taxes, sales taxes, excise du-
ties, interest and dividends on investments, and various
other taxes. The principal expenditures of the national
government include social security programs, which ac-
count for about 37 percent of expenditures, followed by
health care at about 15 percent, assistance to state gov-
ernments at about 12 percent, defense at about 7.5 percent,
general public services at about 7 percent, and education
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at about 7 percent, with other expenditures making up the
remainder.

For state governments, most revenue (about 52 per-
cent) is derived from various state taxes, followed by
transfers and payments from the national government (40
percent), and income from public utilities (8 percent). The
major state government expenditures are on health, edu-
cation, general services, transportation, law and order,
community services, and other matters including cultural
and environmental issues.

The Commonwealth government has played a very
active role in the development of the economy towards
reduced regulation, lowering of taxation rates, and the
privatization of government corporations such as Telstra,
the largest telephone company. Foreign investment is
generally unrestricted and the United States is the largest
source of foreign direct investment. The government
does not usually interfere with the takeovers of domes-
tic enterprises by foreign investors, nor does it offer any
tax incentives for foreign investment. The Federal Trea-
sury, however, regulates foreign investment through the
Foreign Investment Review Board (FIRB). This regula-
tion is a screening process to ensure conformity with Aus-
tralian law and policy. As with many government con-
trols, the greater part of regulating, promoting, and
developing investment has been handed down to the con-
trol of the Australian states. Recent tax reform has in-
troduced a 10 percent Goods and Services Tax (GST) na-
tionwide, which replaced former taxes such as payroll
and wholesale taxes. Most goods and services are now
taxed through the GST at the flat rate of 10 percent. Cor-
porate income, capital gains, and branch tax rates are all
36 percent. Personal income taxes are progressive, mean-
ing that the rates increase with the taxpayer’s income.

The Australian Defense Force, comprising army,
navy, and air force branches, has 54,000 personnel cur-
rently serving, and in 1997 recorded an expenditure of
US$8.4 billion. The Australian Defense Force is apoliti-
cal and does not play any role in economic development.

The government has recently sought to increase funding
for the Defense Force because of political instability in
neighboring countries such as Fiji and Indonesia.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

Australia’s transport and communications infra-
structure has developed rapidly in close conjunction
with the expansion of the country’s main industries. The
development of transport infrastructure in Australia has
been almost entirely related to moving commodities for
sale in cities or to gaining access to seaports.

ROADS. In 1996, Australia had 913,000 kilometers
(567,338 miles) of roads, of which 353,331 kilometers
(219,559 miles) were paved. Freeways constitute 13,630
kilometers (8,469 miles) of total roads in Australia. Road
infrastructure in Australia is generally very good. Both
urban and inter-city roads are well developed across the
country. However, congestion, especially that caused by
competition between freight and passenger road users, is
becoming a problem in the large cities. The main cities
affected are Adelaide, Melbourne, Sydney, and Brisbane;
Sydney has the worst congestion problems, followed by
Melbourne, then Brisbane. Intra-urban movement con-
stitutes about half the total tonnage of road freight in Aus-
tralia.

RAIL. In 1999 there was a total of 33,819 kilometers
(21,015 miles) of rail lines in Australia. Rail infrastruc-
ture exists in both urban networks (mostly commuter rail)
and regional networks (mostly freight rail). Rail infra-
structure in Australia has never received much govern-
ment support, despite the country’s relatively flat topog-
raphy and large distances. The consequence has been the
development of a few high demand corridors being ser-
viced by relatively poor infrastructure. While current rail
infrastructure has sufficient capacity to deal with demand,
major investments, totaling at least US$2 billion, have
been identified as necessary to deal with the expected in-

Communications

SOURCE: World Bank. World Development Indicators 2000.

Cable Personal
Country Newspapers  Radios TV Sets®  subscribers”  Mobile Phones®  Fax Machines  Computers® Internet Hosts”  Internet Users”
1996 1997 1998 1998 1998 1998 1998 1999 1999
Australia 293 1,376 639 43.6 286 48.6 411.6 477.85 6,000
United States 215 2,146 847 2443 256 78.4 458.6 1,508.77 74,100
India N/A 121 69 18.8 1 0.2 2.7 0.18 2,800
Indonesia 24 156 136 N/A 5 0.9 8.2 0.76 900

2Data are from International Telecommunication Union, World Telecommunication Development Report 1999 and are per 1,000 people.
PData are from the Internet Software Consortium (http://www.isc.org) and are per 10,000 people.
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crease in transport demand over the next 20 years. Ad-
ditionally, conflicts between commuter and freight rail
operators are becoming typical of the rail transport cen-
ters of Sydney, Melbourne, and Brisbane.

AIR. Australia currently has 408 airports, 15 of which
serve as major intersections and destinations. The na-
tional air carrier is Qantas Airways. The country’s sec-
ond largest air carrier, Ansett Airlines, also has an ex-
tensive domestic network. The primary commercial
airports are Sydney, Melbourne, Brisbane, Adelaide, and
Perth. There are an additional 254 regional airports with
paved runways across the country. Almost all of Aus-
tralia’s air movements constitute passenger travel. While
Australia’s air infrastructure is well developed, it has be-
come increasingly overused and overworked and faces
increasing maintenance and development costs. Between
2000 and 2020, an estimated US$1.4 billion in new in-
vestment will be required to adequately service air travel
demand. Of this amount, roughly 67 percent will be di-
rected at terminal expansion for the primary international
airports. Currently, Australia’s largest and most con-
gested airport, the Kingsford Smith Airport in Sydney,
remains efficient by world standards. Australia’s main
regional airports (Canberra, Coolangatta, Cairns, Darwin,
and Hobart) are operating within capacity.

SEA. Australia has 14 major seaports, including Freman-
tle (Perth), Darwin, Brisbane, Newcastle, Sydney, Port
Kembla, Adelaide, Melbourne, Davenport, and Hobart.
In addition, export-dedicated seaports are located at Glad-
stone, Weipa, Hay Point, Dampier, and Port Hedland.
Australian seaports are currently under-utilized, and most
ports have the infrastructure to meet demand for the next
2 decades. The Bureau of Transport and Communication
Economics found in 1996 that spending on infrastructure
development will not likely exceed US$500 million over
the next 20 years.

POWER. Australia does not import or export electricity.
The country produces its own electricity supply, which
is generated from coal (89.85 percent), hydro-electricity
(8.35 percent), and other sources, mainly renewable en-
ergy (1.8 percent). Australia does not generate or con-
sume electricity from atomic power. Total electricity pro-
duction in Australia was 186.39 billion kilowatt hours
(kWh) in 1998, with total consumption being 173.34 bil-
lion kWh for the same year.

COMMUNICATIONS. In 1997, there were 9.5 million
phone lines in use in Australia, representing a 15 percent
increase since 1993. For the same period (1993-97), sub-
scriptions to cellular phone networks increased 667.3 per-
cent, with a total of 3.8 million users in 1997. Thus, Aus-
tralia has one of the world’s highest rates of cellular
phone use. Recent upgrades to the digital phone system
have achieved almost total coverage across the country.
In 1999 Australia had 709 Internet service providers.
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ECONOMIC SECTORS

The export of agricultural and mineral resources has
been the mainstay of Australia’s economy for many years
and continues to be a significant contributor to the GDP.
Commodities produced in these sectors generate 57 per-
cent of the value of total exports. The services sector (dri-
ven partly by the continuing development of the tourism
industry) makes up an increasingly dominant proportion
of GDP. The dependence on the export value of com-
modities puts Australia somewhat at the mercy of fluc-
tuations in world commodity prices. Australia’s attempts
to increase manufactures have met with competition from
the global market. Therefore, Australia has focused on
developing its service sector.

During the 1990s, many Australian government-
owned or partially government-owned companies were
privatized or partially privatized. Notable examples of
this process include the partial privatization of the Com-
monwealth Bank, the national airline Qantas, and the tele-
phone company Telstra. Currently, public enterprises ac-
count for about 10 percent of total economic output in
the country.

Australian companies are regulated by a number of
government agencies. Chief among these is the Trade Prac-
tices Commission, which has the responsibility of encour-
aging competition and preventing monopolization in any
industry. The Trade Practices Commission is concerned
with price discrimination, resale price maintenance, mis-
use of market power, types of exclusive dealing, and anti-
competitive agreements. Another government body, the
Prices Surveillance Authority, identifies prices that are
deemed excessive and establishes inquiries to determine if
high prices result from anti-competitive or collusive com-

Australia

GDP-COMPOSITION BY SECTOR-1998 est.
Agriculture 3%

Industry 26%

Services 71%

SOURCE: CIA World Factbook 2000 [Online].
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Australia

LABOR FORCE-BY OCCUPATION Agriculture 5%

Services 73%
Industry 22%

TOTAL LABOR FORCE 9.5 MILLION

SOURCE: CIA World Factbook 2001 [Online]. Data for December
1999. Percent distribution for 1997 est.

pany behavior. A third government body, the Industry
Commission, is concerned with the allocation of resources
in the economy as a whole. The Industry Commission ad-
vises the government on the setting of tariffs and other
protective barriers needed to support Australian industry
or to make it more competitive globally.

AGRICULTURE

Historically, agriculture has been as important in the
development of Australia, as it was in the United States.
Australia’s traditional dominance in wheat and sheep
continues into the 21st century. Recently Australian agri-
culture has become increasingly diversified. The consid-
erable expanses of arable land have helped Australia to
become a leading world exporter of grains, meats, and
wool. Both grains (predominantly wheat and barley) and
wool markets around the world are dominated by Aus-
tralian exports. The market for cattle is more regional but
is becoming increasingly important globally, given health
concerns about European-produced beef. While only
about 6 percent of Australia is suitable for crops and pas-
ture, a considerable amount (60 percent) of the land area
is suitable for cattle grazing.

Agriculture contributes roughly 3 percent of the GDP
and employs about 4 percent of the total workforce di-
rectly. While the sector’s contribution to the GDP is
small, raw and unprocessed agricultural commodities
contribute about a quarter of Australia’s total export earn-
ings each year. Australia exports a great deal more agri-
cultural produce than it imports. In 1998 agricultural ex-
ports from Australia were estimated at US$15.14 billion,
in comparison to the US$3.11 billion worth of agricul-
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tural imports for the same year. The main agricultural
crops grown in Australia are wheat, coarse grains (bar-
ley, oats, sorghum, maize, and triticale), rice, oilseeds
(canola, sunflowers, soybeans, and peanuts), grain
legumes (lupins and chick peas), sugarcane, cotton, fruits,
grapes, tobacco, and vegetables. The main livestock pro-
duction is in sheep (wool and lamb), beef, pork, poultry,
and dairy products. Exports account for over 90 percent
of wool and cotton production, nearly 80 percent of
wheat, over 50 percent of barley and rice, over 40 per-
cent of beef and grain legumes, over 30 percent of dairy
products, and nearly 20 percent of fruit production.

The distribution of agricultural production in Aus-
tralia is largely determined by the physical environment
and climate. The traditional large farm system of wheat
and sheep production is spread fairly uniformly between
parts of New South Wales, Victoria, South Australia, and
Western Australia. Queensland, New South Wales, and
Victoria produce the majority of beef, and New South
Wales has the largest and most numerous poultry farms.
Sugarcane and large-scale vegetable production occurs
almost entirely in the tropical state of Queensland, while
cotton is produced in both New South Wales and Queens-
land. Tropical fruits, such as mangoes and bananas, are
grown in parts of New South Wales, Queensland, West-
ern Australia, and the Northern Territory.

A notable characteristic of Australian farming and
agricultural production is the extent to which net farm in-
come varies from year to year. Australia’s weather is sub-
ject to extreme fluctuations, which has an impact on an-
nual production and ultimately on farm income.

Farm sizes range from relatively small part-time
farms to operations of more than 5000 hectares. In gen-
eral, Australian farming is characterized by large scale,
highly mechanized and efficient operations, one of the key
reasons why only a small percentage of the workforce is
employed in this sector. Environmental factors have long
been ignored in the production of agricultural commodi-
ties due to their importance to the economy. At the be-
ginning of the 21st century, however, Australia is forced
to pay more attention to the growing evidence of envi-
ronmental stress and degradation caused by farming. In
the past, the agricultural sector carried considerable po-
litical weight, being represented by the Labor and Na-
tional political parties. Currently, there is increasing po-
litical pressure from urban residents to remove most
subsidies and other forms of protection given to farmers.
Australian farmers already do not receive many of the sub-
sidies given to farmers in the United States and Europe.

INDUSTRY

MINING. Australia’s mining sector is important to both
Australia and the world. The mineral sector is the largest
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primary sector in the economy, accounting for 6.5 per-
cent of the GDP but for more than 60 percent of export
earnings. World-wide, Australia is the third largest pro-
ducer of minerals and metals (not including coal and pe-
troleum). About 80 percent of total mineral production is
exported.

Australia is the world’s leading producer of alumina
and bauxite (both used in the production of aluminum),
diamonds (mainly industrial, not gems), opals, and sap-
phires. The country is the world’s second largest producer
of lead and zinc; the third largest producer of gold and
iron ore; the fourth largest producer of cobalt and ura-
nium; the fifth largest producer of aluminum, coal, cop-
per, nickel, and silver; and the sixth largest producer of
salt. Australia is virtually self-sufficient in most miner-
als and metals. The main exception is oil, but Australia
does produce 80 percent of its own needs, mainly from
offshore wells. However, Australia does have large de-
posits of coal, natural gas, liquified petroleum gas, and
uranium, all of which are exported.

Many minerals are widespread throughout the coun-
try, but others are concentrated in particular areas. Most
mining takes place in remote or rural Australia. Bauxite,
diamond, and iron ore production is concentrated in the
tropical north. Coal, lead, and zinc are mined primarily
in New South Wales and Queensland. Uranium produc-
tion is limited to a few mines in the Northern Territory
and South Australia. Every Australian state and the
Northern Territory have substantial mining activity. Most
of Australia’s oil is found offshore. The northwestern
coast of the continent and Bass Strait, between Tasma-
nia and the mainland, are the principal locations for pe-
troleum extraction.

Of Australia’s total mineral and energy production,
40 percent consists of metals, 30 percent of petroleum
group products, 25 percent of coal, and 5 percent of in-
dustrial minerals (such as construction materials, clay,
and salt).

Minerals of particular interest include coal, which is
the largest foreign exchange earner in the sector, ac-
counting for 25 percent of the minerals sector and 15 per-
cent of the country’s total export earnings. Australia is
the sixth largest producer of coal in the world, but the
world’s largest exporter, most of which is sold to Japan
and other Asian countries.

Australia’s uranium mining has been controversial, as
much of it has been conducted in environmentally sensi-
tive World Heritage areas (sites recognized by the United
Nations Educational, Scientific and Cultural Organization
[UNESCO] as having global cultural significance). Some
groups have protested against Australia’s mining of ura-
nium because of its role in energy production. Australia
itself does not use atomic power and operates only one
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experimental reactor. Australia does not sell uranium for
use in weapons and maintains strict controls on exports.
Foreign investment in Australia’s uranium industry was
allowed in 1996. Australia has the world’s largest reserves
of uranium, about 25 percent of world total.

With respect to the ownership of minerals and min-
eral rights, each Australian state owns resources in its
own area, while the Commonwealth government owns
resources in the territories and offshore. However, the
Commonwealth government has given control over non-
uranium minerals within the boundaries of the Northern
Territory to the territorial government.

Mining in Australia has frequently led to conflict
with Aboriginal groups over ownership of land and re-
sources. Much of Australia’s mining takes place in re-
mote areas, including the Outback, where Aboriginal
people form a high percentage of the population. Abo-
riginal people have protested against mining activity
which disturbs or destroys sacred sites, causes environ-
mental damage, and negatively affects the customs of
Aboriginal communities. The proposed expansion of the
Ranger uranium mine, at Jabiru in the Northern Terri-
tory, has been criticized by Aboriginal people living in
the area. Australian legislation in the 1990s belatedly rec-
ognized Aboriginal concerns. In 1996, the Wik ruling of
the High Court of Australia determined that mineral
leases in Australia are subject to Aboriginal claims. The
effect that this ruling will have on mining is still uncer-
tain, but it will probably have little financial impact on
the mining sector as a whole.

Foreign companies control a majority of mining,
smelting, and refining in Australia. Many mineral com-
panies are vertically integrated, in that they mine, refine,
and distribute their products globally. Australia’s largest
mining company, Broken Hill Proprietary (BHP), is one
of the world’s largest mining companies. It operates in
Australia as well as overseas. BHP’s recent merger with
the South African mining company, Billiton, made it one
of the three largest mining companies in the world. The
new company is known as BHPBilliton. Two other large
mining companies, Anglo American (South Africa) and
Rio Tinto (Great Britain), also have substantial invest-
ments in Australia.

MANUFACTURING. The manufacturing sector has
grown substantially since the 1950s, and while it remains
a key sector in terms of its contribution to the GDP and
employment, it also faces fierce competition from com-
peting regional economies, especially those in Asia.

The relatively small population of Australia, and
hence its small domestic market, has traditionally limited
the development of certain types of manufacturing, such
as sophisticated industrial equipment and electrical
goods. Otherwise Australia is well equipped locally to
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produce most manufactured goods competitively. Key
manufacturing industries in Australia are industrial ma-
chinery, chemical production, transport equipment, food
processing, and steel production. Australia has the abil-
ity to manufacture most of its needs and can obtain most
raw materials domestically. About one-fifth of Aus-
tralia’s workforce is employed in manufacturing indus-
tries, and the growth of the sector since World War II
has been fairly uniform. Australia has its own automo-
bile industry, although foreign companies have overall
control and ownership. Large investors include General
Motors, Ford, Toyota, and Mitsubishi. General Motors
owns the Australian automobile company, Holden, that
produces its own line of Australian cars.

The manufacturing sector in Australia has been sta-
ble and sound, with a broad spectrum of industries that
have had little need for tariff protection or government
subsidies. However, the rapid development of similar in-
dustrial manufacturing industries in Asia has created
many cheaper import substitutes. High levels of in-
dustry regulation (such as union-driven working condi-
tions) and smaller margins of trade have also put the
manufacturing sector under stress. Many value-added
goods, refined fossil fuels, and metal products are now
produced more cheaply in Asia, reducing the competi-
tiveness of Australia.

The manufacturing sector in Australia is located al-
most completely in the urbanized regions of eastern Aus-
tralia, with the exception of considerable steel and pri-
mary industry production in the state of Western
Australia. Working conditions are generally very good,
with “award wages” (nationally legislated working con-
ditions and minimum wages) and Occupational Health
and Safety measures addressing workers’ interests. In
1998, 54 percent of employees did not take any time off
work because of a work-related injury or illness. The
manufacturing industry is one of the most unionized em-
ployment sectors in Australia and has taken a leading role
in promoting an improvement in working conditions.

SERVICES

The service sector contributes approximately 69.2
percent of the GDP and employs an estimated 73 percent
of the labor force. The recent growth in tourism, retail,
and financial services contributes to a steady increase in
these numbers.

TOURISM. By the end of the 20th century, tourism had
become Australia’s largest “resource,” surpassing coal in
value. In 2000 approximately 4.6 million international
tourists arrived in Australia, bringing an estimated
US$9.02 billion into the country, a 73 percent increase
from tourist revenues in 1993. International tourist arrivals
for 2001 are estimated to increase substantially to 5.2 mil-
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lion. International tourists come mostly from New Zealand,
accounting for 17 percent, and Japan, accounting for 15
percent. Tourists come from other regions as well: the
Americas, 12 percent; Asia (except Japan), 26 percent; Eu-
rope, 24 percent; and others, 6 percent. Some 99 percent
of international tourists in Australia arrive by air.

The Australian Tourist Commission (ATC) is re-
sponsible for promoting Australian tourism internation-
ally. According to their recent policy statements, the ATC
“positions” Australia differently in tourism markets,
meaning that they present different aspects of Australia
in different countries. For example, in Japan, Australia is
promoted as “close, affordable, safe,” and with “inspira-
tional experiences of nature and culture.” In other over-
seas markets, Australia is typically positioned as “the
most naturally free-spirited and liberating country in the
world” and as a destination for a regular vacation rather
than as the “trip of a lifetime.”

Australia’s scenery, variety of landscapes, distinc-
tive animals, beach culture, modern cities, and relaxed
lifestyle are all promoted as reasons to visit the country.
The relatively weak Australian dollar, which has steadily
declined in value against the U.S. dollar, makes Australia
an affordable destination, as foreign travelers increas-
ingly receive more Australian dollars per unit of their
own currency. The 2000 Summer Olympics held in Syd-
ney was a major factor driving an increase in interna-
tional tourism to Australia. Televised events revealed
many aspects of the country to potential visitors. The suc-
cess of Australian films, particularly the Crocodile
Dundee series, and television programs such as Survivor
Il and The Crocodile Hunter have also sparked an inter-
est in visiting Australia. International tourists are fore-
cast to increase by an average of 7.8 percent per year un-
til 2010.

RETAIL. Australia has a diverse range of retail enterprises,
similar in complexity to that of the United States or Great
Britain. Australian-owned national retailers are numer-
ous but are considerably outnumbered by smaller retail-
ers. Small businesses (those employing fewer than 20
people) accounted for 95 percent of total retail businesses
but only 38 percent of total retail income in the period
1998-99. For the same period, large businesses (those
employing more than 200 people) made up less than 1
percent of total retail businesses but generated 41 percent
of total retail income. The remaining 4 percent of retail
businesses and 21 percent of income was attributable to
medium-size businesses (21-200 employees).

The larger retail businesses in Australia are mainly
comprised of department stores and supermarkets, which
contribute 99.6 percent of total income. At the end of
June 1999, there were 98,289 retail businesses in the
country, generating about US$90 billion in revenue.
Since 1991-92, the number of retail businesses has in-
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creased by 18 percent, and employment in this sector has
increased by 33 percent, with an annual sector-wide rev-
enue growth rate of 5 percent. In the same period (since
1991-92) the operating profits of Australian retailers
doubled.

Small businesses are most numerous and tend to
dominate the total income for domestic repair and ser-
vice industries, such as household equipment repair and
motor vehicle services and maintenance. Small busi-
nesses also comprise the greater part of the total income
for recreational goods, specialty foods, furniture, house-
wares, and appliances. Small enterprises and the large na-
tional retailers alike are subject to “award conditions”
which specify minimum wages and employment condi-
tions. The retail industry, while having a very high union
membership rate, is not controlled by unions, and the
Commonwealth government and business alike support
moves towards direct employer-employee workplace
agreements.

FINANCIAL SERVICES. Financial services is a growing
sector in the Australian economy. With respect to com-
mercial banking, the sector is dominated by 4 large pri-
vate banks: the National Australia Bank, Commonwealth
Bank (partially government owned), Westpac, and ANZ
Bank. Together these 4 account for about 70 percent of
market share and provide both retail and wholesale bank-
ing services (services to individuals and to companies).
In an increasingly globalized economy, Australia’s banks
face international competition but have generally thrived.
Australia’s banking system has been consistently mod-
ernized by technological developments. For example,
checks and checking accounts are no longer widely used,
and Automated Teller Machines (ATMs) and electronic
banking have replaced both the use of checks and in-
person banking transactions.

Australia’s financial services sector also includes
many non-bank financial institutions. These include fi-
nancial intermediaries such as building societies, credit
unions, money market dealers, and finance companies.
Building societies, similar to Savings and Loan compa-
nies in the United States, have generally been declining
as they are no longer competitive and have been bought
out by banks. Funds managers and trusts are other non-
bank financial institutions. These institutions manage in-
surance funds, superannuation (retirement) funds, and
real estate assets, among other matters.

Australia’s central bank is the Reserve Bank of Aus-
tralia, similar in concept to the Federal Reserve system in
the United States. The Reserve Bank’s functions include
managing and issuing the currency, controlling the money
supply, supervising the private banks, assisting the gov-
ernment in formulating economic policy, providing bank-
ing services to the government, managing the foreign ex-
change rate, and managing the Australian government’s

Worldmark Encyclopedia of National Economies

Australia

overseas financial holdings. The overall objectives of the
Reserve Bank are to maintain the stability of Australia’s
currency, maintain full employment in the country, and
ensure the economic prosperity of Australia.

INTERNATIONAL TRADE

Historically, Australia’s largest trading partners were
Great Britain and the rest of Europe. This historical trad-
ing relationship reflected Australia’s colonization by
Great Britain and the British need for new markets for
manufactured goods as well as sources of raw materials.
The cultural affiliation between Australia and its “mother
country” also contributed to this historic trading pattern.
Since the 1970s, however, Australia’s international trade
has shifted towards Asia and Pacific countries. When
Great Britain joined what is now known as the European
Union in the 1970s, Australia lost many trading advan-
tages with that country and sought new markets closer to
home. Japan, Singapore, other Southeast Asian countries,
and the United States have all become important Aus-
tralian trading partners. The composition of Australia’s
exports has largely remained the same, but new markets
(including more recently South America and the Middle
East) have been sought. The marked failure of some key
Southeast Asian economies, particularly Indonesia, Thai-
land, and Hong Kong in the late 1990s, has had only a
limited effect on the Australian economy. As of 2001,
political events outside Australia, such as disturbances in
the neighboring countries of Indonesia and Fiji, have had
almost no impact on Australia’s trade.

Australia’s principal exports are meat, wheat, cotton,
machinery and transport equipment, coal, iron ore, alu-
minum, gold, and other minerals. The largest destination
for exports is Japan, which purchased almost US$9 bil-
lion worth of Australian products in 1999. The United
States was the second-largest purchaser, at about US$4
billion, followed by South Korea, New Zealand, Taiwan,
Hong Kong, China, Singapore, Great Britain, Indonesia,
Malaysia, and Italy. Eight of the top twelve importers of
Australian products are in Asia.

Trade (expressed in billions of US$): Australia

Exports Imports
1975 11.948 10.697
1980 21.944 22.399
1985 22.604 25.889
1990 39.752 41.985
1995 52.692 61.283
1998 55.895 64.668

SOURCE: International Monetary Fund. International Financial
Statistics Yearbook 1999.

19



Australia

Australia’s main imports are machinery and trans-
portation equipment (mostly motor vehicles), computers
and office machines, telecommunications equipment, oil
and petroleum products, medical and pharmaceutical
products, aircraft and related equipment, and clothing.
Australia’s largest source of imports is the United States.
Australia imported nearly US$10 billion worth of goods
from the United States in 1999. Other leading sources of
imports to Australia are Japan, Great Britain, China, Ger-
many, South Korea, New Zealand, Indonesia, Taiwan,
Singapore, Italy, and Malaysia. With the exceptions of
Hong Kong and Germany, Australia’s top twelve trading
partners are the same for both exports and imports.

The recent (2000) sharp drop in the value of the Aus-
tralian dollar, especially against the U.S. dollar, could
have an impact on Australia’s current trade deficit. A
devalued currency means that Australia’s exports become
relatively cheaper, while imports become more expen-
sive. Thus, a weak Australian dollar may give the coun-
try a competitive edge over Canada, the United States,
and other countries in selling raw materials to Japan, to
take one example. However, the flip side is that imported
products become more expensive, as Australians require
more dollars to purchase the same product. For example,
a product selling for US$100 would be the equivalent of
A$153 in 1999, assuming all other factors to be equal.
But with the drop in the value of the Australian dollar,
the same US$100 product would be the equivalent of
A$192 in 2001. Therefore, many Australian consumers
might find imported products too expensive and stop buy-
ing them. If this situation continues, Australia’s exports
could increase and its imports decrease, leading to a de-
cline in the amount of the trade deficit.

MONEY

Australia’s economic performance depends on the
world prices of mineral and agricultural commodities.
The value of Australia’s currency can considerably af-
fect the value of export earnings. Australia has also man-
aged to steer clear of recession and sharp fluctuations in
the rate of inflation during the past 2 decades. Govern-
ment policies of the 1990s, including allowing the value

Exchange rates: Australia

Australian dollars (A$) per US$1

Jan 2001 1.7995
2000 1.7173
1999 1.5497
1998 1.5888
1997 1.3439
1996 1.2773

SOURCE: CIA World Factbook 2001 [ONLINE].

of the currency to fall, deregulating industry, and en-
couraging foreign investment, allowed Australia to
weather the Asian economic crisis of that decade. In this
period, inflation was low, averaging between 1 to 3 per-
cent per year. Inflation is a controversial topic among
economists and is still not clearly understood. However,
within the past 2 years price increases in Australia have
been attributed to the introduction of the Goods and Ser-
vices Tax (GST) of 10 percent on most products and ser-
vices; the fall in the value of the Australian dollar, which
makes imports more expensive; and the increase in world
oil prices, which are passed on to Australian consumers.
Nevertheless, steady economic growth of around 4 per-
cent per year has characterized the greater part of eco-
nomic performance.

Australia has an established stock exchange. The
Australian Stock Exchange (ASX) opened in 1987
through the merger of smaller, very well established (100
years or so of trading) exchanges. In 1998, there were
1,162 companies listed on the exchange.

POVERTY AND WEALTH

Australia has sometimes been called a “classless so-
ciety,” though this is not strictly true. Class in Australia
is generally defined on the basis of income or self iden-
tification. The terms “working class,” “middle class,” and
“upper class” are all in use, but are difficult to define sta-
tistically. Social mobility in Australia is high and there
are no formal or cultural obstacles to movement between
social or economic classes. Australia’s high level of mul-
ticulturalism, with many recent immigrants, also con-
tributes to class mobility. Immigrants are often concerned
to get the best possible education for their children so
that they will move upwards economically. There are
some differences in standards of living between rural and
urban residents, as the cost of providing basic services to
rural areas is generally higher. Rural regions often have
more limited services and higher prices for consumer
goods.

In Australia the general living standards are very
high, but differences remain between the country’s rich-
est and poorest. Moreover, the gap between rich and poor

GDP per Capita (US$)

Country 1975 1980 1985 1990 1998
Australia 14,317 15,721 17,078 18,023 21,881
United States 19,364 21,529 23,200 25,363 29,683
India 222 231 270 331 444
Indonesia 385 504 603 778 972
SOURCE: United Nations. Human Development Report 2000;
Trends in human development and per capita income.
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Distribution of Income or Consumption by Percentage
Share: Australia

Lowest 10% 2.0
Lowest 20% 59
Second 20% 12.0
Third 20% 17.2
Fourth 20% 23.6
Highest 20% 413
Highest 10% 25.4

Survey year: 1994

Note: This information refers to income shares by percentiles of the
population and is ranked by per capita income.

SOURCE: 2000 World Development Indicators [CD-ROM].

is growing. The poorest 20 percent of households earned
1 percent of private income, while the richest 20 percent
earned 50 percent. For a small minority of the popula-
tion (nearly all Aboriginal), levels of education and health
are very low, and these people are often at or below the
poverty line. Australia has been internationally criticized
for this situation. The richest minority in Australia are
very wealthy and play key roles in international finance.
On the whole, the majority of Australia’s population
would probably be defined as middle class.

Poorer families in Australia are generally character-
ized by financial struggle and limited opportunities. The
national government has an obligation to provide basic
services to such families. Australia, like many developed
western economies, is partly a welfare state. The poor-
est citizens, and those on low wages or dependant upon
care, receive social security and are granted access to free
or reduced price health services, education, transporta-
tion, and housing. A poorer family in Australia will most
likely live in a cheaply constructed, and often highly sub-
sidized public housing area. Many of the basic family
services provided by the Commonwealth government,
such as rent assistance, childcare assistance, health care,
and legal aid, are often busy and run on stretched re-
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sources. This situation is more extreme in the country’s
rural areas. General health levels among such families
are low, primarily from inferior housing, poor diet, and
increased susceptibility to the abuse of alcohol and drugs.
While free education has been the hallmark of the Aus-
tralian school system, budget cuts have increased the ac-
tual cost of sending children to school, with poor fami-
lies having to pay for many extracurricular activities. The
lifestyle of a poor family in Australia is characterized by
the need to work to live and support a family in the short
term. Rarely, even if members of a family are employed
full time, is there the financial ability to take time off
work for vacations. Access to higher education, the In-
ternet and even basic computer knowledge, and inclusion
in political decision-making are all limited.

The typical family in the higher income brackets of
Australian society enjoys many more opportunities,
choices, and luxuries than do poorer families. Many
richer families have the choice of living outside busy ur-
ban centers in rural areas within commuting distance of
the cities. Those who choose to live in the major metro-
politan areas enjoy spacious, well built, modern or tradi-
tional heritage housing. Education has traditionally been
a priority for the richer families, and children will often
be sent to private schools where the educational standards
are usually far better and more inclusive of physical and
personal development programs. It is not uncommon for
such children to attend boarding schools in another state
or region. Almost universally, higher-income families
take advantage of a well-developed private health care
system, with education being a key factor in better lev-
els of health among such families. While domestic vio-
lence, drug abuse, and support services are commonly as-
sociated with poorer families in Australia, such abuses
transcend socio-economic boundaries and can also occur
among the richer families. Richer families have ease of
access to private vehicles, typically 1 per person in the
family, and the ability to take time off work for domes-
tic and international vacations. In contrast to poorer fam-
ilies, substantial and self-funded retirement plans are

Household Consumption in PPP Terms

Country All food Clothing and footwear Fuel and power® Health care® Education® Transport & Communications Other
Australia 24 5 9 2 16 9 36
United States 13 9 9 4 6 8 51
India N/A N/A N/A N/A N/A N/A N/A
Indonesia 47 3 6 5 14 3 22
Data represent percentage of consumption in PPP terms.
2Excludes energy used for transport.
®Includes government and private expenditures.
SOURCE: World Bank. World Development Indicators 2000.
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universal among richer families. Such families easily ac-
cess personal or home information and entertainment
technology. Personal computers, reliable and private ac-
cess to the Internet, cellular telephones, and entertain-
ment technologies are common and form the basis of bet-
ter connections to news, information, and public opinion.
Richer families have a considerable political voice
through their ability to make contributions to political
parties, to be informed about current affairs, and to par-
ticipate in debate.

WORKING CONDITIONS

In world terms, Australian working conditions are of
a high standard. Australian industrial relations are char-
acterized by fairly high union membership and a feder-
ally driven, but state determined, compulsory arbitration
and conciliation system. Industrial relations practices are
specified in the Conciliation and Arbitration Act (1904),
which encouraged employer associations to recognize
unions and empowered these unions to make working
condition claims on behalf of employees. In Australia
there are 7 distinct systems of industrial regulation and
relations: the national system is supplemented by those
of the 6 states, each having its own distinct industrial re-
lations legislation and arbitration processes. As a result,
there has long been a high degree of state intervention in
the labor market. There is now only 1 main central union
confederation, the Australian Council of Trade Unions
(ACTU). “Awards” are the legal decisions made by in-
dependent industrial organizations, and they specify min-
imum standards of pay and working conditions that an
employer must meet or otherwise face legal penalties.
Working conditions are regulated by legislation and in-
dustrial awards.

While Australia carries no social restrictions on em-
ployment opportunities for women, the percentage of
women in the formal workforce has traditionally been
smaller than that of men. Female participation in the
workforce has been increasing steadily since the early
1960s, when women comprised 25 percent of the work-
force. In 1993, women’s participation in the workforce
was still increasing at 42 percent. The national Affirma-
tive Action (Equal Employment Opportunity for Women)
Act (1986) obliges employers to take steps specifically
designed to remove discrimination towards women and
promote equality in employment. Despite this act and
award conditions for equal pay for equal work being well
established, women’s earnings on average remain slightly
less their male counterparts. This inequity is partially due
to the fact that women remain concentrated in industries
where pay and working conditions remain relatively less
favorable than other occupations and professions. More
recent trends in equal opportunity employment address
factors such as childcare, maternity and paternity leave,
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affirmative action, and sexual harassment, and sees them
as significant industrial relations issues rather than ex-
clusively women’s issues.

Unemployment in Australia has been between 6 and
8 percent since the early 1980s and continues to remain
in this range. Many Australian employers have readily
employed immigrant workers, especially in times of la-
bor shortages.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

1770. Captain James Cook claims Australia for Great
Britain.

1788. Australia is settled as a British penal colony.
1793. The first free settlers arrive.

1817. Australia’s first bank, the Bank of New South
Wales, is established.

1851. Gold is discovered in New South Wales and
Victoria.

1883. Silver is discovered at Broken Hill, New South
Wales.

1901. The Commonwealth of Australia, a federation of
the colonies, is proclaimed. Australia adopts a federal
system similar to the United States.

1914-18. Australia sends troops to fight for Great
Britain in World War L.

1917. Transcontinental railroad opens.
1920. Qantas, the national airline, is founded.

1927. The national capital is moved from Melbourne
to Canberra.

1940-45. Australian troops serve in World War II.

1942. Japanese planes bomb the Northern Territory
capital of Darwin. Japanese midget submarines pene-
trate Sydney harbor.

1952. Uranium is discovered in the Northern Territory.

1960. Aboriginal people are granted Australian citizen-
ship. The Reserve Bank of Australia is established.

1961. Iron ore deposits are discovered in Western
Australia.

1966. Australia changes its currency from the British
pound to the Australian dollar.

1992. The Mabo decision in the High Court allows
Aboriginal people to claim title to their traditional lands.

1997. The Asian financial crisis weakens Australia’s
economy.
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1999. A referendum to change Australia from a consti-
tutional monarchy to an independent republic is de-
feated.

2000. The Summer Olympics in Sydney lead to a
boom in tourism.

FUTURE TRENDS

Australia’s well rounded economy is likely to see
continued growth in both the near and distant future. The
country’s importance as a leading supplier of minerals
and agricultural products, its increasing presence in fi-
nancial services and specialized technology industries,
and its growing appeal as a tourism destination all hold
great promise. The diversity of the Australian economy,
its many trading partners, and its peaceful democratic po-
litical system all help stabilize economic conditions and
encourage new investment. The Asian financial crisis of
the late 1990s slowed Australia’s exports, particularly of
minerals, but is unlikely to have any long-term effects on
the overall economy. Australia’s economy is a careful
balance of free market policies with close regulation of
key economic sectors, combined with extensive social
services programs. Australia’s standard of living is as-
sured of remaining one of the world’s highest.

The Australian economy will have to increasingly
address environmental and Aboriginal issues. Environ-
mental damage caused by mining and agriculture, espe-
cially, have come under frequent media attack. Current
issues include soil erosion caused by overgrazing, ur-
banization, and poor farming practices; increases in soil
salinity largely due to farming practices; depletion of
fresh water supplies, again largely due to farming and ur-
banization; and coastal damage, especially around the
Great Barrier Reef on the Queensland coast, caused by
shipping and extensive tourism. Mining impacts on the
environment, such as the release of toxic substances, tend
to be more localized. Mining and agricultural enterprises
are becoming more responsive to environmental issues,
but there is still room for improvement. Australia only
recognized the potential land claims of its Aboriginal
population in the 1990s, placing it far behind the politi-
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cal history of indigenous-settler relations in other coun-
tries such as New Zealand, Canada, and the United States.
The Mabo and Wik High Court decisions of the 1990s
recognized that Aboriginal title to land may still exist and
that it can overlap with pastoral and mining leases. The
implications of these decisions have not yet been worked
out. They will probably have no major impact on the Aus-
tralian economy as a whole but will give Aboriginal peo-
ple a greater voice in managing natural resources on their
traditional lands.

DEPENDENCIES

Australia has no territories or colonies.
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AZERBAIJAN

CAPITAL: Baku.

MONETARY UNIT: Manat. One manat equals 100
gopiks; however, there are no gopiks in circulation
due to inflation in the early 1990s. The currency
comes in denominations of 50, 100, 250, 500, 1,000,
10,000, 50,000, and 100,000. Some coins may still
be found of 10, 20 and 50 gopik.

CHIEF EXPORTS: Oil, gas, machinery, cotton and
foodstuffs.

CHIEF IMPORTS: Machinery and equipment,
foodstuffs, metals and chemicals.

GROSS DOMESTIC PRODUCT: US$14 billion
(purchasing power parity, 1999 est.).

BALANCE OF TRADE: Exports: US$885 million
(1999 est.). Imports: US$1.62 billion (1999 est.).

COUNTRY OVERVIEW

LOCATION AND SIZE. Azerbaijan, a country of eastern
Transcaucasia, is located on the western border of the
Caspian Sea, between Iran and Russia. It is bounded by
Russia to the north, Georgia to the northwest, Armenia
to the west, Turkey to the southwest by the border of
Nakhichevan, and Iran to the south. Azerbaijan has an
area of 86,600 square kilometers (33,436 square miles),
of which 86,100 square kilometers (33,243 square miles)
is land and 500 square kilometers (193 square miles) is
water. The area is slightly smaller than Maine. The total
area includes the exclave (portion of the country sepa-
rated from the main part) of Nakhichevan Autonomous
Republic and the enclave (a distinct territorial, cultural,
or social unit enclosed within foreign territory) of
Nagorno-Karabakh, a region whose autonomy was abol-
ished by the Azerbaijani Supreme Soviet on 26 Novem-
ber 1991. The coastline on the Caspian Sea is about 800
kilometers (497 miles). The total borderline of the coun-
try is 2,013 kilometers (1251 miles) long. The capital,
Baku, is located on the Caspian Sea border and the other
major cities, Ganja and Sumgait, are located to the west
and just to the north of Baku, respectively.
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POPULATION. The population of Azerbaijan was esti-
mated at 7.75 million as of 2000, an increase of 10.6 per-
cent from the 1990 population of 7 million. The popula-
tion growth rate declined from 3 percent between
1959-1970, to 1.3 percent in the late 1980s, and 0.27 per-
cent in 2000. The population is expected to reach 8.6 mil-
lion in 2010. Approximately 63 percent of the population
is between the ages of 15 and 64, whereas people of ages
0-14 account for 30 percent of the population, while
those of ages 65 and over account for 7 percent. The most
populous city of Azerbaijan is the capital, Baku, with
over 1.7 million inhabitants. As of 1999 the urban and
rural population rates were 51.7 percent and 48.3 percent
respectively.

The Azerbaijani population consists of different eth-
nic groups: Azeris are the majority with 90 percent share
in the total population. The rest is made up of Dagestani
(3.2 percent), Russian (2.5 percent), and Armenian (2 per-
cent) groups.

OVERVIEW OF ECONOMY

Azerbaijan is a nation of Turkic Muslims. It became
an independent republic following the collapse of the So-
viet Union in 1991. The country has come into conflict
with Armenia over the Azerbaijani Nagorno-Karabakh
enclave, when almost 20 percent of total land in Azer-
baijan was occupied by Armenia. In comparison to Ar-
menia and Georgia, the industrial sector in Azerbaijan is
less developed, with its main focus on the oil industry.
There is high structural unemployment, and a low stan-
dard of living.

Following the break-up of the Soviet Union in 1991,
Azerbaijan’s economy suffered from serious problems.
Real gross domestic product (GDP) declined by 60 per-
cent between 1991 and 1995, by which time high inflation
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had eroded real incomes, the exchange rate had weak-
ened, and monetary reserves were nearly depleted. This
sudden economic decline had a disastrous effect on the
people’s living standards. Per capita GDP declined from
US$5,841 in 1988 to US$1,770 in 1999, the inflation
rate rose as high as 1,664 percent in 1994, and from
1988-1998 food prices multiplied as much as 28,750
times. Economic recovery started only after 1996, mostly
driven by investment from abroad in the oil, construc-
tion, and communications industries. Foreign companies,
primarily from the United States, were eager to control
Azerbaijan’s oil-rich lands.

The main products of the economy are oil, natural
gas, and cotton. In order to improve industrial develop-
ment, Azerbaijan signed arrangements with foreign firms,
which have already committed US$60 billion to oil field
development. The conflict with Armenia over the
Nagorno-Karabakh region, however, stands as an obsta-
cle to economic progress, including stepped-up foreign
investment. Due to the fact that old Soviet ties have been
broken in the transformation to a market economy, trade
with Russia and the former Soviet republics has de-
creased, while the country has involved itself with other
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regions like Turkey, Iran, the United Arab Emirates, and
Europe. Oil is a very important product of the country,
and economic success will depend on world oil prices
and the agreements over a pipeline project in the region.
In 2000 the construction of a prospective oil pipeline,
originating in Baku, passing through the Republic of
Georgia, and terminating at Ceyhan, a Turkish port on
the Mediterranean coast, was still considered a high cost
project. Increasing oil prices will likely make the project
more affordable in the near future.

The external debt of the country increased steadily
from 1991 onward due to economic restructuring, and
was recorded at US$684 million in 1998. Though eco-
nomic stabilization measures improved the economic cli-
mate considerably during the second half of the 1990s,
and inflation improved (exceeding 1,000 percent in both
1993 and 1994, but thoroughly contained in 2000) Azer-
baijan needed increasing amounts of International Mon-
etary Fund (IMF) credits. As a result of successful re-
structuring with the aid of the IMF, Azerbaijan started to
repay its debts after 1999.

POLITICS, GOVERNMENT,
AND TAXATION

After the declaration of the independence of the re-
public in 1991, severe political and economic instability
lasted until 1994. Heydar Aliyev seized power in June 1993
through a military coup, toppling the democratically elected
Abulfaz Elchibey. In October 1993, however, Aliyev le-
gitimized his rule by winning presidential elections. In 1998
the incumbent president was reelected to office for a sec-
ond term which continues through October 2003.

In the executive branch of the government, there is
a president, a prime minister, and a Council of Ministers
appointed by the president and confirmed by the National
Assembly. The president is elected by popular vote for a
5-year term. The prime minister and cabinet members are
appointed by the president and confirmed by the National
Assembly. The National Assembly is unicameral (one-
chambered), has 125 seats, and the members are elected
by popular vote for a 5-year term. Parties in the Assem-
bly from 1998 were: the New Azerbaijan Party (center
party) chaired by the president Aliyev, the Party of the
Popular Front of Azerbaijan (nationalist) chaired by Ab-
ulfaz Elchibey, the Party for National Independence of
Azerbaijan (nationalist) chaired by Etibar Mammadov,
and the Musavat Party (liberal) chaired by Isa Gambar.

Azerbaijan’s government consumes about 11 percent
of the GDP. However, in 1998 Azerbaijan received only
1.28 percent of its revenue from state-owned enterprises
and from government ownership of property. The pri-
vatization program following independence was poorly
thought out and was derailed by poor administration and
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corruption. It was thought necessary to privatize state-
owned companies so that they could perform better in the
market. However, the government mostly sold small
firms rather than the large-scale companies that were poor
performers. What made this process worse was that the
opportunities for foreign participation were never prop-
erly defined. As a result of these major problems with
the privatization program, the public sector remains
large in the country’s economic life. For example, 75 per-
cent of outstanding loans in the banking system were
from publicly owned enterprises in 2000, many of which
chronically record operating losses. As high as that debt
is, it represented some improvement from a 90 percent
ratio of such loans in 1995.

The main revenue generators for the government are
an income tax (levied on the employee’s income at pro-
gressive rates ranging from 12 percent to 35 percent), a
profit tax (0.5 percent), a value-added tax, and a social se-
curity tax (the employer is required to pay an amount equal
to 33 percent of the gross salary of the employee). The con-
tribution of these taxes reached 2.6 percent, 2.1 percent, 4.5
percent, and 3.7 percent of GDP in 1998, respectively.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

Azerbaijan’s infrastructure of roads and railways is
poorly maintained and needs investment. Important trans-
port links with Russia were periodically cut off due to
the war in Chechnya (an autonomous Muslim republic in
southwestern Russia) that disrupted much of the road and
rail links. The total length of the railways is 2,125 kilo-
meters (1,320 miles) in common carrier service, exclud-
ing industrial lines. Much of these rails need an overhaul;
however, Azerbaijan does not own repair facilities. The
24,981 kilometers (15,523 miles) of roads are also in poor
condition. The European Union has sponsored a project
to provide new transit routes. The number of passenger
cars was 35.5 per 1000 people in 1998.

Azerbaijan

There are 69 airports in Azerbaijan, 29 of which have
paved runways. There are flights to other former Soviet
republics, Germany, the Netherlands, Switzerland, Israel,
Iran, Turkey, the United Kingdom, and the United Arab
Emirates. Baku, Ganja, and Nakhichevan have interna-
tional airports that are in need of reconstruction and re-
pair. Turkish Airlines, Lufthansa, and British Airways
have offices in Baku.

Azerbaijan has maritime connection to the high seas
only through the Volga-Don canal, a Russian waterway.
Baku has the largest port on the Caspian Sea, but it needs
repair. Azerbaijan has a 55-ship marine fleet (1000 GRT
or over) and a total of 3000 kilometers of pipelines for
crude oil, petroleum products, and natural gas, which are
also main sources of export income.

Azerbaijan has an 18.9 billion kilowatt electricity gen-
erating capacity (1998), which is sufficient for domestic
consumption. Hydroelectric power stations account for 18
percent of the total generation capacity. The generation
technology is in need of replacement. The government sub-
sidizes the household consumption of electricity, yet the
collection of charges from the consumers is a persistent
problem due to the fact that for many consumers the cost
is still high considering the low income levels.

As a result of heavy investment during the Soviet
era, Azerbaijan has an extensive natural gas distribution
and use system. Its gas distribution network extends to
over 80 percent of the population and comprises 4,500
kilometers (2,797 miles) of high-pressure transmission
lines, 7 compressor stations, and over 31,000 kilometers
(19,263 miles) of medium and slow pressure distribution
lines. While the country was at one time self-sufficient
in gas, declining oil and gas production in recent years
has led to a need for substantial gas imports to meet in-
creasing supply shortfalls. The gas sector recovered in
1998, after Azerbaijan managed to eliminate gas imports
from suppliers such as Turkmenistan. Azerbaijan is likely
to become a gas supplier to Turkey within 10 years.

Communications

SOURCE: World Bank. World Development Indicators 2000.

Cable Personal
Country Newspapers Radios TV Sets*  subscribers®  Mobile Phones®  Fax Machines® Computers® Internet Hosts® Internet Users®
1996 1997 1998 1998 1998 1998 1998 1999 1999
Azerbaijan 27 23 254 0.1 8 N/A N/A 0.23 8
United States 215 2,146 847 2443 256 78.4 458.6 1,508.77 74,100
Russia 105 418 420 785 5 0.4 40.6 13.06 2,700
Armenia 23 224 218 0.4 2 0.1 42 1.85 30

Data are from International Telecommunication Union, World Telecommunication Development Report 1999 and are per 1,000 people.
°Data are from the Internet Software Consortium (http://www.isc.org) and are per 10,000 people.
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Azerbaijan’s telecommunications system is poorly
developed. Baku has the most telephones, whereas about
700 villages still do not have public telephone service.
Although fixed telephone users are very small in num-
ber, mobile phone use is increasing, especially among a
growing middle class, large commercial ventures, inter-
national companies, and most government officials. The
Ministry of Communications (Azertel) handles interna-
tional telephone requirements through the old Soviet sys-
tem of cable and microwave which is still serviceable,
and the satellite service between Baku and Turkey, which
provides access to 200 countries. Azerbaijan is a signa-
tory of the Trans-Asia-Europe Fiber-Optic Line (TAE)
that is hoped to improve international communication;
however, the lines are not yet laid.

Though Internet and e-mail services are available only
in Baku, it is strictly controlled by the government. As of
January 2001, Internet service cost was about US$0.62 per
hour; however, given the relatively high cost of this service
for many Azerbaijanis, the poor conditions of phone lines,
and the high costs of imported personal computers and
modems, the average number of Internet hosts was only 20
per 100,000 residents in January 2001. The number of tele-
vision sets was estimated to be around 2 million in 1998.

ECONOMIC SECTORS

The main economic sectors are agriculture, industry,
and construction, which have shown much improvement
from foreign investment. Agriculture, about 90 percent
privatized, represented 21.7 percent of GDP in 1999. Cot-
ton was the leading crop; however, caviar production was
world famous. Industry accounted for 23.6 percent of
GDP in 1999, the main contributors to which were the

Azerbaijan
GDP-COMPOSITION BY SECTOR-1997 est.

Agriculture 22%
Services 60%

Industry 18%

SOURCE: CIA World Factbook 2000 [Online].

metallurgy and fuel industries. It was widely estimated
that about 10 percent of the world’s oil reserves were lo-
cated in Azerbaijan and the Caspian Basin. In 1999, con-
struction accounted for 9.4 percent of GDP.

AGRICULTURE

Agriculture is the largest employer in Azerbaijan. In
1999, it had 32 percent of the total workforce and a 22
percent share of the total GDP. The primary products are
grains, cotton, tobacco, potatoes, other vegetables, grapes,
melons and gourds, fruits, and tea. The sector meets most
of Azerbaijan’s grain needs. Farming is concentrated in
central Azerbaijan along the Kura and Araxes rivers, where
the land is fertile. The collective and state farms that were
common in the Soviet times have been dismantled, leav-
ing room for smaller farms. Cotton, an important export
crop, experienced sharp declines in production in 1999 due
to shortages and price increases of fertilizers, defoliants,
and spare parts of harvesting machinery.

The total value of agricultural exports decreased
from US$168.2 million in 1994 to US$96 million in 1998,
representing a decrease of 43 percent. Agricultural ex-
ports accounted for 26.2 percent of total exports in 1994,
decreasing to 15.8 percent in 1998. Fishing also is an im-
portant sector, with 90 percent of the world’s caviar pro-
duction coming from the Caspian Sea.

INDUSTRY

MINING. The main mining product of Azerbaijan is oil.
At the beginning of the 20th century, Azerbaijan ac-

Azerhaijan

LABOR FORCE-BY OCCUPATION Agriculture & Forestry 32%

Services 53%

Industry 15%

TOTAL LABOR FORCE 2.9 MILLION

SOURCE: CIA World Factbook 2001 [Online]. Data for 1997.
Percent distribution for 1997 est.
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counted for nearly half of the world’s total oil produc-
tion. Although at the end of the century it lost this place
to Middle Eastern countries, Azerbaijan is still the most
geopolitically important country among the former So-
viet republics, being relatively the closest to the high seas
and possessing an open investment environment, which
is crucial in terms of oil transportation. The State Oil
Company of the Azerbaijan Republic (SOCAR) is the
largest employer of the country, with 78,000 workers.
The revenues from exports of oil products accounted for
US$434 million in 1998, 64 percent of total exports. In
addition, the expenses for imports of the oil sector ac-
counted for US$355.7 million in 1998, or 20.6 percent
of total imports.

Other mineral sources of Azerbaijan include iron,
bauxite, zinc, copper, arsenic, molybdenum, marble, and
fire clay. There are also small reserves of gold. Large re-
serves of iron and aluminum are located in the Dashke-
sen Mountains. Since the only buyer of the iron, Geor-
gia, stopped purchases after the dissolution of the Soviet
Union, iron production has been suspended. The mining
industry is in need of modernization due to the aging tech-
nology and equipment employed in the sector.

MANUFACTURING. Oil equipment manufacturing and
related sectors such as instrument-making, electrical en-
gineering, and radio electronics sectors produce almost 20
percent of the total manufacturing sector. The government
considers the oil engineering sector of strategic impor-
tance and the sector is not included in privatization plans.
After independence, the manufacturing sector experienced
a decrease in non-oil-related production. The majority of
heavy industry is located in Sumgait, just north of Baku.
However, much of this capacity is declining, due to a lack
of government incentives, foreign capital, and infrastruc-
ture. Other important sectors include textile, food, and
beverages. However, these sectors, too, have experienced
a sharp decline and lost their competitiveness against im-
ported goods for the same reasons.

CONSTRUCTION. The share of construction in total GDP
increased from 8.1 percent in 1990 to 9.4 percent in 1999.
Construction work related to the oil industry accelerated
after 1995. Turkish companies are also active in the con-
struction of homes and businesses.

SERVICES

BANKING. The Azerbaijan National Bank (ANB), re-
sponsible for monetary policy and the supervision of the
financial sector, was established in 1992 and privatized
in 1995. There are many commercial banks, but most of
them are small and undercapitalized. After a consolida-
tion in the number of the banks, as of July 2000, Azer-
baijan had 66 commercial banks, the central bank, the
state-managed International Bank of Azerbaijan, and the
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United State Industrial Bank. The ANB informally pro-
tects the state-owned banks from foreign competition by
allowing only 30 percent of capital to be foreign-owned
in the national banking system.

INTERNATIONAL TRADE

During the late 1980s, exports and imports ac-
counted for 37 percent and 46 percent of GDP, respec-
tively. In 1999, exports stood at US$885 million, and
imports totaled US$1.62 billion. After a brief trade sur-
plus was achieved in 1992, a deficit occurred again in
1993. Due to increases in the purchase of machinery and
equipment for the oil industry and increased imports of
consumer goods, there was a rapid increase in imports.
Accordingly, there was a chronic current account deficit,
which was expected to shrink with the increase of oil
exports by 2001.

Azerbaijan relies heavily on crude oil exports. Oil
export figures reached 68.9 percent of total exports in
1998. Turkey was the main trading partner of Azerbai-
jan for both exports and imports, accounting for 22.4 per-
cent and 20.4 percent of total exports and imports in 1998,
respectively. This high rate is mainly due to the special
relationship between the countries (Azerbaijan citizens
speak a dialect of modern Turkish and have the same re-
ligious and cultural background as Turkey). Other major
trading partners include Russia, Georgia, Ukraine, Italy,
the United Arab Emirates, and Iran.

MONEY

After independence Azerbaijan suffered from the
mismanagement of the economy by the former Soviet
Union. The country applied severe monetary and fiscal
policies in order to stabilize the economy. Inflation was
reduced from upwards of 1000 percent to single digit
rates. The fiscal system, banking services, and exchange
system were entirely overhauled. Azerbaijan remained in
the Russian ruble zone (a monetary system used by the
former Soviet countries) until 1993. Leaving the zone

Trade (expressed in millions of US$): Azerbaijan
Exports Imports
1994 637 777
1995 637 667
1996 631 960
1997 781 794
1998 606 1077
1999 N/A N/A
SOURCE: United Nations. Monthly Bulletin of Statistics
(September 2000).
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SOURCE: CIA World Factbook 2001 [ONLINE].

marked the beginning of effective economic policy mak-
ing. The manat became the only legal currency after Jan-
uary 1994.

The first 2 years of stabilization included tight
monetary and fiscal policies, overseen by the central
bank, the Azerbaijan National Bank. The gradual lib-
eralization of prices caused interest rates and the ex-
change rates to become more realistic and led to a more
stable financial situation. In order to prevent the cur-
rency from over appreciation due to high oil-related
capital inflows, the exchange rate was also managed by
the state. Oil-related foreign capital inflows increased
the amount of foreign currency in the Azerbaijani
money markets. These inflows, and the sharp decrease
in inflation, caused the appreciation of the manat over
foreign currencies. Therefore, to control the balance of
payments and make the country’s export-driven sec-
tors more competitive, the government chose to depre-
ciate the national currency by launching a managed
float policy.

With the drop in oil prices during 1998 and 1999 and
the tight monetary policies of the previous decade, the an-
nual average inflation rate slowed to -8.5 percent in 1999,
compared to 1,664 percent in 1994. Since then, basic
foods such as bread, vegetables, meat, and dairy prod-
ucts have become more accessible to Azerbaijanis. There
are no stock exchanging facilities in Azerbaijan.

Exchange rates: Azerhaijan GDP per Capita (US$)
manats per US$1 Country 1975 1980 1985 1990 1998
Feb 2001 4,579 Azerbaijan N/A N/A N/A 1,067 431
Oct 1999 4,342 United States 19,364 21,529 23,200 25,363 29,683
1999 4,373 Russia 2,555 3,654 3,463 3,668 2,138
1998 3,869 Armenia N/A N/A N/A 1,541 892
1997 3,985.38 . .

SOURCE: United Nations. Human Development Report 2000;
1996 4,301.26 ; L

Trends in human development and per capita income.

POVERTY AND WEALTH

The level of poverty in Azerbaijan was officially es-
timated to be 34 percent of the population in 1989. How-
ever, with subsidies for employment, food, housing, and
social services, poverty rarely meant severe deprivation.
After independence, on the other hand, poverty increased
dramatically. Average food prices multiplied as much as
28,750 times from 1988 to 1998. According to the Azer-
baijan Survey of Living Conditions that was conducted
in 1995, over 61 percent of the population was poor.
Poverty was substantially higher among internally dis-
placed people (due to Armenian occupation in the
Nagorno-Karabakh region).

The gap between the rich and the poor widened af-
ter independence, especially when the oil-related sector
began surging while the other industries (manufacturing,
mining) deteriorated. The country consists of an upper
class (2—4 percent) living in extraordinary luxury, while
the majority of the population (80-85 percent) suffers
from very low wages and poor living conditions.

Although poverty is high, human development in-
dicators such as school enrollment, literacy levels, and
infant mortality rates are positive. However, public
spending on education declined by three-quarters from
1992 to 1996. The health system also suffers from mis-
management, deteriorating quality, excess capacities,
and access problems. In 1998, the number of hospital
beds was 9.6 per 1000 people. Bribes from patients were

Household Consumption in PPP Terms

Data represent percentage of consumption in PPP terms.
2Excludes energy used for transport.
®Includes government and private expenditures.

SOURCE: World Bank. World Development Indicators 2000.

Country All food Clothing and footwear Fuel and power® Health care® Education® Transport & Communications Other
Azerbaijan 51 5 16 9 2 4 14
United States 13 9 9 4 6 8 51
Russia 28 1 16 7 15 8 16
Armenia 52 3 8 3 18 9 23
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a major form of financing adequate health care. During
the 1990s, public health spending decreased. In 1999,
the government’s health spending was only about 20 per-
cent of its 1990 level.

WORKING CONDITIONS

High incomes are mostly seen in the oil-related sec-
tors and especially in foreign companies. The legal work-
week is 40 hours. In order to ensure that citizens enjoy
healthy and safe working conditions, a Labor Protection
Law was passed in Azerbaijan on 19 September 1992.
According to the law, labor protection is defined as a sys-
tem of socioeconomic, organizational, technical, sanitary,
and hygienic measures and means designed to ensure the
safety, health, and working capacity of persons engaged
in work activities. However, these regulations are not
strictly applied.

Azerbaijan is a participant of the International La-
bor Organization. A minimum wage, which is about
US$3 per month, exists. This wage is not sufficient to
provide a decent standard of living for a worker and fam-
ily. The recommended monthly wage level to meet basic
subsistence needs was estimated to be US$50 per person
as of 1999. Since practically all persons who work earn
more than the minimum wage, enforcing its low level is
not a major issue in labor or political debate. According
to the European Commission, the average monthly wage
rate was about US$44 in September 2000.

The largest labor organization is the Azerbaijan Con-
federation of Trade Unions (or the Azerbaijan Labor Fed-
eration), which depends on government support. Its main
functions are to promote employment, develop the labor
market, support social insurance, ensure employee health
and safety, enforce the legal regulation of labor relations,
and provide social partnership. The constitution provides
the right to strike. Unions are free to form federations
and to affiliate with international bodies; but none have
done so.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

1918. The first Republic of Azerbaijan is established.

1919. The Soviet Union conquers Azerbaijan, absorb-
ing it back into the country.

1989. Arzerbaijan calls for withdrawal from the Soviet
Union. The conflict in Nagorno-Karabakh begins.

1990. Soviet military intervenes. Moscow appoints
Ayaz Muttalibov as the leader of Azerbaijan.

1991. Azerbaijan declares independence in October.
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1992. The war with Armenia dominates Azerbaijani
politics.

1992. Abulfaz Elchibey wins the presidential election
in June.

1993. Heydar Aliyev is elected president in October,
with 98.9 percent of the votes.

1994. A ceasefire is signed with Armenia.
1995. A new constitution is adopted by referendum.
1998. Aliyev wins reelection as president.

2000. Aliyev’s party wins parliamentary elections in
November.

FUTURE TRENDS

Azerbaijan still has to go through a severe democ-
ratization process (including proper representation of the
people, free elections, and the improvement of human
rights), as observed in the parliamentary elections in No-
vember 2000, which proved to be a failure in the elec-
tion mechanism.

Economically, Azerbaijan is improving, with some
reservations in the non-oil sectors, which have deterio-
rated sharply due to the focus on oil. There has been a
significant fall in the agricultural, mining (excluding
oil), and manufacturing sectors’ production levels, de-
creasing the export levels at the same time. Between
1994 and 1998, agricultural exports decreased by 43
percent, metals by 87.3 percent, chemicals and petro-
chemicals by 50.4 percent, and machinery and equip-
ment by 62.6 percent.

Energy remains the keystone of Azerbaijan’s eco-
nomic future. In the oil sector, pipeline projects and the
gains from production are estimated to reach substantial
levels in 2010-2015, giving Azerbaijan political and eco-
nomic leverage in the region. The production of oil and
the supplementary sectors in the oil industry are of im-
portance. In addition, recent discoveries of gas deposits
will help supply both Azerbaijan’s energy needs and pro-
vide exports to Turkey and Eastern Europe. Privatization
is another important task. Renovation of the infrastruc-
ture, including roads, railways, communications, power
generation and distribution, will gain importance as trade
relations improve.

The resolution of the Armenian conflict over
Nagorno-Karabakh will also affect economic and social
conditions in the region and will help improve the inter-
national relations of Azerbaijan.

DEPENDENCIES

Azerbaijan has no territories or colonies.
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CAPITAL: Manama (Al-Manamah).

MONETARY UNIT: Bahrain dinar (BD). One dinar
equals 1000 fils. There are coins of 5, 10, 25, 50,
and 100 fils. There are notes of 500 fils, and 1, 5,
10, and 20 dinars.

CHIEF EXPORTS: Petroleum and petroleum
products (61 percent), aluminum (7 percent).
CHIEF IMPORTS: Non-oil imports (59 percent,
including machinery and transport equipment,
manufactured goods, chemicals, food, and live
animals), crude oil (41 percent).

GROSS DOMESTIC PRODUCT: US$10.1 billion
(purchasing power parity, 2000 est.).

BALANCE OF TRADE: Exports: US$5.8 billion
(f.o.b., 2000). Imports: US$4.2 billion (f.0.b.,
2000).

COUNTRY OVERVIEW

LOCATION AND SIZE. Bahrain is the smallest country
and the only island-state in the Persian Gulf and the wider
Middle East. It covers an area of 620 square kilometers
(385 square miles), about 3.5 times the size of Wash-
ington, D.C. Bahrain consists of 33 islands, of which only
3 are inhabited. The capital, Manama, is on the main is-
land of Bahrain, which contains most of the population
and is linked to Saudi Arabia by a causeway. A southern
portion of the main island is a restricted zone where the
U.S. Middle East Operations Force is based.

POPULATION. With an estimated 645,361 inhabitants in
2001, Bahrain has the smallest population of all Gulf
States, but its annual population growth of 3 percent
(1990-98) was among the highest in the world, with an
equally high fertility rate (3.2 percent). According to UN
figures, it is estimated that the population will double by
2017. Approximately one-third of the population is under
14 years of age. Bahrain’s population is highly urbanized:
91.06 percent of Bahrainis lived in cities in 1998.

As much as one-third of the people are non-nationals,
mainly foreign workers from Asia (19 percent) or other
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State of Bahrain
Dawlat al-Bahrayn

Arab countries (10 percent). Some 8 percent of the pop-
ulation is of Iranian descent, and the majority of the peo-
ple (85 percent) are Muslims, 75 percent of whom are
members of the Shi’a branch of Islam and 25 percent of
the Sunni branch. Half of the Shi’a population is under
15 years old. The remaining 15 percent of the popula-
tion is made up of Christian, Jewish, Hindu, and Parsee
minorities.

OVERVIEW OF ECONOMY

Bahrain was the first country on the Arabian side of
the Persian Gulf to discover oil in 1932. Oil wealth dra-
matically improved education and health care, but the
country’s oil reserves are relatively limited in compari-
son to most of its neighbors. Bahrain has therefore de-
veloped a more diversified economy than most of the
Gulf States.

During the 1960s and 1970s, Bahrain emerged as the
principal financial and communications center of the Gulf
region. Oil and gas, however, still play a dominant role
in the country’s economy, providing about half of the
government’s income and accounting for two-thirds of
exports. An undersea pipeline pumps oil from Saudi Ara-
bia to Bahrain’s large refinery, Sitrah. An estimated 70
percent of Bahrain’s oil revenues come from the sale of
products refined from crude oil extracted from an oilfield
that is shared with Saudi Arabia, but from which Bahrain
takes all the income. In effect, therefore, Saudi Arabia
supplies Bahrain with financial aid. In addition, it enjoys
grants from Abu Dhabi and Kuwait, which contribute
considerably to the government budget. Most of the bud-
get (60 percent) is used to pay salaries to Bahrainis and
foreigners working in the public sector.

Until very recently, wholly or partially government-
owned enterprises dominated much of the Bahraini
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economy, but there has been an increase in private sec-
tor activity in recent years. This situation stems from the
general decline in oil prices during the 1980s, which re-
sulted in decreasing revenues. This financial downturn
made an increase in free enterprise and foreign invest-
ment necessary in order to maintain the country’s high
standard of living and to guarantee its economic welfare.
Bahrain became a member of the World Trade Organi-
zation (WTO) in 1992 and has since overhauled many
laws and regulations. Nevertheless, the government has
been slow to implement required measures. For exam-
ple, it has only partially privatized 14 government-
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owned companies, and only one of these is an important
industrial enterprise.

POLITICS, GOVERNMENT,
AND TAXATION

Bahrain is characterized by autocratic tribal rule, with
authority invested in a single family. The al-Khalifa fam-
ily, minority Sunni Muslims in a majority Shi’a country,
hold 11 of the 20 cabinet posts, while the rest are con-
trolled by the prime minister, Sheikh Khalifa, who is the
uncle of the ruler, Sheikh Hamad Bin Isa al-Khalifa. The
present emir (prince) succeeded to the throne in March
1999, on the death of his father, and depends to a large
degree on his much more experienced uncle, the prime
minister, for the running of everyday government affairs.
While Sheikh Hamad himself, and his son, Crown Prince
Sheikh Salman bin Hamad, are in favor of implementing
cautious political reforms, the prime minister is seen as
the vanguard of the old order.

In 1899, the al-Khalifa family became the first of the
ruling families in the Gulf to sign a so-called “exclusive
agreement” by which local rulers granted control of for-
eign affairs to Britain in exchange for military protection.
On August 14, 1971, during the reign of Sheikh Isa bin
Salman, which lasted from 1961 until his death in 1999,
Bahrain became independent, and a constitution was is-
sued in May 1973. The elected National Assembly con-
vened in December 1973 but was dissolved only 20
months later when the emir decided that radical assem-
bly members were making it impossible for the execu-
tive to function properly. For 20 years, the country func-
tioned without a representative body.

Since 1993, there has been a Consultative Shura
Council, which is wholly appointive and does not pos-
sess any legislative power. There are no political parties
and no elections for government positions. In many ways,
Bahrain is a typical rentier state, i.e., a state whose po-
litical system benefits from large revenues from the sale
of natural resources, in this case oil. The government dis-
tributes the state income to its citizens by providing them
with jobs and a generous welfare system; in addition, the
level of taxation is very low. In return, these citizens are
tied to the state and remain loyal to undemocratic
regimes. Such a relationship is often encapsulated in the
phrase, “no taxation, no representation.”

During the mid-1990s, the country experienced civil
unrest directed against the regime, during which several
people were killed. Protests, mainly orchestrated by the
underprivileged Shi’a majority, have since continued, al-
though on a lesser scale. The new emir, Sheikh Hamad,
has promised municipal elections in the near future and
has made new appointments to the Shura Council, in-
cluding a woman and a Jewish representative. In addition,
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a Supreme Council for Economic Development, chaired
by the prime minister, was created in 2000 with the aim
of identifying, developing, and promoting foreign invest-
ment opportunities. In February 2001 Bahrainis voted to
approve a new constitution that would institute a partially
elected parliament and grant political rights to women.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

Bahrain’s infrastructure is modern, and the govern-
ment is currently forging ahead with several major pro-
jects. These include constructing a new water distribution
network, upgrading the Sitrah power and water station, and
expanding other water, power, and waste-treatment facil-
ities. Bahrain invested heavily in its infrastructure during
the years of the oil boom, but the demand for water and
electricity already taxes available capacity, and the ex-
pansion of the present facilities is a major priority.

The country’s road network, with 2,433 kilometers
(1,511 miles) of paved roads, is excellent. The low fees
of Bahrain International Airport, located on Al-Muharraq
Island, have turned it into a regional hub. The principal
port, Mina’ Salman, handles most of the country’s gen-
eral cargo, and petroleum products are loaded at the Sitrah
jetty. A national bus company provides public transport
throughout the populated areas of the country. There are
no railways in Bahrain.

POWER. There are 3 main power stations. Rifaa, with a
capacity of 700 Megawatts (mw), is the largest. Domes-
tic demand for electricity was estimated to have reached
5.752 billion kilowatt-hours (kWh) in 1999, and this de-
mand is more than exceeded by production of 6.185 bil-
lion kWh in 1999.

TELECOMMUNICATIONS. Bahrain is the communica-
tions center of the Gulf and has invested heavily in the

Bahrain

sector since the late 1960s. There are excellent cable and
satellite services using the latest digital exchange tech-
nology. The Bahrain Telecommunications Company
(BATELCO) owns a 60 percent stake in the telecommu-
nications network, which is operated by the United King-
dom’s Cable & Wireless company. BATELCO is also
the country’s monopoly Internet service provider (ISP)
and has recently begun to cut its relatively high access
rates in an effort to boost subscriptions. Bahrain’s cellu-
lar phone network has about 170,000 subscribers, ac-
cording to the U.S. Department of State’s Country Com-
mercial Guide for 2001.

ECONOMIC SECTORS

Due to its small size and shortage of natural resources
other than oil, Bahrain has developed a relatively diversi-
fied economy in comparison with the other Gulf states,
which are almost exclusively dependent on oil. Oil, gas,
and related products still dominate the economy, but fi-
nance, banking, industrial production (mainly in alu-
minum), and tourism are also important sectors in the coun-
try’s economy and are becoming increasingly significant.

AGRICULTURE

The agricultural sector accounted for only 1 percent
of gross domestic product (GDP) in 1998 and employed
2 percent of the workforce. The development of agricul-
ture is limited by lack of water and the strong salinity
(saltiness) of the soil. Over a period of 30 years since
1971, Bahrain’s cultivated area has been reduced from
around 6,000 hectares to less than 1,500 hectares. The
major crop is alfalfa for animal fodder, although farmers
also grow dates, figs, mangos, pomegranates, melons, pa-
payas, water turnips, potatoes, and tomatoes, and produce
poultry and dairy products for the local market.

Communications

Internet

2Data is for 1997 unless otherwise noted.
®Data is for 1998 unless otherwise noted.
°Data is for 2000 unless otherwise noted.

SOURCE: CIA World Factbook 2001 [Online].

Telephones, Radio Service Internet

Country Telephones® Mobile/Cellular® Stations” Radios® TV Stations® Televisions® Providers® Users®

Bahrain 152,000 58,543 AM 2; FM 3; 338,000 4 275,000 1 37,500
shortwave 0

United States 194 M 69.209 M (1998)  AM 4,762; FM 5,542; 575 M 1,500 219 M 7,800 148 M
shortwave 18

Saudi Arabia 3.1 M (1998) 1M (1998) AM 43; FM 31; 6.25 M 17 51M 42 (2001) 400,000 (2001)

shortwave 2

Qatar 142,000 43,476 AM 6; FM 5; 256,000 2 230,000 1 45,000
shortwave 1
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Bahrain

GDP-COMPOSITION BY SECTOR-1996 est.
Agriculture 1%

Services 53%

Industry 46%

SOURCE: CIA World Factbook 2000 [Online].

Bahrain

LABOR FORCE-BY OCCUPATION Agriculture 1%

Industry, Commerce &

0,
Government 20% Service 79%

TOTAL LABOR FORCE 295,000

SOURCE: CIA World Factbook 2001 [Online]. Data for 1998 est.
Percent distribution for 1997 est.

Bahrain’s fishing industry is small and only serves
the domestic market. In the 1970s, the fishing industry
declined, largely as a result of pollution and over-fishing
in the Gulf. Since 1993, the government has been re-
leasing young fish into local waters in order to boost
stocks. Since 1997, trawlers have been banned from op-
erating during the breeding season.

INDUSTRY

The industrial sector contributed 19 percent to GDP
in 1996 and employed 34 percent of the labor force.
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Bahrain’s aluminum industry was launched some 30
years ago as a measure to diversify the economy and take
advantage of the country’s low energy costs. The gov-
ernment-owned Aluminum Bahrain (ALBA) is one of the
largest single-site aluminum smelters in the world and
the biggest aluminum producer in the Middle East. Alu-
minum exports are one of Bahrain’s biggest earners, par-
ticularly in light of increasing world prices. ALBA dom-
inates the manufacturing sector with a production
capacity of 500,000 metric tons per year.

Iron and steel production is increasing, and various
free industrial zones have attracted export-oriented light
and medium industries. These include plastics, paper,
steel wool and wire-mesh producers; marine service in-
dustries; aluminum extrusion, assembly, and asphalt
plants; cable manufacturing; prefabricated building; and
furniture. In 1997, it was announced that the government
was investing US$2.8 billion in the construction of a new
seaport and a new industrial area in the eastern part of
the country, and work was underway by 2000.

MINING/HYDROCARBONS. The mining and hydrocar-
bons (oil and related products) sector contributed 20.8
percent to GDP in 1998 but employed only 1 percent of
the workforce. Bahrain is not a member of Organization
of Petroleum-Exporting Countries (OPEC) and is thus not
faced with production quotas but is a member of the Or-
ganization of Arab Petroleum Exporting Countries
(OAPEC). Total oil reserves are estimated at between
150-200 million barrels, a minimal quantity in compar-
ison with neighboring Arab monarchies.

SERVICES

Services contributed 53 percent of GDP in 1996.
Tourism is Bahrain’s fastest-growing industry and a heav-
ily-promoted sector. It already accounts for over 10 per-
cent of GDP and employs 16.7 percent of the workforce.
Most visitors (3.3 million in 1999) come from the states
of the Gulf Cooperation Council (GCC), especially Saudi
Arabia, to enjoy the beaches and the comparatively lib-
eral atmosphere in Bahrain, where alcohol is served and
Muslim women are not forced to cover their heads. As of
July 2000, the government has allowed citizens from
member states of the GCC to visit the country using their
local identity cards, and the number of tourists is expected
to increase substantially over the next few years.

FINANCIAL SERVICES. Bahrain’s banking sector has
shown consistent growth, particularly since the outbreak
of the Lebanese civil war in 1975, when many foreign
banks began searching for an alternative regional base.
There are now more than 200 financial institutions present
in Bahrain. Assets of the country’s offshore banking units
have risen by more than 50 percent in the past decade.
Bahrain also has the largest concentration of Islamic bank-
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ing operations in the Middle East. Islam prohibits interest
rates, and Islamic banking thus employs other methods of
creating financial gains from investments.

INTERNATIONAL TRADE

Over the course of the last 30 years, Bahrain has
maintained a relatively even balance of trade, with im-
ports usually slightly exceeding exports. In 2000, how-
ever, the situation was reversed, with imports of US$4.2
billion trailing exports of US$5.8 billion. Bahrain’s main
export destinations are India (14 percent), Saudi Arabia
(5 percent), the United States (5 percent), the United Arab
Emirates (5 percent), Japan (4 percent), and South Ko-
rea (4 percent). All these countries import mainly
processed and refined oil and oil-related products, which
have the largest share in Bahrain’s exports. Another im-
portant export for Bahrain is aluminum, accounting for
about 7 percent. Bahrain’s total exports rose by nearly
63 percent from 1998 to 2000, while oil-related exports
increased from 52 percent of total exports in 1998, to 66
percent in 1999, and back down to 61 percent in 2000.

Bahrain’s imports come from a similarly large range
of countries. France supplies the majority of imports, with
20 percent, followed by the United States (14 percent),
the United Kingdom (8 percent), Saudi Arabia (7 per-
cent), and Japan (5 percent). The heavy trade volume be-
tween Bahrain and Saudi Arabia stems from the under-
sea pipeline between the 2 countries and the shared
oilfield located in Saudi Arabia. Bahrain’s imports,
mainly machinery, manufactured goods, chemicals and
food, come from developed industrial states.

MONEY

The exchange rate of the Bahraini dinar is fixed to
the U.S. dollar, which means that developments in the
American economy have repercussions for Bahrain.
Bahrain’s central bank is the Bahrain Monetary Agency
(BMA), an independent organization praised for its ad-
herence to international standards.

Trade (expressed in billions of US$): Bahrain

Exports Imports
1975 1.107 1.189
1980 3.606 3.483
1985 2.897 3.107
1990 3.761 3.712
1995 4113 3.716
1998 N/A 3.463

SOURCE: International Monetary Fund. International Financial
Statistics Yearbook 1999.

Bahrain

Exchange rates: Bahrain

Bahraini dinars (BD) per US$1

2001 0.3760
2000 0.3760
1999 0.3760
1998 0.3760
1997 0.3760
1996 0.3760

Note: Fixed rate pegged to the US dollar.
SOURCE: CIA World Factbook 2001 [ONLINE].

The Bahrain Stock Exchange (BSE) opened in 1989,
and in 1995 Bahrain and Oman signed an agreement link-
ing their stock exchanges. The link-up allows cross-list-
ing of companies on both exchanges, which between
them have 110 listed companies with a total market cap-
italization of US$8.1 billion. In 1996, the Bahraini and
Jordanian stock exchanges linked up, and the BSE also
has links with the Sri Lankan and Bangladeshi exchanges
and plans to link up with the Bombay Stock Exchange.

POVERTY AND WEALTH

Although Bahrain is generally a wealthy country,
there is a considerable gap between the rich and the poor.
Wealthy families shop for the latest fashions in spacious
new malls, young Saudi Arabians cruise the broad high-
ways and enjoy the relaxed atmosphere of the island state,
and foreign employees of the national oil company take
advantage of huge leisure centers built for their exclusive
use. The poor live only a short drive away from the cities,
in many villages all over the island. Shiites, who make
up 75 percent of the Muslim population, are often ex-
cluded from government jobs and form the poorest seg-
ment of Bahraini society. The ruling al-Khalifa family is
Sunni Muslim and has “imported” many Sunnis from
other Arab countries, and it is they who form the back-
bone of the widely resented security forces.

Most members of the ruling political elite are Sunni
Muslims, and Bahrain’s wealth is heavily concentrated

GDP per Capita (US$)

Country 1975 1980 1985 1990 1998
Bahrain N/A 12,022 8,797 8,551 9,260
United States 19,364 21,529 23200 25363 29,683
Saudi Arabia 9658 11,553 7,437 7,100 6,516
Qatar N/A N/A N/A N/A N/A

SOURCE: United Nations. Human Development Report 2000;
Trends in human development and per capita income.
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Household Consumption in PPP Terms

Data represent percentage of consumption in PPP terms.
2Excludes energy used for transport.
®Includes government and private expenditures.

SOURCE: World Bank. World Development Indicators 2000.

Country All food Clothing and footwear Fuel and power® Health care® Education® Transport & Communications Other
Bahrain 32 7 8 1 6 9 37
United States 13 9 9 4 6 8 51
Saudi Arabia N/A N/A N/A N/A N/A N/A N/A
Qatar 22 12 1 5 13 8 29

among them, while there are only a few wealthy Shiites
in the country. Many Shiites have charged that there has
been a systematic process of discrimination against them.
Their dissatisfaction with the political and economic sit-
uation came to the fore in demonstrations and protests
that turned violent in 1994 and 1995, triggering the first
change of cabinet for more than 20 years in 1995.

For decades, the country has seen an influx of for-
eign workers who can earn good salaries in the oil in-
dustry or as domestic servants and in other jobs locals
do not want to do, further exacerbating the plight of the
Shi’a community. Immigration to Bahrain began in the
early years of the oil boom and resulted in the employ-
ment of foreigners rather than Bahraini Shiites, who are
often less educated and treated with suspicion by the rul-
ing Sunni minority.

WORKING CONDITIONS

Due to the sharp rise in the growth of the local pop-
ulation since the 1980s and the increasing levels of edu-
cation, the government, as in many other states in the
Gulf region, needs to provide young Bahrainis entering
the job market with employment. It plans to gradually re-
duce dependence on foreign labor by training the local
workforce and by insisting that expatriates coming to
Bahrain to work must have better expertise and skills and
be willing to train their local counterparts. After decades
of importing foreign labor, foreigners comprised about
44 percent of the workforce of 295,000 in 1998.

Population growth has been proportionately higher
among foreigners and Shiites than among Sunni Mus-
lims, who have enjoyed relative job security in govern-
ment positions. Foreign workers and Shiites have in-
creasingly had to compete for both skilled and unskilled
jobs. Since Bahraini Shiites are not allowed to join the
armed forces and are discriminated against for senior po-
sitions in the civil service, an increasing number of young
Shiites try to enter the job market with few qualifications
and few opportunities for work.
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Officially, unemployment stands at only 2.4 percent,
but the United States embassy in Bahrain estimates that
the actual rate is closer to 18 percent. Among the Shi’a
community in Bahrain, especially those under the age of
30, unemployment may be as high as about 30 percent.
In rural areas, agricultural laborers represent about 25
percent of the population. Women are traditionally con-
fined to the household and cannot participate freely in
the labor market. Thus, only about 19 percent of the la-
bor force is female, equaling figures in other Middle East-
ern countries.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

1820. Bahrain becomes a British protectorate with the
signing of the General Treaty of Peace but is ruled by
the al-Khalifa family. Treaties of protection with
Britain are re-signed in 1861, 1892, and 1951.

1928. Iran claims ownership of Bahrain. The dispute is
not resolved until 1970 when Iran accepts a United Na-
tions report stating that the vast majority of Bahrainis
want to retain complete independence.

1932. Oil is first discovered in Bahrain, to be followed
shortly thereafter by discoveries in Saudi Arabia and
Kuwait.

1968. Bahrain joins Qatar and the Trucial States (now
the United Arab Emirates) in the Federation of Arab
Emirates. These countries had all enjoyed the protec-
tion of Great Britain up until this point.

1971. Bahrain gains complete independence on August
15, leaving the Federation of Arab Emirates.

1973. A constitution is adopted and elections held for
the National Assembly. The Assembly is disbanded in
1975 and indefinitely suspended in 1976.

1981. Babhrain is one of the six founding members of
the Gulf Cooperation Council (GCC).
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1990. Bahrain actively supports the allied forces
against Iraq in the Gulf military conflict, and is the tar-
get of an Iraqi missile attack.

1994-97. Civil unrest breaks out following the decline
of the economy and expectations of more political rights
for the mainly Shiite population after the Gulf war.

1999. Sheikh Isa Bin-Sulman al-Khalifa dies and is
succeeded by his son Sheikh Hamad Bin Isa al-Khalifa
in March.

2001. In February Bahrainis vote to approve a new
constitution that would institute a partially elected par-
liament and grant political rights to women.

FUTURE TRENDS

With high oil prices in 2000 and 2001, the pressure
on the Bahraini government to reform the economy has
recently eased a little. But given that the country cannot
sustain its dependence on oil for much longer, economic
reform remains necessary. The government is expected
to push for limited privatization, starting with public
transport, although the major state revenue-generating or-
ganizations such as the Bahraini Petroleum Company
(BAPCO) and Aluminum Bahrain (ALBA) will remain
off limits.

At the end of 2000, a new corporate law was intro-
duced, aimed at streamlining regulations and enticing for-
eign investment. In addition, the establishment of a new
international Islamic banking system in Bahrain in Oc-
tober 2001 suggests that there will be further progress in
developing the offshore financial services sector. Unem-
ployment among locals remains the government’s main
economic and social problem. The government will con-
tinue to emphasize training to enhance the skills of ex-
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isting workers and the 6,500 new entrants into the job
market each year. But where government policy clashes
with the interests of foreign firms—for example, over ef-
forts to encourage companies to replace foreign workers
with locals (the so-called “Bahrainization” of the work-
force)—the development of a welcoming business envi-
ronment will take precedence.

Politically, there are several challenges ahead. The
emir has signaled his will to broaden political participa-
tion but is still struggling with the prime minister over the
pace of reform. In the long run, however, both political
and economic liberalization will prove unavoidable, with
one reinforcing the other to the benefit of the country.

DEPENDENCIES

Bahrain has no territories or colonies.
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BANGLADESH

CAPITAL: Dhaka.

MONETARY UNIT: Taka (Tk). One Bangladeshi
taka equals 100 paisa. Notes are in denominations
of 1, 2, 5, 10, 20, 50, 100, and 500 taka. There are
coins of 1, 5, 10, 25, 50, and 100 paisa.

CHIEF EXPORTS: Garments, jute and jute goods,
tea, leather and leather products, frozen fish, and
seafood.

CHIEF IMPORTS: Machinery and equipment,
chemicals, fertilizers, iron and steel, textiles, raw
cotton, food (mainly rice and wheat), crude oil and
petroleum products, and cement.

GROSS DOMESTIC PRODUCT: US$187 billion
(purchasing power parity, 1999 est.).

BALANCE OF TRADE: Exports: US$5.523 billion
(1999). Imports: US$8.381 billion (1999).

COUNTRY OVERVIEW

LOCATION AND SIZE. Bangladesh is situated in south-
ern Asia, on the delta of the 2 largest rivers on the In-
dian subcontinent—the Ganges and Jamuna (Brahmapu-
tra). It borders with India in the west, north, and east,
with Burma (also known as Myanmar) in the southeast,
and with the Bay of Bengal in the south. The country’s
area is 144,000 square kilometers (55,598 square miles),
and it is divided into 6 administrative divisions (Dhaka,
Chittagong, Khulna, Barisal, Rajshai and Sylhet) and 4
major municipal corporations (Dhaka, Chittagong,
Khulna and Rajshahi). Comparatively, the territory of
Bangladesh is slightly greater than the state of New York.
Bangladesh’s capital city, Dhaka, is located in the cen-
tral part of the country. Bangladesh occupies the eastern
part of the Bengal region (the western part of the region
is occupied by the Indian state of West Bengal), which
historically was part of the great civilizations in the north-
east of the Indian subcontinent.

POPULATION. The population of Bangladesh was esti-
mated at 129,194,224 in July of 2000, making
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Bangladesh the tenth-most populous state in the world.
Having a total area the size of New York state, the coun-
try has a population equal to half that of the United States
or 8 times the population of New York State. It has al-
most doubled since the 1960s, due to improved health,
medical facilities, and longer life expectancy. In 2000 the
birth rate stood at 25.44 per 1,000 (slightly higher than
the world average), adding around 190,000 people every
month. Meanwhile the death rate stood at 8.73 per 1,000.
The estimated population growth rate is 1.59 percent, and
if the current trend remains unchanged, the population
could double within the next 45 years.

The Bangladesh population is relatively homoge-
neous, with Bengalis making up 98 percent of the popu-
lation and other ethnic groups, including various tribal
groups, making up the remaining 2 percent. Religion plays
a very important role in this country, and the main divi-
sion is between Islam and Hinduism. Almost 88.3 percent
of the population are Muslims, 10.5 percent are Hindus,
and 1.2 percent are Buddhists, Christians, or animists. The
Bangladesh population is very young, with 36 percent be-
low age 14 and just 4 percent of the population older than
65. In 1998 over 80 percent of Bangladeshis were living
in rural areas, although during the last decade the growth
of the population in the urban areas was twice as fast as
in rural areas (due to both the migration of the rural pop-
ulation and the high birth rate). The rapid growth of the
urban population is especially noticeable in the urban cen-
ters of Dhaka, Chittagong, Khulna, and Rajshahi.

In 1970, the population of Bangladesh was about 66
million, and the country at one time had one of the high-
est birth rates in Asia. The country’s population doubled
between 1950 and 1977 and almost doubled again be-
tween 1977 and 2001, putting severe pressure on the nat-
ural resources and leading to land shortages. In the 1970s
the government introduced population control and family
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planning initiatives, aided by various international orga-
nizations, including United Nations Children’s Fund
(UNICEF), United Nations Population Fund (UNFPA),
and the World Bank. The fertility rate (the average num-
ber of children born to a woman) in Bangladesh declined
from 6.8 babies per woman in 1965 to around 3 per
woman in 1999. However, these population control ini-
tiatives were undermined by the fact that two-thirds of the
population still lives in rural areas, where historically pop-
ulation growth was very high, and by the fact that almost
two-thirds of the people in the country are illiterate. A
number of issues still need to be addressed, including the
supply of safe drinking water, malnutrition among chil-
dren (which remains the highest in the world), early and
forced marriages, and illiteracy among the population in
general and women in particular.
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The population growth in the country was offset by
rapidly rising emigration of people, both permanent and
temporary, in the 1980s and 1990s. The major destina-
tions for Bangladeshi workers seeking temporary jobs are
Kuwait, Malaysia, Qatar, Saudi Arabia, Oman, and the
United Arab Emirates, where they are employed mainly
in the low-skill and low-wage construction and service
sectors and in agricultural plantations. Other popular des-
tinations for emigration are Western Europe, the Ameri-
cas and Australia, where large Bangladeshi communities
formed during the last 3 decades. According to the CIA
World Factbook, the emigration rate stood at the 0.77 mi-
grant(s) per 1,000 population in 2000, or around 1 mil-
lion a year.

OVERVIEW OF ECONOMY

Agriculture and labor-intensive manufacturing re-
main the 2 major pillars of the Bangladeshi national econ-
omy. Historically, a tropical climate and warm tempera-
tures throughout the year made it possible to grow 2 or
3 crops of rice each year, although floods and cyclones
regularly damaged crop yield. Flourishing trade, manu-
facturing—traditionally in light manufacturing and agri-
cultural processing—along with the wealth of the region’s
nobility, attracted English, French, and Dutch traders.
The British East India Company had slowly but steadily
advanced into the region in the 17th and 18th centuries,
acquiring trade privileges from the Mogul emperors and
exploiting rivalries between local rulers, and gradually
established control over the trade between India and Eu-
rope. The company and its often corrupt administration
had greatly benefited from the trade between India and
Europe. The British East India Company established con-
trol over administration of the Bengal province in 1765.
However, in 1858 the company was abolished, and the
British crown assumed direct control over British India,
in response to the local uprising of 1857 to 1858 and to
growing evidence of the company’s inefficiency.
Throughout the colonial era, East Bengal (the territory of
modern Bangladesh) received very limited investments
in its industrial sector or toward development of its trans-
portation system, and largely relied on the production and
export of its agricultural goods, including jute, rice, and
tea. The British colonial rule in India was accompanied
by uprisings, greater polarization of society, and a de-
cline in the traditional values and institutions of the so-
ciety; nevertheless, it included India in the global trade
of the early capitalist era and introduced the British le-
gal and political systems and the technological innova-
tions of that era.

In August 1947, India was granted independence
within the British Commonwealth and was divided into
the dominions of India and Pakistan. Pakistan, which in-
cluded the areas populated predominantly by the Mus-
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lims, was itself divided with the West Pakistan compris-
ing the area now known as Pakistan, and East Pakistan,
occupying what had been Eastern Bengal. Powerful West
Pakistan was politically and economically dominant over
East Pakistan, giving rise to a secessionist movement in
the eastern province. Despite attempts to ease the ten-
sions, these factions gradually grew into open hostility
and in 1971 a brief but bloody civil war flared up that
lasted for 2 weeks and ended with the intervention of In-
dian troops. On 17 December 1971 a new government in
Dhaka declared the independence of the new state,
Bangladesh.

After achieving independence in 1971, Bangladesh
confronted the challenging task of developing and diver-
sifying its economy, as the country had very limited nat-
ural resources and arable land with which to support its
rapidly growing population. The task was complicated by
years of political turbulence and military coups (in 1975,
1981, and 1982) that did little to attract international in-
vestors and by devastating natural disasters that regularly
visited Bangladesh in the 1970s and 1980s. By the be-
ginning of the 21st century, according to the World Bank,
Bangladesh had become one of the poorest and least-
developed economies in Asia.

During the 1970s and 1980s the government of
Bangladesh promoted economic development based on
heavy state involvement both in economic management
and economic planning. In fact, after achieving indepen-
dence, the government led by the Awami League, na-
tionalized large and medium-sized enterprises in jute,
cotton textile, sugar processing, banking and insurances.
Its economic policies were centered on 5-year plans (the
first 5-year plan was launched in 1973), which aimed at
development and public resource allocation modeled on
the Soviet 5-year experience. However, the Bangladeshi
experiment with socialism did not last long, and the gov-
ernment eschewed radical changes. The country’s aver-
age gross domestic product (GDP) growth of around 3.3
percent in the 1970s and 4.4 percent in the 1980s (World
Bank calculation) were very impressive, but this growth
was offset by even more rapid growth of the population.

In 1991 the first free and fair election was held in
Bangladesh and the Bangladesh National Party (BNP)
won the election. The new civilian government consid-
erably revised the economic policies of the previous gov-
ernment, introducing elements of free market economy,
limiting state intervention, downsizing the government,
launching privatization and attempting to attract foreign
direct investments (FDIs) and technologies. The politi-
cal stability of the 1990s and the new economic policies
attracted international investors and greatly contributed
to the economic growth of around 5 percent throughout
the 1990s. However, Bangladesh still depends heavily on
international assistance and loans, as well as remittances
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from Bangladeshis working abroad. According to the In-
ternational Monetary Fund’s (IMF) Country Report, in
1999 the country’s external debt stood at US$15.145 bil-
lion, or 35 percent of GDP. This amount is relatively
small according to international standards and mainly due
to past capital account restrictions. According to the IMF,
one of the peculiarities of the Bangladeshi foreign debt
that makes it different from that of Indonesia or Malaysia
is that it is almost entirely public, with private debt ac-
counting for a low 5 percent of the total country’s debt.
Bangladeshi official reserves stood at a level of US$1.522
billion in 1999.

The structure of the Bangladeshi economy changed
gradually over the last 3 decades. According to the World
Bank, the contribution of agriculture to the country’s
GDP has been steadily declining from 55 percent in 1970
to 31.6 in 1999, although it still provides employment to
large numbers of people. Bangladesh remains one of the
world’s leading producers of jute and rice, although most
of the rice is for domestic consumption rather than ex-
port. The proportion of manufactured production grew
from 9 percent of GDP in 1970 to 19.3 percent of GDP
in 1999. Manufactured products accounted for around 60
percent of gross export earnings in 1999, with clothing
goods becoming the single most important product.
Tourism is a very small but rapidly growing sector of the
economy that increased by around 42 percent between
1993 and 1998. Approximately 171,000 tourists visited
the country in 1999, contributing Tk2.4 billion to the na-
tional economy. By comparison, tiny Singapore attracts
a similar number of tourists every week.

For a long time Bangladesh struggled to diversify its
economy. Large and medium state-owned enterprises
dominate the manufacturing sector, although a number
of private enterprises were established during the 1990s.
Medium and small farms dominate the agricultural sec-
tor, and many farmers are still engaged in subsistence
agriculture. Meanwhile, a number of medium and small,
usually family-owned, enterprises dominate the service
sector, especially retail. Bangladesh tried to catch up
with the information technologies boom in the 1990s, but
unlike neighboring India, it failed to promote this sector
of its economy on a similar scale.

Economic growth and stability failed to bring eco-
nomic prosperity to a large proportion of the population,
especially in rural areas. Since the 1970s there has been
an outflow of large numbers of the young and the most
talented people from the country through various legal
and illegal channels. Allegedly, organized criminal
groups connected to drug trafficking control this outflow.
Drugs are another important issue, as Bangladesh shares
a border with Burma (Myanmar), which is a part of the
world’s largest opium producing region called the
“Golden Triangle” (an area between Burma, Laos, and
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Thailand). The shadow economy is believed to be very
large due to incomplete economic activities data collec-
tion, tax evasion, and a strong tradition of cash economy,
although this shadow economy is not necessarily related
to organized criminal activities. In 1996 a national ac-
count task force was formed to upgrade the outdated and
inefficient system of national accounting, having among
other goals to deal with the problem of calculating and
capturing shadow economy activities.

POLITICS, GOVERNMENT,
AND TAXATION

Bangladesh is a parliamentary democracy largely in-
fluenced by the British parliamentary system. Executive
power is in the hands of the prime minister, who is the
head of the cabinet, and who must be a member of the
300-seat Jatiya Sangsad (unicameral parliament). She/he
recommends the council of ministers to the president. The
president is the constitutional head of state and is elected
for a 5-year term by the parliament, but plays a largely
ceremonial role. The president can act only on the advice
of the prime minister, as the presidential power was
significantly reduced in accordance with constitutional
changes in 1991.

All adult citizens (18 years old and over) are eligi-
ble to vote, including women and ethnic minorities. One
of the unique features of the political system in
Bangladesh is that 30 seats (10 percent) in the parliament
are reserved for female members, and they are elected by
the members of the parliament.

Bangladesh experienced a number of military coups
after achieving independence in 1971, and several mil-
itary governments tried to restrict activities of political
parties. However, after the return to civil rule in 1990,
all political parties may openly function in the country.
There are a number of political organizations in
Bangladesh. Most prominent of them are: the Awami
League (a coalition of 8 parties); the Bangladesh Na-
tionalist Party; the Jatiya Party; and the Jamaat-e-Islami
Party. The Awami League (AL), which led the country
to independence in 1971, generally supports more gov-
ernment interventionist policies and has a very cautious
attitude towards liberalization or opening of the na-
tional economy to international competition; in fact, in
the early 1970s the party had strong pro-socialist ele-
ments in its economic policy. The Bangladesh Nation-
alist Party (BNP), which was the ruling party from 1991
until its defeat in the parliamentary election of 1996, is
more free-market oriented. The BNP introduced the pol-
icy of economic liberalization and privatized some
state-owned enterprises. It opened the national economy
to international competition in an attempt to attract for-
eign investors.
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Once Bangladesh had achieved independence, polit-
ical stability, the creation of a viable national economy,
and the elimination of poverty became the major politi-
cal issues shaping political debate and conflict in the
state. The political process in the country was compli-
cated by the hostility and often violent confrontations be-
tween the 2 leading parties, AL and BNP. The Awami
League won the first post-independence general elections
while promulgating ideas of nationalism, socialism,
democracy and secularism. In economic areas, this gov-
ernment took a strongly interventionist role in the devel-
opment and industrialization of the national economy.
The party, however, could not overcome the economic
and political divisions within Bangladeshi society and
lost its power in a military coup in August 1975. The
coup pushed the country towards even greater political
instability, which continued until 1990, when charismatic
General Hossain Ershad was forced to resign. Military
rule failed to bring stability to the country because it did
not stop the rivalry between the 2 major parties, the AL
and BNP. In fact, the army was drawn into the groups’
political confrontations.

In 1991, the first free and fair election was held in
Bangladesh. Begum Khaleda Zia (widow of General Zi-
aur Rahman, the president from 1978 until his assassi-
nation in 1981) and her party (BNP) won the election.
The new government brought radical changes to the eco-
nomic policy, promoting private entrepreneurship, espe-
cially among representatives of poor communities, and
supporting small- and medium-size businesses and pri-
vatization. This program was successful, and Bangladesh
experienced economic growth throughout the 1990s. Ac-
cording to the World Bank, between 1989 and 1999 the
average annual GDP growth was around 4.8 percent, with
industrial production growing at an annual average of 7.3
percent and exports of goods and services at an annual
average of 14.2 percent, albeit from a very low base. For
the first time in decades the Bangladeshi government had
brought a sense of stability to the country.

The 1996 parliamentary election, however, was
again accompanied by irregularities and almost pushed
the country into chaos again. The BNP won the Febru-
ary 1996 parliamentary election, which was boycotted by
the AL-led opposition. The confrontation escalated in vi-
olence, and the BNP handed power over to a caretaker
government. After 2 decades in opposition, the Awami
League won the June 1996 parliamentary election, with
support from the Jatiya Party. This time the Awami Party
significantly moderated its position, supporting a gradual
liberalization of the national economy, encouraging pri-
vate entrepreneurship, and advocating the secular state;
it had largely abandoned socialist ideas. One of the most
important achievements of the 1990s was the diminish-
ing role of the army in the political life of the state, al-
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though the army threatened to take matters into its own
hands during the period of political conflict in 1996.

According to the IMF Country Report, the major
source of government revenue comes from taxes, although
the tax ratio of 7.6 percent of GDP remains one of the
lowest in the world. Total government revenue was Tk210
billion in the 1997/1998 financial year. Tk51 billion came
from value-added tax (VAT), Tk43.5 billion from cus-
toms duties, Tk20.0 billion from income and profit taxes,
Tk21 billion from supplementary duties, and the rest from
other sources. According to the U.S. Department of State,
the maximum customs duty rate has been reduced from
350 percent in 1991 to around 37 percent in 2000.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

Bangladesh is a country of a thousand rivers, large
and small, and most of its territory is regularly flooded
during the monsoon season. This fact makes it extremely
difficult and expensive to build modern transportation
and communication networks. The river boats and ferries
traditionally used for transportation are cheap, but slow
and inefficient. The situation is further complicated by
the fact that the Bangladeshi government has sharply lim-
ited resources not only for building new infrastructure
but also for maintaining the existing one. From the colo-
nial era Bangladesh inherited underdeveloped and un-
evenly distributed infrastructure and transportation net-
works. Poor and inefficient infrastructure undermined the
economic development in the country, and only recently
has the government been able to address the problem sys-
tematically and channel investments towards expanding
its highways, railroads, seaports, and airports. More re-
cently, with international assistance the government has
also started to modernize its telecommunications infra-
structure and introduce the Internet.

According to the CIA World Factbook, Bangladesh
is served by a network of 201,182 kilometers (125,014
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miles) of primary and secondary roads, but only around
10 percent of them, or 19,112 kilometers (11,876 miles)
are paved. In June 1998 the huge US$1 billion Jamuna
Multipurpose Bridge was completed, becoming the 12th-
longest bridge in the world. The bridge connected for the
first time the eastern and western parts of Bangladesh.
The completion of this project made an important con-
tribution to the development of the country’s transporta-
tion network and significantly boosted the quality and
speed of passenger and freight transportation. The num-
ber of privately-owned cars grew throughout the 1990s,
albeit from a very low level (there were 40,000 private
cars in 1994). Many cars are very old and in poor repair
and produce high levels of pollution on the congested
roads of the capital and other major cities. Despite all the
problems with the roads and the often-outdated equip-
ment, 66 percent of all freight and 73 percent of all pas-
sengers are carried by roads; however, animal-driven
carts are still a part of the national landscape, as they pro-
vide the cheapest and most reliable transportation for
people and goods in most of the country’s rural areas.

Bangladesh has a railway system of about 2,745 kilo-
meters (1,706 miles), of which only 923 kilometers
(573.5 miles) is a broad gauge (1.676 meter gauge) and
the remaining 1,822 kilometers (1,132 miles) is narrow
gauge (1.000 meter gauge), according to CIA estimates
for 1998. Major links run from the largest Bangladeshi
port, Chittagong, to Dhaka and further to the north of the
country; other links connect such centers as Khulna and
Rajshahi. Historically, the railway was built by the British
colonial administration in 1884, running between Cal-
cutta (now India) and Khulna (now Bangladesh). Rail ser-
vices were halted following the Indo-Pakistan war in
1965. In the 1970s cargo trains resumed their services
between the 2 countries. According to a BBC report on
26 January 2001, the government of Bangladesh has ex-
pressed its interest in “seriously studying the potential of
linking the national railways with the proposed Trans-
Asian Railway Network.” The Bangladeshi railway sys-
tem remains a state-owned monopoly requiring large

Communications
Cable Personal
Country Newspapers Radios TV Sets*  subscribers®  Mobile Phones®  Fax Machines® Computers® Internet Hosts”  Internet Users®
1996 1997 1998 1998 1998 1998 1999 1999
Bangladesh 9 50 6 N/A N/A N/A 0.00 50
United States 215 2,146 847 2443 784 458.6 1,508.77 74,100
India N/A 121 69 18.8 0.2 2.7 0.18 2,800
Burma 10 95 7 N/A 0.1 N/A 0.00 1
2Data are from International Telecommunication Union, World Telecommunication Development Report 1999 and are per 1,000 people.
®Data are from the Internet Software Consortium (http:/www.isc.org) and are per 10,000 people.
SOURCE: World Bank. World Development Indicators 2000.
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subsidies, as it is notorious for its poor management and
a long-established tradition of ticketless travel among the
local population. In recent moves, the government began
the privatization of some railway services, including ticket
reservation and in-service catering. Despite all shortcom-
ings, the railway remained an important mode of trans-
portation, operating 3.7 billion passenger-kilometers and
carrying 3.76 million metric tons of goods in the 1998-99
financial year.

The waterways are an important mode of trans-
portation, especially to some remote areas of the coun-
try, as no other mode of transportation is available dur-
ing monsoon season. Bangladesh has 3 major seaports,
at Chittagong, Dhaka, and Mongla, and several smaller
ports. The largest and most important port is Chittagong,
situated around 200 kilometers (124 miles) southeast of
Dhaka. According to the EIU Country Report, in 2000
the Chittagong seaport handled around 80 percent of
country’s imports and 75 percent of exports, or 14.6 mil-
lion metric tons of cargo and 420,850 containers. There
have been several plans backed by private investors to
set up 2 modern container terminals (in Chittagong and
in Dhaka), but these plans have met opposition from the
labor unions. According to the U.S. Department of State,
in 1998 the U.S.-based company Stevedoring Services of
America (SSA) signed a US$440 million contract to de-
velop a private container project, which includes the con-
struction of 2 container terminals.

Currently, Bangladesh is putting considerable efforts
into developing its aviation industry to serve growing
tourism and business needs. According to the CIA World
Factbook, the country has 16 airports with paved run-
ways, including 2 international airports (Chittagong and
Dhaka). The largest, Zia International Airport at Dhaka,
is capable of handling 25 million passengers and 1.2 mil-
lion tons of cargo annually. Bangladeshi Biman Airline,
the national air carrier, operates a fleet of about 15 air-
craft, including 3 Airbus 310-300s, flying to 25 interna-
tional destinations and serving several domestic routes.
In the 1998-99 financial year it carried 1.22 million pas-
sengers and 30,869 metric tons of cargo.

Bangladesh belongs to the group of countries with
the lowest commercial energy consumption per head in
the world. The CIA estimated that in 1999 the country
produced 12.5 billion kWh, 85 percent of which was pro-
duced using gas, 7.0 percent was produced at hydroelec-
tric power plants, and around 8 percent by using liquid
fuel. According to the EIU Country Profile, 85 percent
of households in Bangladesh have no electricity and in
these places where it is delivered, 40 percent of the elec-
tricity generated is not paid for. The country experiences
regular electricity blackouts and shortages, and its poor
reliability is often cited among factors driving away for-
eign investors. The Bangladeshi government is willing to
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address the problem but in general has not had enough
resources to build new electric power generating plants.
In a recent trend, the Asian Bank of Development (ABD)
approved a US$140 million loan to construct a 450-mw
gas-fired power station near Dhaka, scheduled for com-
pletion in 2003.

Telecommunication services in Bangladesh are un-
derdeveloped and provide one of the lowest rates of tele-
phone ownership per 1,000 inhabitants in the world. The
largest company is the Bangladesh Telegraph and Tele-
phone Board (BTTB), which enjoyed a state monopoly
until 1972, when private operators were allowed. As most
of the telephone service uses outdated analogue technol-
ogy, the quality of telecommunication services is often
poor and in need of upgrades. In 2000 the country had a
mere 490,000 telephone lines and 52,000 mobile phones
serving 129 million people. The government is aiming to
provide telephone coverage of remote towns and villages
that until now have had no telephone connections. With
international assistance and increasing private invest-
ments, Bangladesh is upgrading its telecommunication
system, replacing analogue technology with digital, in-
troducing the Internet and e-mail services, and expand-
ing cellular mobile services.

ECONOMIC SECTORS

According to the World Bank Development Indica-
tors, Bangladesh is the 50th-largest economy in the
world, judged by its gross national income, although it is
the 10th-largest state in the world if judged by its popu-
lation. Although it has a good environment and climate
for the production of various crops and huge potential for
developing a tourist industry, the country suffers from

Bangladesh
GDP-COMPOSITION BY SECTOR-1999 est.

Agriculture 30%

Services 53%
Industry 17%

SOURCE: CIA World Factbook 2000 [Online].
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LABOR FORCE-BY OCCUPATION

Agriculture 63%

Services 26%

Industry 11%

TOTAL LABOR FORCE 64.1 MILLION

SOURCE: CIA World Factbook 2001 [Online]. Data for 1998.
Percent distribution for 1996.

scarcity of natural resources, shortage of arable land, reg-
ular natural disasters (flooding and cyclones), and a lack
of investment.

For decades after independence, political instability,
low demand in the local market, and economic stagna-
tion hindered the economic development of the country.
Since establishing a civil government in 1991,
Bangladesh has been struggling to diversify its economy,
to reform its agricultural sector, and to expand its indus-
trial sector, as it needs average annual economic growth
of at least 7 percent in order to eliminate widespread
poverty. In the 1990s while Bangladesh was unable to
solve its economic difficulties and eliminate poverty, it
achieved impressive growth in many areas, including
manufacturing and agriculture. Recognizing the difficul-
ties, the Bangladeshi government was willing to accept
the IMF’s recommendations and to conduct structural
changes, which included relinquishing its socialist orien-
tation and state control over the economy, decentraliza-
tion of economic management, and privatization, although
many of these changes were painful and implemented
only slowly.

Agriculture is still the single most important sector
of economy. Between 1989 and 1999, it experienced
stagnation with an average annual growth of only 1.6
percent, which was not enough to support a rapidly
growing population. Throughout the 1980s and 1990s,
Bangladesh tried with some success to achieve politically
and economically important self-sufficiency in food pro-
duction, increasing productivity and diversifying the crop
base. Nevertheless, the share of agriculture in the GDP
declined from 55 percent in 1970 to 19.6 percent in 1999.
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The role of the manufacturing sector is growing,
but the growth is painfully slow due to a lack of for-
eign investment, small demand in the local market, and
red tape and inefficiency in the local bureaucracy. Ac-
cording to the World Bank, the industrial sector in
Bangladesh grew at an average annual rate of around
4.1 percent between 1979 and 1989 and around 7.3 per-
cent between 1989 and 1999. Bangladesh has a rela-
tively large reserve of gas, which has become increas-
ingly important as a source of energy and has potential
to become a source of export revenue.

Bangladesh tries to promote its service sector, espe-
cially tourism and the information technologies sector.
However, in doing so it has to compete with neighbor-
ing India. Local trade, tourism, and other services cur-
rently make important contributions to the country’s
GDP, providing employment for 26 percent of the labor
force in the country.

AGRICULTURE

Agriculture remains the most important sector of
Bangladeshi economy, contributing 19.6 percent to the
national GDP and providing employment for 63 percent
of the population. Agriculture in Bangladesh is heavily
dependent on the weather, and the entire harvest can be
wiped out in a matter of hours when cyclones hit the
country. According to the World Bank, the total arable
land in Bangladesh is 61.2 percent of the total land area
(down from 68.3 percent in 1980). Farms are usually very
small due to heavily increasing population, unwieldy
land ownership, and inheritance regulations. The 3 main
crops—tice, jute, and tea—have dominated agricultural
exports for decades, although the rice is grown almost
entirely for domestic consumption, while jute and tea are
the main export earners. In addition to these products,
Bangladeshi farmers produce sugarcane, tobacco, cotton,
and various fruits and vegetables (sweet potatoes, ba-
nanas, pineapples, etc.) for the domestic market.

Rice is the staple food in the everyday diet of
Bangladeshis. The production of rice, which can be har-
vested 2 or even 3 times a year, reached 19.9 million met-
ric tons in 1998-99. The production of wheat reached
about 2 million metric tons in 1998-99. Both crops play
an important role in achieving self-sufficiency in food
production. However, due to weather conditions the pro-
duction of rice and wheat fluctuate greatly, forcing
Bangladesh to import food from the international market
or turn to international aid. Bangladesh imported 1.6 mil-
lion tons of wheat (mainly from the United States) in
2000 in order to meet the demand in the local market.

Jute, often called the “golden fibre” of Bengal, is the
main export-earner for Bangladeshi agriculture, as
Bangladesh remains the world’s second-largest producer
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of jute (after India) and the world’s largest exporter of
fiber. Jute is traditionally used for the fiber of carpet back-
ing, burlap bags, cheap paper, and various other purposes.
Its importance for the Bangladeshi economy comes from
the fact that almost 3 million farms are involved in jute
production. In 1999 Bangladeshi export earnings from
jute amounted to US$55 million, with the country pro-
ducing 720,000 metric tons of jute, although this is about
one-third of the jute production of the middle of the
1980s. The decline in jute production is attributed to de-
clining world prices for this crop and to farmers switch-
ing to other crops.

Bangladesh also produces tea leaves, mainly for ex-
port, although the export of this product contributes only
1 percent of the country’s hard currency earnings. In
1998-99 the country produced 56,000 metric tons of tea
leaves, but it could produce twice that amount. The main
obstacle to increasing production is in falling prices for
tea in the international market and in management and
regulation problems in the industry in the country.

Tropical rainforest is important for maintaining the
ecological balance in Bangladesh, and forestry con-
tributes 1.9 percent to the GDP (1999-2000). The forest
covers around 17 percent of the country’s territory, or 2.5
million hectares (6.18 million acres). The timber is used
by the construction industry as a source of building ma-
terials, by the printing industry as a source of materials
to produce paper, and in the agricultural sector as a source
of firewood. Commercial logging is limited to around 6.1
million cubic feet, and the government plans to plant
more trees within the next 15 years.

Fishing is another important activity in the country,
contributing 4.9 percent to the GDP (1999-2000) and
providing 6 percent of the total export income. The over-
all fish production was around 1.6 million metric tons
(1999-2000). Bangladesh mainly exports its shrimp to
the international market.

INDUSTRY

MINING. The main commercially viable natural resource
in Bangladesh is gas, although there are reports of the
existence of moderate-sized reserves of coal. Total gas
reserves are estimated at 21,000 billion cubic feet. In
2000 Bangladesh utilized 370 billion cubic feet, mainly
for domestic consumption. The major gas fields are sit-
uated in Greater Sylhet district, the Bay of Bengal, and
Greater Chittagong district. Transnational corporations
are keen to be involved in gas exploration in Bangladesh
and its exportation to the huge Indian market, however
the Bangladeshi government is resistant to the idea of ex-
porting the gas, as according to local experts’ estimates
the proven reserves could run out within the next 30 to
40 years.
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MANUFACTURING. During the 20th century Bangladesh,
like neighboring Burma (Myanmar) and Nepal, largely
missed the industrialization wave that changed the
economies of many countries in the Asian region, such
as Malaysia, Singapore, and Taiwan. At the beginning of
2001, manufacturing contributed about 24.3 percent of
the GDP, providing employment to 6.2 million people or
11 percent of the workforce. Between 1989 and 1999, the
manufacturing sector in Bangladesh grew at an average
annual rate of around 7.2 percent, albeit from a very low
base. The cheap, reliable, and abundant labor available
in Bangladesh is attractive to the world’s leading transna-
tional corporations, but they have been very slow to move
into the country, as they face regular industrial unrest led
by radical trade unions, poorly developed infrastructure,
red tape, and a very small local market. As in neighbor-
ing India, the Bangladeshi government promoted the idea
of state-led industrialization combined with heavy state
involvement in and state control of enterprise activities.

The manufacturing sector in Bangladesh comprises
mainly small, privately-owned, often unmechanized en-
terprises or large, state-owned, often loss-making enter-
prises. The main industrial centers are Dhaka, Chit-
tagong, Khulna, and Rajshahi, which have (by local
standards) well-developed transport infrastructure, in-
cluding access to seaports and railways and the sizeable
and very cheap unskilled and skilled labor force. The in-
dustrial enterprises concentrate mainly on the production
of jute goods, ready-made garments, foodstuff process-
ing, and chemical production.

Most of Bangladeshi jute goods are produced in large
state-controlled enterprises for export to the United
States, Europe, and other markets, contributing Tk13.3
billion in 1997-98 to the country’s export earnings and
Tk11.7 billion in 1998-99. According to the EIU Coun-
try Profile, Bangladesh accounts for 90 percent of world
jute fiber exports. The jute processing enterprises are vul-
nerable to downturns in the regional and international
market and experienced some recession in 1998-99. Ad-
ditionally, during the last few years the demand for jute
in the international market has been in decline due to in-
creasing use of synthetic materials in the areas where jute
was previously used. However, these jute processing
businesses still have plenty of the cheap local supply of
raw materials and, if they continue to improve the qual-
ity of their products, with efficient management and mar-
keting they may expand their export potential.

During the last 2 decades Bangladesh has found a
strong niche in ready-made garments (RMG), becoming
one of the world’s leading exporters of these products.
There are around 2,600 small and medium-size garment-
manufacturing enterprises, providing employment for
about 1.4 million local workers, mainly women. Access
to cheap and reliable local labor makes Bangladeshi
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RMG manufacturers very competitive in the interna-
tional market, although most of the fabrics and machin-
ery must be imported (in 2000 Bangladesh imported
160,000 metric tons of cotton from the United States).
According to the U.S. Department of State, total cloth-
ing exports reached about US$5 billion in 1999-2000,
mainly to the United States, Europe, and Canada.
Bangladesh especially benefited from the multi-fiber
arrangement with the United States and the generalized
system of preferences with the European Union, which
set special quotas for the RMG imports from Bang-
ladesh. The RMG sector experienced rapid growth dur-
ing the last 5 years, but with the rise of free trade and
elimination of the quota system at the end of 2004,
Bangladesh will face very tough competition from other
Asian countries such as China, India, Indonesia, Thai-
land, and Vietnam.

Bangladesh has a well-established food processing
sector, which relies on domestic agricultural production
and is oriented mainly to domestic needs. It includes
sugar refining and milling, production of edible oils, pro-
cessing and preserving of fruits and fruit juices as well
as fish processing, especially shrimp and prawns. As a
tropical country Bangladesh has a plentiful domestic sup-
ply of exotic fruits and sea species.

In the 1990s 2 major changes affected the devel-
opment of the industrial sector in Bangladesh. First, the
end of the numerous military coups and the establish-
ment of civil government brought in political stabiliza-
tion, which attracted direct international investments
and encouraged the inflow of foreign aid. Secondly, the
policy of economic liberalization, structural adjustment,
and privatization helped to increase the competitiveness
of the local industries and encouraged them to search
for new overseas markets. In order to promote the at-
tractiveness of the Bangladesh economy, the govern-
ment established special export-processing zones
(EPZ). They are situated in Chittagong, Dhaka, Chalna
(near Mongla port in Khulna) and in Commila, where
investors are given access to well-developed infrastruc-
ture and enjoy tax breaks and other privileges. By the
year 2000, the EPZs had attracted around US$415 mil-
lion worth of foreign investments and more than 150
firms had moved there. According to the U.S. State De-
partment, the United States is the single largest foreign
investor in Bangladesh with total fixed direct invest-
ment of about $750 million. The major investment pro-
jects were in the chemical, electronics, and electrical in-
dustries. The United States is followed by Malaysia,
Japan, and the United Kingdom, and the next tier of in-
vestors are Singapore, India, Hong Kong, China, and
South Korea. The U.S. State Department estimates U.S.
investment in Bangladesh will be about $2.5 billion in
2 to 4 years.
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SERVICES

TOURISM. Tourism is a small but rapidly growing sec-
tor of Bangladeshi economy. According to the Interna-
tional Labor Organization, together with the wholesale
and retail sector it provides employment for almost 6.0
million people (1996), or around 10.8 percent of the la-
bor force. Government statistics state that 171,000
tourists visited the country in 1998, contributing Tk2.4
billion to the national economy. Most visitors were from
India, Australia, Germany, the United Kingdom, and the
United States.

Tourism could only take off in the 1990s, after the
stabilization of the political situation in the country and
the end of the tribal insurgency in the Chittagong Hill
Tracts area (southeast of the country). Bangladesh has
huge potential for attracting foreign tourists as it has a
deep cultural heritage, a number of ancient monuments
and temples, and a rich natural heritage, including trop-
ical forests, beautiful hills, rivers, and national parks. The
country offers bargain-shopping and exotic souvenirs, as
well as a wide variety of activities, from eco-friendly to
adventure tourism. However, it needs to renovate and ex-
pand its hotels’ infrastructure and other services, which
are still underdeveloped.

FINANCIAL SERVICES. The financial service industry re-
mains underdeveloped in spite of a decade of major re-
forms conducted under the Financial Sector Reforms Pro-
gram. According to the International Labor Organization,
this sector provides employment for 213,000 people
(1996). Since independence it has been under state con-
trol, as the major commercial banks were nationalized
soon after independence. The local banks are often ac-
cused of providing poor financial services and being be-
set by corruption, inefficient management and capital in-
adequacies. Bangladesh lags behind in the introduction of
computerized banking payment systems, the development
of electronic payment systems, and electronic banking.
The Agrani Bank, Janata Bank, Rupali Bank and Sonali
Bank are the main financial institutions still under state
control. They account for almost half of all deposits.

In 1999 the government launched a Commercial
Bank Reform Project intended to improve the function-
ing of the private commercial banks. One bank has pro-
vided a success story: the Grameen Bank, which was
founded by university professor Mohammad Yunus, pi-
oneered in providing small credits to local communities
in need. At present the IMF and the World Bank, which
are often notoriously ineffective in the poor countries of
Asia and Africa, have carefully studied the Grameen
Bank’s microcredit model with a view to applying it in
other developing countries.

RETAIL. In Bangladesh, as in many other Asian coun-
tries, many small- and medium-sized businesses have
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been built around the retail sector and are often associ-
ated with small shops and restaurants. The retail sector
provides employment for a large number of people, but
it still remains relatively underdeveloped, due to a gen-
erally low level of income among the population. There
are still a number of small family-run traditional shops
and cafes, selling mainly locally-made products.

The United States has found that the enforcement of
intellectual property rights is “weak” and that “intellec-
tual property infringement is common.” The Bangladeshi
government has begun to address this problem seriously,
introducing a new Copyright Act in 2000 in order to bring
the country’s copyright laws into compliance with the
WTO. This act updated the Patents and Design Act of
1911, and some other outdated regulations.

INTERNATIONAL TRADE

Bangladeshi international trade is extremely small
relative to the size of its population, although it experi-
enced accelerated growth during the last decade. It is not
very diversified and depends on the fluctuations of the
international market. The Bangladeshi government strug-
gles to attract export-oriented industries, removing red
tape and introducing various financial and tax initiatives.
Between 1990 and 1995 Bangladesh doubled its exports
from US$1.671 billion in 1990 to US$3.173 billion in
1995 and then almost doubled them again from US$3.173
billion in 1995 to US$5.523 billion in 1999.

During the 1990s, the United States has been the
largest trading partner for Bangladesh, with its exports to
the United States reaching 35.7 percent in 1998-99. This
percentage consisted mainly of Ready-Made Garments
(RMG). Germany is the second-largest export market,
with the proportion of goods reaching 10.4 percent; and
the United Kingdom is in third place at 8.3 percent. Other
export destinations are France, Italy, the Netherlands,
Belgium, and Japan.

India, China, and Singapore are the 3 largest sources
of imports. Most Bangladeshi imports originate from

Trade (expressed in hillions of US$): Bangladesh

Exports Imports
1975 327 1.321
1980 793 2.599
1985 999 2.772
1990 1.671 3.598
1995 3.173 6.497
1998 3.831 7.042

SOURCE: International Monetary Fund. International Financial
Statistics Yearbook 1999.

neighboring India, reaching 20.8 percent in 1998-99. The
second most important source is China, totaling 9.3 per-
cent, third is Singapore with 8.6 percent, with Hong Kong
fourth at 7.6 percent.

During the last decade, Bangladeshi exports shifted
from the sale of agricultural products and raw and
processed natural resources to labor-intensive manufac-
tured goods (including clothing, footwear, and textiles),
but the country, unlike neighboring India, could not catch
up with the exporters of skill-intensive products. While
India is becoming an important international player in the
field of software and applications development, Bang-
ladesh lags far behind, despite the government’s efforts
to promote this area.

Bangladesh has a long history of maintaining a neg-
ative trade balance, importing more goods than it exports.
In the 1970s and 1980s it imported goods and services
twice and sometimes 3 times as much as it exported. Even
during the relatively successful 1999 financial year, the
country exported just US$5.523 billion worth of products
while it imported US$8.381 billion worth of products,
leaving a large trade shortfall of US$2.858 billion.

At present, Bangladesh faces growing economic
competition from India, Pakistan, and Indonesia, coun-
tries which could offer better infrastructure and larger and
growing domestic markets. A border conflict between
Bangladesh and India, the worst in the last 30 years
erupted in April 2001, bringing political and economic
uncertainty to the region and undermining international
investor confidence in the Bangladeshi market. If the in-
vestors move out, they could cause further social polar-
ization and increased poverty in the country.

MONEY

The Bangladeshi government tightly controls the ex-
change rate of the taka against the U.S. dollar and ma-
jor regional currencies. During the last decade the value
of the currency showed a steady decline, mainly due to
the devaluation of many of the neighboring currencies

Exchange rates: Bangladesh

taka (Tk) per US$1

Jan 2001 54.000
2000 52.142
1999 49.085
1998 46.906
1997 43.892
1996 41.794

SOURCE: CIA World Factbook 2001 [ONLINE].

50

Worldmark Encyclopedia of National Economies



(especially the Indian and Pakistani rupees). In 1995 the
Bangladeshi taka was valued at 40.278 taka per US$1;
in January 2000 the value of the taka declined to 51.000
taka per US$1. According to the IMF, the Bangladesh
Central Bank has followed a policy of gradual deprecia-
tion of the taka against the U.S. dollar since the middle
of the 1990s, devaluing the taka in gradual steps of 1 to
2 percent 2 or 3 times a year. The taka’s market value
has been protected by the large sums of foreign curren-
cies Bangladesh receives every year through aid trans-
fers and through remittances from overseas workers. The
taka is still not fully convertible. The government peri-
odically revises its exchange control regulations, intro-
ducing further liberalization of the controls. The govern-
ment lifted restrictions on the repatriation of the profit
and dividends from foreign direct investments (in the in-
dustrial sector); however, non-residents are not allowed
to buy money market instruments or treasury bills.

During the period between 1970 and 1980 inflation-
ary pressure was relatively small, as the country’s econ-
omy was closed to outside influences and was tightly con-
trolled by the government. In the 1990s consumer prices
became more volatile, fluctuating between a low of 2.9
percent and a high of 8.9 percent a year, due to the lib-
eralization and gradual opening up of the national econ-
omy to international competition.

The Bangladeshi banking system suffers from a lack
of capital and poor management. Other problems include
banks’ exposure to corruption and to bad loans allegedly
made to politically well-connected businessmen. There
are 43 private banks in the country, including 29 domestic
and 14 foreign banks, but most of them are active in ma-
jor urban areas (Dhaka and Chittagong). The foreign
banks are represented by such names as the Scotiabank
of Canada and Societe Generale of France.

The 1997 Asian financial crisis did not bring dam-
ages in the scale of the economic and financial downturn
in Indonesia, although it did negatively affect Bang-
ladeshi exports. This escape was mainly due to the lim-
ited size of the Bangladeshi market, existing currency ex-
change controls and the relatively closed nature of its
economy. Nevertheless, the Bangladeshi taka depreciated
between 1997 and 1999 at a faster rate, declining from
Tk43.892 in 1997 to Tk49.085 in 1999.

Bangladesh has 2 stock exchanges, the Dhaka Stock
Exchange (DSE) and the Chittagong Stock Exchange
(CSE; opened in 1995). Share prices shot up after the
1996 parliamentary election and market capitalization
reached US$6.0 billion in November 1999; however,
share prices fell dramatically the following year, with
some shares losing up to 60 or 70 percent of their value.
The all share indexes both in the DSE and the CSE still
remain far below those of the 1996 levels.
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POVERTY AND WEALTH

Bangladesh belongs to the poorest group of coun-
tries in the world; during the last 3 decades its GDP per
capita income barely increased from US$203 in 1975 to
US$348 per capita in 1998. The World Bank’s World De-
velopment Indicators puts Bangladesh in 170th place (out
of 207 countries) in the global ranking of gross national
income per capita. Despite considerable international as-
sistance, Bangladesh has been unable to eliminate ex-
treme poverty and hunger. There is a huge disparity be-
tween standards of living in urban and rural areas of the
country. The urban areas, especially the capital Dhaka,
and major industrial cities such as Chittagong, Khulna,
and Rajshahi, enjoy a better quality of living, with elec-
tricity, gas, and clean water supplies. Still, even in the
major cities a significant proportion of Bangladeshis live
in squalor in dwellings that fall apart during the monsoon
season and have no regular electricity. These Bang-
ladeshis have limited access to health care and to clean
drinking water. The rural population, meanwhile, often
lives in traditional houses in villages with no facilities
associated with even the most modest standards of
living.

Disparities encompass 3 dimensions that define con-
siderable differences: geographic, educational, and gen-
der. There is still considerable inequality in the distribu-
tion of income between rural and urban populations. In
general, the urban population, in the areas around Dhaka,
Chittagong, and other large cities, has long been involved
in small- and medium-sized businesses or employed in
various industries. They benefited from the recent growth
and have higher incomes. Meanwhile, the rural popula-
tion experience chronic shortages of land and regular
floods and cyclones, which often a within matter of hours
sweep away the results of months of hard work. The 1998
flood, for example, affected two-thirds of the country,
wiping out the entire winter crop and displacing millions
of people.

Education is another problem, as the adult literacy
rate reached just 60 percent in 2000, despite the fact that
primary education is universal, compulsory and free. The
illiterate section of the population is generally much

GDP per Capita (US$)

Country 1975 1980 1985 1990 1998
Bangladesh 203 220 253 274 348
United States 19,364 21,529 23,200 25,363 29,683
India 222 231 270 331 444
Burma N/A N/A N/A N/A N/A
SOURCE: United Nations. Human Development Report 2000;
Trends in human development and per capita income.
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Distribution of Income or Consumption by Percentage
Share: Bangladesh

Lowest 10% 3.9
Lowest 20% 8.7
Second 20% 12.0
Third 20% 15.7
Fourth 20% 20.8
Highest 20% 42.8
Highest 10% 28.6

Survey year: 1995-96

Note: This information refers to expenditure shares by percentiles of the
population and is ranked by per capita expenditure.

SOURCE: 2000 World Development Indicators [CD-ROM].

poorer as they are missing employment opportunities in
the industrial sector as well as government and interna-
tional assistance in form of micro-credits, and awareness
of better cultivation methods and other market skills.
Also, women in Bangladesh, especially those with large
families, have heavier workloads and often fewer skills
than the male population; the illiteracy rate is much
higher among women than men. These differences may
be seen in the statistical data. The wealthiest 20 percent
of Bangladeshis control 42.8 percent of the wealth. The
poorest 20 percent of the population control only 3.9 per-
cent of the wealth. In fact, the poorest 40 percent of the
population controls just 20.7 percent of the wealth.

Since the 1970s, the Bangladeshi government has im-
plemented a social policy aimed at the elimination of
poverty and social inequality, and largely funded by in-
ternational organizations and individual donors. This pol-
icy aims at increasing the literacy rate, providing access to
safe drinking water, family planning, and micro-crediting
the poorest and most disadvantaged groups of society.

Throughout the 1990s the Bangladeshi government
achieved some positive results, although the 1998 floods
put pressure on scarce government resources, brought
hunger to some areas of the country, and made food prices

higher. These difficulties particularly affected the most
vulnerable social groups of society, both in rural areas and
in major urban centers. The chronic poverty, under-
employment and unemployment forced large numbers of
people to migrate from the country, using all possible le-
gal and illegal channels. Bangladesh’s quality of life re-
mains much lower than in neighboring India, Pakistan, or
Sri Lanka. According to the CIA World Factbook, in 1996
around 35.6 percent of the population lived below the
poverty line, most of them in rural areas of the country.

WORKING CONDITIONS

Due to rapid growth of the population in the last few
decades the Bangladeshi labor force has grown rapidly,
as there was a large proportion of young people born in
the 1960s and 1970s. According to the EIU Country Pro-
file the Bangladeshi labor force almost doubled in a mat-
ter of a decade, growing from 30.9 million people in
1985-86 to 56.0 million people in 1995-96. Although all
sectors of the national economy experienced significant
growth, they were far below the speed of the labor force
growth. According to Bangladeshi national statistics, in
1995-96 only 12.4 percent of the labor force had formal
employment, while 40 percent were considered “em-
ployed in family-based” businesses, 29.6 percent were
considered “self-employed,” and 17.9 percent had their
jobs on a “daily basis.” In general, the competition for
working positions in the country is intense, and the work-
ing conditions are very harsh, especially in rural areas,
where 63 percent of the labor force are employed.

The Bangladeshi government pays special attention
to improving education at all levels, as it wants to attract
labor-intensive manufacturing and services to the coun-
try. Primary education is compulsory. Various initiatives
have been tried, including direct special stipends, de-
signed to increase the proportion of female students at
school. However, as the government admits, the coun-
try’s education system suffers from poor quality educa-
tion, chronic shortages of trained teachers, and a short-
age of books. Secondary education is not accessible for

Household Consumption in PPP Terms

Data represent percentage of consumption in PPP terms.
2Excludes energy used for transport.
®Includes government and private expenditures.

SOURCE: World Bank. World Development Indicators 2000.

Country All food Clothing and footwear Fuel and power® Health care® Education® Transport & Communications Other
Bangladesh 49 4 18 8 9 4 8
United States 13 9 9 4 6 8 51
India N/A N/A N/A N/A N/A N/A N/A
Myanmar N/A N/A N/A N/A N/A N/A N/A
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children from many poor families. The government chan-
nels considerable funds into tertiary education, and the
quality of teaching in some areas, particularly in techni-
cal subjects, is relatively strong. Nevertheless, the over-
all quality of the Bangladeshi universities’ graduates of-
ten does not match the demands of modern technological
developments in many areas, including information tech-
nologies and engineering. A number of Bangladeshis, re-
ceive their education overseas, many with state or inter-
national organizations’ support, although in the past
many of the students have opted not to return home af-
ter graduating from overseas universities. Bangladesh
suffers shortages of medical doctors, information tech-
nology specialists, qualified teachers, and professionals
in various other areas.

The very low wages, starting from Tk1,500, and
harsh working conditions drive large numbers of people
to seek jobs as temporary workers in Kuwait, Malaysia,
Qatar, Saudi Arabia, Oman, and the United Arab Emi-
rates. According to some unofficial estimates there are as
many as 20 million Bangladeshi illegal immigrants in
neighboring India. Many are hired to work in the low-
skill and low-wages construction and service sectors and
on agricultural plantations. The workers’ remittances,
sent home regularly, are one of the most important
sources of hard currency not only for the extended fam-
ilies of these workers, but also for the national economy
as well, totaling, according to the IMF’s figures,
US$1.706 billion (1998-99) or equivalent to the Bang-
ladeshi gross official currency reserves in 1998-99.

The trade unions are very strong in Bangladesh, al-
though only 3.5 percent of the workforce is unionized,
but most of the unions are limited to the public sector
or state-controlled enterprises. According to the Interna-
tional Confederation of Free Trade Unions (ICFTU),
there are a total of 23 national trade union centers in
Bangladesh and approximately 5,450 trade unions. The
largest of these are the Bangladesh Jatio Sramik League
(BJSL); the Bangladesh Jatiyatabadi Sramik Dal (BJSD);
the Jatiya Sramik Party (JSP); the Bangladesh Free Trade
Union Congress (BFTUC); and the Jatio Sramik League
(JSL). These bodies are organized together in the ICFTU
Bangladesh Council. About 1.8 million of the country’s
workers belong to unions, out of a total workforce of ap-
proximately 58 million. The unions tend to have strong
links to major political parties or are controlled by polit-
ical figures, and they often lead political action and
strikes in the country. The power of the trade unions is
exemplified in the fact that their continuous general
strikes (hartals) forced the BNP government to resign in
1996, and their support led to the victory of the Awami
League in the 1996 parliamentary election. Strikes are
extremely common in Bangladesh and can paralyze busi-
ness activities for weeks. The private sector is less
unionized and trade unions are practically banned from
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the Export Processing Zones (EPZ), as the EPZ is ex-
empted from certain labor laws. In case of industrial dis-
pute the problems are supposed to be solved through the
Labor Tribunal.

Unlike many Middle Eastern countries, women in
Bangladesh enjoy considerable freedom and are gener-
ally involved in education and labor, although the em-
ployment and literacy rates among them generally are
lower than among men. Recent surges in the garment in-
dustry brought new employment opportunities for
women, as around 95 percent of people employed in this
sector are women. However, in the rural areas the women
very often are disadvantaged and among the poorer mem-
bers of the communities. Currently, more than 37 percent
of the labor force is women. However, unionization
among women, and hence the protection of their rights,
is generally lower than among men.

Despite the presence of strong trade unions, the use
of child labor was quite common until recently. Not un-
til 1995 did the Bangladeshi garment exporters’ associa-
tion agree to eliminate children from the industry. How-
ever, according to the International Confederation of Free
Trade Unions, included in export sectors such as garments
and leather production, there are over 6 million child la-
borers between the ages of 5 and 14 years who work for
pay and are not enrolled in school. About 1.9 million
working children are below the age of 10. In addition to
remunerated employment, children often have to work
alongside other family members in small-scale and sub-
sistence agriculture. Bangladesh has not ratified either of
the ILO core conventions on child labor, although there
are various laws and regulations protecting children.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

1500 B.C. Hinduism, the system of beliefs, practices,
and socio-religious institutions of the Hindus, is intro-
duced in the Indian subcontinent.

327 B.C. Alexander the Great invades the province of
Gandhara, in northwest Indian subcontinent.

800s A.D. The first Muslim Arabs appear in the north
of the Indian subcontinent, and the first Muslim trad-
ing communities are established in various parts of the
region.

1192. Muhammad of Ghur wins the battles of Taraori,
which leads to the establishment of the Delhi sultanate,
principal Muslim sultanate in North India from the
13th to the 16th century.

1341. Most of Bengal becomes independent of Delhi.
1498. Vasco da Gama, Portuguese traveler and adven-

turer, lands at Calcutta.
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1576. Akbar, the great Mogul emperor, conquers the
territory of modern Bangladesh.

1608. Dhaka becomes the Mogul’s capital of Bengal
province.

1757. The nawab (ruler) of Bengal is defeated by
Robert Clive’s British force at Plassey.

1765. The British East India Company establishes con-
trol over the administration of the territory of Bengal.

1857. Indian Sepoys (soldiers) in the Bengal army of
the British East India Company rebel against British
rule in India (known as the Sepoy Rebellion).

1858. The East India Company is abolished, and the
British crown assumes direct control over British India.

1885. The Indian National Congress is founded.

1905. The British colonial administration introduces di-
vision into West Bengal and East Bengal, with East

Bengal being more or less within the territory of modern
Bangladesh, although the partition is withdrawn in 1911.

1947. Bangladesh becomes independent as a part of
Pakistan under the name “East Pakistan.”

1970. In November, a powerful cyclone hits
Bangladesh, causing great damage and more than
500,000 deaths, one of the worst natural disasters of
the 20th century.

1970. In December, Sheikh Mujibur Rahman (popularly
known as Sheikh Mujib) and his political party, Awami

League (AL), win both national and provincial elections
and demand greater autonomy for East Pakistan.

1970. The AL declares its intention to achieve inde-
pendence from West Pakistan.

1971. With the help of Indian forces, the Bangladeshi
pro-independence movement wins independence.

1974. A state of emergency is declared in Bangladesh.

1975. Sheikh Mujibur Rahman becomes president and
assumes absolute power.

1975. President Sheikh Mujib is assassinated in a mili-
tary coup in August.

1975. Abusadat Muhammad Sayem becomes president
but resigns 2 years later.

1978. General Ziaur Rahman wins the presidential
election.

1981. President General Ziaur Rahman is assassinated
in a military coup.

1981. Abdus Sattar wins the presidential election in
November.

1982. General Hossain Ershad takes power in a mili-
tary coup.
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1985. General Hossain Ershad wins the presidential
election and bans all active political opposition.

1988. Devastating floods hit three-quarters of the
country, leaving 30 million people homeless and caus-
ing food shortages.

1990. General Hossain Ershad resigns.

1991. The first free and fair election is held in
Bangladesh. Begum Khaleda Zia (widow of General
Ziaur Rahman) and her party, Bangladesh Nationalist
Party (BNP), win the election.

1991. A powerful cyclone hits Bangladesh, causing the
deaths of more than 120,000 people and great damage
to the economy.

1996. Begum Khaleda Zia wins the April parliamen-
tary election, which is accompanied by violence and a
low turnout, but is forced to resign shortly after.

1996. Hasina Wajed, daughter of Sheikh Mujib, and
her Awami League (AL) win the June parliamentary
election.

1996. An important 30-year agreement is reached with
India on the sharing of the Ganges River’s water.

1997. A peace treaty is signed between the govern-
ment and Chakma rebels, ending a 20-year uprising.

1998. Another powerful cyclone hits the country, caus-
ing extensive damage to the national economy.

2001. Indian and Bangladeshi forces clash on the bor-
der between their 2 countries.

FUTURE TRENDS

For decades after 1971 the development of the
Bangladeshi national economy has been hindered by po-
litical instability, poor economic performance, pressure
on scarce natural resources by the rapidly growing pop-
ulation, and an ineffective bureaucracy. The major
changes introduced during the 1990s included more flex-
ible economic policies, export-oriented industrialization,
and inflow of foreign direct investments. Inflation re-
mains low and is under control. The Bangladeshi cur-
rency exchange managed to avoid any spectacular fail-
ures similar to Indonesia or South Korea during the Asian
financial crisis of 1997, and it is still stable, tightly reg-
ulated and pegged to the basket of the regional curren-
cies. In 1999 and 2000 Bangladesh achieved strong eco-
nomic recovery after the devastating floods of 1998, and
if the regional and global economic environment remains
positive, the Bangladeshi economic annual growth rate
of 5 to 6 percent might continue. This development may
ease the poverty, low standards of living, underemploy-
ment, and unemployment problems.
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Nevertheless, there are several issues to be ad-
dressed. There is strong potential for all the problems, in-
cluding political instability and recession, to return if the
government fails to improve the economic situation in
the country or if global recession or global competition
negatively affect the country’s exports. Both the border
clashes with Indian border guards in early 2001, which
led to heavy casualties, and confrontations along the bor-
der with Burma (Myanmar) show how fragile regional
stability is. Meanwhile, although the changes brought
some positive results to the national economy and some
level of prosperity to some groups of the population (of-
ten limited to the educated urban population of the large
metropolitan areas), they also brought new social ills such
as growing criminality and drug usage among youth. The
government has often been criticized for its intervention
in economic development and its inability to improve
economic management or to conduct further reforms, in-
cluding privatization. There is also a serious problem with
widespread corruption, with some political groups ac-
cused of wasting public resources. The experience of In-
donesia shows how dangerous corruption and political
instability are. It remains to be seen whether economic
liberalization combined with the force of globalization
measures will strengthen the performance of the national
economy.

In the longer term, Bangladesh will need to maintain
its international competitiveness, since the current global-
ization trend eliminates borders for international trade and
brings growing competition from emerging markets for
FDIs and for the transfer of modern technologies. Politi-
cal and social unrest in neighboring Burma might affect
Bangladesh, threatening and undermining regional stabil-
ity and thus scaring off potential investors. Environmen-
tal issues are also very important for Bangladesh in the
longer term, as global climate change and the rise of the
surface level in the world’s seas may undermine the coun-
try’s agriculture, which still plays a dominant role in the
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national economy. In fact, a warmer Earth could well wit-
ness sizeable areas of the country covered by water, or it
might increase salinization of the currently arable land,
making it impossible to continue agricultural activities.

DEPENDENCIES

Bangladesh has no territories or colonies.
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CAPITAL: Thimpu.

MONETARY UNIT: Ngultrum (Nu). One ngultrum
equals 100 chetrum. Notes in circulation are Nul,
2, 5, 10, 100, and 500. Indian currency (rupees) is
also legal tender and at par value with Bhutanese
currency.

CHIEF EXPORTS: Cardamom, gypsum, timber,
handicrafts, cement, fruit, electricity, precious
stones, and spices.

CHIEF IMPORTS: Fuel and lubricants, grain,
machinery and parts, vehicles, fabrics, and rice.
GROSS DOMESTIC PRODUCT: US$0.44 billion
(1999). [CIA reports GDP at purchasing power
parity to be US$2.1 billion (1999 est.).]

BALANCE OF TRADE: Exports: US$146 million
(1999). Imports: US$243 million (1999). [The CIA
World Factbook reports exports to be US$111
million (f.o.b., 1998) and imports to be US$136
million (c.i.f., 1998).]

COUNTRY OVERVIEW

LOCATION AND SIZE. A landlocked country located in
South Asia, north of India and south of China, Bhutan
has an area of 47,000 square kilometers (18,1467 square
miles). Comparatively, the area occupied by Bhutan is
about half the size of Indiana. Bhutan’s capital city,
Thimpu, is centrally located towards the country’s west-
ern border with India. Bhutan shares a 605-kilometer
(376-mile) border with India and a 470-kilometer (292-
mile) border with China.

POPULATION. In 2000 the population of Bhutan was es-
timated at 2,005,222 by the CIA World Factbook. The
UN Statistical Yearbook gave the population as
1,034,774. Giving a third figure, the World Bank World
Development Report 2000/1 estimated the population at
782,000. The disparity between population estimates is
caused by 2 different ways of counting people: the gov-
ernment of Bhutan’s population estimate, the World Bank
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figure, is based upon those who have “official” citizen-
ship, and the CIA estimate seems to account for those
who claim such status or live in the country and may not
be recognized by the government. Uncertainty in popu-
lation figures is also connected to Bhutan’s ongoing prob-
lem with the Lhotshampa people (Bhutanese of Nepalese
origin), who have lost their citizenship or are simply not
recognized due to a series of nationality-specific laws en-
acted in the 1980s. The government claims that a large
number of the Lhotshampa are illegal immigrants who
threaten the cohesion of traditional Bhutanese society,
while the Lhotshampa argue that they are rightful citi-
zens. Another problem with such estimates is the limited
number of statistical gathering mechanisms in Bhutan,
partly due to the country’s limited financial resources and
infrastructure. As a result, statistical indicators such as
gross domestic product (GDP) or the quantity of tele-
phones per capita are difficult to estimate. Clearly, the
formulation of statistical averages depends upon which
population estimate is used. To encourage comparative
consistency, this entry indicates what population esti-
mates are used to express particular statistical data.

In 2000 the birth rate stood at 36.22 per 1,000, while
the death rate was 14.32 per 1,000. The overall popula-
tion density is very low at 12.5 people per square kilo-
meter, but this figure does not take account for the fact
that, with 92.9 percent of the population living in rural
areas, access to arable land is primary in any estimate of
population density. Therefore, if the ratio of population
to arable land is taken into account then density rises to
100 people per square kilometer. Bhutan has a very young
population with almost 50 percent aged 17 years or
younger. Given the continuation of Bhutan’s current an-
nual population growth of 2.19 percent, the United Na-
tions Development Programme (UNDP) in Bhutan pro-
jects that there will be 3.64 million people living in
Bhutan by 2025, from a 1998 level of 1.91 million. The
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UNDP also estimates that 31,000 people live in Thimpu
city (the capital and administrative center) and another
25,000 in Phuentsholing (the primary commercial center
on the Indo-Bhutanese border).

OVERVIEW OF ECONOMY

In 2001 Bhutan’s economy remained one of the small-
est and least developed in the world, almost entirely de-
pendent upon basic agricultural production, forestry, and
hydroelectricity. In 2000 rural inhabitants constituted 92.9
percent of the total population, a slight decline from the
1990 level of 94.8 percent. A large majority of agricultural
activity is subsistence-based and takes place outside of the
monetized economy. In other words, subsistence farm-
ers do not use the ngultrum (the national currency) in their
day-to-day lives; they trade and barter goods for the few
basic manufactured essentials that they might need. How-
ever, in 2000 the government cited indications that the
monetized economy was experiencing substantial growth.

Bhutan is a very poor country with a GDP per capita
of only US$197 (based upon a population of 1.03 mil-
lion), although it is important to note that because the
majority of subsistence farmers are outside of the mon-
etized economy this figure is not an adequate represen-
tation of actual living standards.
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After the serious attacks upon Buddhism in Tibet by
the communist government in China during the late
1950s, Bhutan began to develop more links with India in
order to counter the possibility of a similar fate. In 1960,
Bhutan closed its borders with Tibet and, with consider-
able Indian financial and technical assistance, began to
construct roads to link India with Bhutan. This action
constituted a key turning point for Bhutan’s economic
development, and by 2001 the national economy was
highly dependent upon Indian trade, aid, and investment.

It must be stressed that the government emphasizes
the concept of “Gross National Happiness” (GNH) as an
essential indicator and factor in Bhutan’s development, a
very specific approach to developmental ideology. The
GNH idea stresses the importance of cultural heritage,
the stability and protection of the natural environment,
greater self-sufficiency, and human development. This
approach, with its roots in the traditional Buddhist prin-
ciples of compassion, compromise, and pragmatism, is in
direct contrast to the globally dominant view of the pri-
macy of economic and material development. As the gov-
ernment maintains in a policy document for the UNDP
in 2000 that GNH “means that development is only valu-
able if it is an ‘efficient means’ to happiness and human
development.”

National debt in Bhutan is relatively stable and con-
trollable in amount. The government has actually been
able to reduce total public sector debt from US$139.5
million in 1993-94 to US$115.8 million by 1997-98.
Consequently, over the same period debt service pay-
ments declined from US$17.6 million to US$9.6 million.
Official development assistance from both individual
governments and international financial institutions in
1997 consisted of US$59.9 million in grants and US$10.1
million in loans. The Asian Development Bank (ADB)
made 2 loans to Bhutan in 2000. The first, of US$10 mil-
lion, was to assist Bhutan in setting out a health reform
program, The Bhutan Health Trust Fund, which has the
aim of maintaining the free supply of medicines to the
public. The second, of US$9.6 million, was for the re-
generation of the country’s primary road, the east-west
highway. The ADB had made another loan of US$10 mil-
lion in 1999 for a Sustainable Rural Electrification Pro-
ject to provide electricity to the poorer and more remote
areas of Bhutan.

POLITICS, GOVERNMENT,
AND TAXATION

Bhutan is the world’s only Buddhist kingdom. The
Bhutanese name for their country is Druk Yul which
means “Land of the Thunder Dragon.” Ruled by a hered-
itary monarchy since 1907, Bhutan received full inde-
pendence from India in 1949 after the British colonial ad-
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ministration withdrew from India. Bhutan’s political sys-
tem is unlike historical precedents in the West and is most
appropriately categorized as a “Buddhist monarchy.”

The third hereditary monarch, Jigme Dorji Wang-
chuck, ruled Bhutan from 1952 to 1972. He is generally
considered the “architect of modern Bhutan.” In 1953 he
established the National Assembly. Consisting of repre-
sentatives of the people, the civil service, and the Bud-
dhist monastic order, the National Assembly meets once
a year to debate aspects of public policy and develop-
ment. The Royal Advisory Council was formed by the
king in 1965 to constantly monitor the progress of Na-
tional Assembly resolutions and advise the king on day-
to-day policy matters.

In a similar vein, his son King Jigme Singye
Wangchuk (who acceded to the throne in 1972 and con-
tinued to reign in mid-2001) has also followed a reformist
approach to rule. In 1999 an analyst of Bhutanese affairs,
Thierry Mathou, maintained: “Many Bhutanese . . . were
stunned by the suddenness and amplitude of the changes
introduced by the king. . . . [c]ontrary to most countries
with monarchies where royals have resisted democratic
politics, Bhutan’s has always been the leading force of
change.” For example, in 1998 the king pushed a politi-
cal reform that reduced his authority through the devo-
lution of executive powers to the cabinet. Nonetheless,
the king continued to have final say on matters relating
to security and sovereignty as well direct administration
of the Royal Bhutan Army.

Even though Bhutan’s governmental system of
monarchy is justified on the grounds of maintaining tra-
ditional values and national identity by the country’s rul-
ing elite, it has received considerable criticism both do-
mestically and internationally. For example, Freedom
House (a U.S.-based political liberties and civil rights or-
ganization) classified Bhutan in 2000 as “Not Free.” Free-
dom House measured this conclusion upon the lack of
democratic representation of the people and the apparent
mistreatment of critics of the regime. In its report for
2000, Amnesty International (a London-based human
rights organization) maintained that individuals in
Nepali-speaking communities faced police discrimina-
tion when they attempted to get permission to open a
bank account, when attempting to travel abroad for train-
ing, for work, or to send their children to school.

In fact, discrimination against Lhotshampa is rife. A
series of laws passed in the 1980s revealed tough remits
for the acquisition of citizenship, even if an individual
were married to a Bhutanese national, and the fact that
naturalized citizenship can be terminated if a person crit-
icizes the government. Still, there is some justification
for this policy because militant Lhotshampa movements
have called for a merging of Bhutan into a greater Nepal.
Some of these militants, whom the government calls
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“anti-nationals,” have been involved in campaigns of vi-
olence and have done damage to some infrastructure and
development projects.

Nationalism and tradition are actively promoted in
Bhutan. In part due to the economic and military-politi-
cal weakness of the country in international relations and
also due to the perceived threat from the Lhotshampa
community’s tendency to reduce Bhutanese identity, the
government emphasizes rules of national dress, the code
of etiquette (driglam namzha), and the national language
(Dzongkha).

A serious ongoing security problem for the govern-
ment is the presence of the communist guerrilla group,
the United Liberation Front of Assam (ULFA) and the
Assamese (Bodo) guerrilla insurgency in east and south
Bhutan. These groups are fighting for independence for
Assam. Although there has been vocal engagement be-
tween the ULFA and the Bhutanese government, a solu-
tion to their presence has yet to be reached. The exis-
tence of these anti-Indian government forces on
Bhutanese territory could led to a deterioration in the spe-
cial friendship between India and Bhutan.

Non-tax revenue constituted 61 percent of total rev-
enue in 1998-99. The Chukha Hydro Power Corporation,
the Department of Power, and the Department of
Telecommunications are some of the key sources of this
revenue. Government revenue from the power sector pro-
vided 42 percent of total national revenue in 1998-99. Di-
rect tax collection improved in the late 1990s from Nu831
million in 1997-98 to Nu914 million in 1998-99. Of this
direct tax 65 percent was from corporate income tax. Tax-
ation on rural areas is very low, around 0.02 percent of
total revenue in 1998-99, in order to encourage the pop-
ulation to remain on their farms and thus reduce the strain
of uncontrolled urbanization. However, it should be noted
that rural inhabitants contribute via the application of their
labor to the construction and maintenance of local schools,
water supplies, and health centers.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

Bhutan’s infrastructure is limited although the gov-
ernment is actively attempting to open the more isolated
areas of the country by improving the road network.
Around 14,000 passenger vehicles were in use on
Bhutan’s 3,285 kilometers (2,041 miles) of roads in 1999.
In 1997 the Road Surface Transport Authority was es-
tablished to improve the efficiency and quality of the road
infrastructure and to enforce the observation of transport
regulations. There are no railways in Bhutan. In accor-
dance with the government policy of allowing a restricted
opening-up of Bhutan for both citizens and foreigners,
total passengers on scheduled flights rose from 8,000 in
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Communications

shortwave 1 (2000)

2Data is for 1997 unless otherwise noted.
®Data is for 1998 unless otherwise noted.
°Data is for 2000 unless otherwise noted.

SOURCE: CIA World Factbook 2001 [Online].

Internet
Telephones, Radio Service Internet
Country Telephones® Mobile/Cellular® Stations” Radios® TV Stations® Televisions? Providers® Users®
Bhutan 6,000 N/A AM 0; FM 1; 37,000 0 11,000 N/A 500
shortwave 1
United States 194 M 69.209 M (1998) AM 4,762; FM 5,542; 575 M 1,500 219 M 7,800 148 M
shortwave 18
China 135 M (2000) 65 M (2001) AM 369; FM 259; M7 M 3,240 400 M 3 22 M (2001)
shortwave 45
Nepal 236,816 (2000) N/A AM 6; FM 5; 840,000 1(1998) 130,000 6 35,000

1990 to 36,000 in 1997. The national airline, Druk Air,
owns 2 planes which fly to and from Paro International
Airport which opened a new terminal building in the late
1990s. Bhutan is landlocked; the nearest seaport is 435
miles away in Calcutta.

Electricity, gas, and water provided 11.8 percent of
value-added activity to the economy in 1997. In 2000,
Bhutan’s electricity-generating capacity was 3530 mega-
watts, 97 percent of which is hydro power and the rest
thermal. The central role of electricity production to
Bhutan’s economy is likely to expand in the early 21st
century. New large-scale hydro power stations were un-
der construction by 2001 which are expected to provide
considerable government revenue. However, over 95 per-
cent of domestic energy consumption in Bhutan consists
of biological mass, predominantly firewood.

Bhutan was cut off from the outside world for cen-
turies. Television only began to be provided by the state-
run Bhutan Broadcasting Service (BBS) Corporation in
1999 and was limited to a small number of hours a day
of programming (consisting solely of national news and
documentaries about Bhutan). Nonetheless, (based upon
a population of 1.03 million) there were already 5.5 tele-
visions per 1,000 population in 1997, which by 2000 re-
ceived 25 channels from 2 cable television companies.
By 1997, there were 19 radios per 1,000 inhabitants.
According to UN estimates there is only 1 telephone
per 100 inhabitants. In 1999, a Japanese-funded project
to provide domestic digital telecommunications was
completed. The Internet became operational in Bhutan
in 1999.

ECONOMIC SECTORS

Bhutan’s economic sectors are small like the coun-
try; the country has limited population, domestic mar-

60

kets, and natural resources. Geographical isolation
caused by highly mountainous terrain and political iso-
lation due to a formerly inward-looking society means
that the economy’s integration into the world economy
is minimum. Isolation in combination with previously
low levels of education means that a medium and large-
scale private sector is almost non-existent. The ma-
jority of the monetized economy is dominated by
parastatals.

Bhutan’s economy is primarily agricultural, mostly
subsistence farming, although some export-oriented com-
mercial farming of fruit and spices does exist. Industry
is limited to the production of hydro power and basic
manufactures. Services to support these sectors are ba-
sic. Tourism, whilst small in size, provides a high pro-
portion of the country’s foreign exchange.

Bhutan
GDP-COMPOSITION BY SECTOR-1998

Agriculture 38%
Services 25%

Industry 37%

SOURCE: CIA World Factbook 2000 [Online].
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Bhutan
LABOR FORCE-BY OCCUPATION
Services 5%

Industry &
Commerce 2%

Agriculture 93%

TOTAL LABOR FORCE N/A
SOURCE: CIA World Factbook 2001 [Online].

AGRICULTURE

The agricultural sector provided 38.5 percent of GDP
in 1997, a significant decline from the 55 percent in 1985.
The 1997 GDP consisted of a total production of 18.1
percent crops, 11.4 percent of economic activity in the
forestry sector, and 9 percent livestock production. Of the
970,000 people who were employed in Bhutan in 1998
(using a population estimate of 2 million) 93.8 percent
were engaged in agricultural activities. There were
160,000 hectares of arable land under permanent crops
in 1998, compared to the 1980 level of 122,000. In 1998
only 40,000 hectares of this land was irrigated, an im-
provement upon the 1980 level of 26,000 hectares.

Cereal production increased from 95,000 metric tons
in 1989 to a consistent level of 112,000 tons per annum
in the period 1995 to 1998. While self-sufficient in maize,
barley, millet, and buckwheat, Bhutan is only 50 percent
self-sufficient in rice and 30 percent in wheat. In total the
country is around 60 percent self-sufficient in cereals.
Other key crops which are actually exported are potatoes,
spices (mainly cardamom and nutmeg), and fruit which
in 1997 consisted mainly of oranges (54,000 metric tons)
and apples (13,600 metric tons). In total, agricultural
goods provided 13.7 percent of Bhutan’s total exports in
1997.

Bhutan continues to import substantial amounts of
essential food items. The Food Corporation of Bhutan
imports subsidized food items from India, among which
are rice, wheat, edible oils, sugar, and salt. Between
1994-98 an annual average of 12,500 metric tons of rice,
12,500 tons of wheat, and 3,600 tons of sugar were im-
ported. It is important to note that 58 percent of farming
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households own less than 2 hectares. This small level of
landholding makes some households susceptible to sea-
sonal shortages of food, to poor health, and even to mal-
nutrition.

FORESTRY. The government is actively trying to main-
tain the economic exploitation of Bhutan’s extensive
forestry resources at sustainable levels. In keeping with
the GNH concept, plans by the Forest Services Division
of the Ministry of Agriculture for improved harvesting
of forests are being undertaken to assure environmental
balance. For example, 60 percent of Bhutan’s total land
area is required to have good tree cover; by 2000 72 per-
cent was covered. In 1997-98, 27,770 cubic meters of
trees were felled for commercial logging and an addi-
tional 22,884 cubic meters for housing construction and
public works. The gross sales of Bhutan Board Products
in 1998 were Nu383.8 million.

INDUSTRY

HYDRO POWER. The electricity sector showed an aver-
age growth of 48.2 percent in the period 1985-1995. In
1998-99 hydro power contributed 30 percent to total ex-
ports. This rate will increase considerably in the early
21st century when new hydro power stations being built
in Tala, Kurichhu, and Basochhu are completed. Hydro
power has also acted to stimulate the growth of the man-
ufacturing and services sectors.

MANUFACTURING. Manufacturing provided 12.8 per-
cent of value added activity to the economy in 1997. The
production of cement is one of the principal enterprises
in Bhutan’s industrial sector. In 1998, Penden Cement
Authority had gross estimated sales of Nu564.7 million,
a substantial increase from the 1997 level of Nu265.5
million. Another cement plant was due to be completed
by 2002, but due to disturbances related to Assam insur-
gents this project was suspended. The processing of
Bhutan’s agricultural produce is another significant dy-
namic factor in the manufacturing sector. For example,
Bhutan Fruit Products enjoyed gross sales of Null2.3
million in 1998; these sales were mainly of juices and
canned fruit.

SERVICES

TOURISM. Bhutan is one of the safest countries in the
world. Crime rates are minimal and foreign visitors are
treated politely and with respect. The country’s history,
culture, and isolation offer a great deal to the more ad-
venturous tourists who have been visiting Bhutan since
1974. The privatization of the tourism sector in 1991 led
to fast-paced growth in hotels and travel agencies. This
growth was so rapid that by 2001 there was excess ca-
pacity in tourism services. The failure to fully exploit this
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capacity is primarily due to government restrictions on
the number of tourists admitted into Bhutan, a policy de-
vised to reduce outside influence upon national tradi-
tions. Consequently, only 6,203 tourists entered Bhutan
in 1998, and these people provided US$7.8 million in
much-needed foreign currency. Around 40 percent of
these tourists came from EU countries, 24 percent from
the United States, and 17 percent from Japan. Nonethe-
less, this is a significant rise from the 1993 level of 2,984
where only US$3 million in tourism receipts were
recorded. The high level of foreign exchange earnings
from tourism is partly due to a compulsory government
charge on tourists of US$200 a day.

INTERNATIONAL TRADE

Bhutan’s engagement with international trade is
highly dependent upon its neighbor and ally, India. In
1997, US$114.2 million of Bhutan’s exports were pur-
chased by India, which constituted 94.6 percent of the to-
tal. Bangladesh received US$5.1 million of Bhutanese
goods. In the same year, the direction of the flow of
Bhutan’s imports consisted of US$97.6 million from In-
dia, 69.4 percent of the national total. In addition, Bhutan
imported US$23.8 million of goods from Japan, US$4
million from Singapore, and US$1.8 million from Ger-
many.

Bhutan is a founding member of the South Asian As-
sociation for Regional Co-operation (SAARC), whose
other members are Bangladesh, India, Nepal, Pakistan,
and Sri Lanka. Bhutan will host the 2002 SAARC sum-
mit meeting. As part of its policy of engagement with the
world economy, Bhutan is preparing to join the World
Trade Organization.

MONEY

The widespread use of money in Bhutan only began
in the early 1960s with the growth of trade with India
and the initiation of bilateral development aid from In-
dia to Bhutan. Even though Bhutan’s economy is highly

Trade (expressed in hillions of US$): Bhutan

Exports Imports
1975 N/A N/A
1980 017 .050
1985 022 .084
1990 .068 .078
1995 103 112
1998 N/A N/A

SOURCE: International Monetary Fund. International Financial
Statistics Yearbook 1999.

Exchange rates: Bhutan

ngultrum (Nu) per US$1

Jan 2001 46.540
2000 44.942
1999 43.055
1998 41.259
1997 36.313
1996 35.433

Note: The Bhutanese ngultrum is at par with the Indian rupee which is also
legal tender.

SOURCE: CIA World Factbook 2001 [ONLINE].

underdeveloped the price of consumer goods has re-
mained fairly stable. The average percentage change of
prices each year was only 10 percent between 1990 and
1998. Total international currency reserves by major
Bhutanese holders (mainly the Royal Monetary Author-
ity, Bank of Bhutan, and Bhutan National Bank) rose dra-
matically in value from US$106.9 million in 1993-94 to
US$218.2 million in 1997-98.

Two banks operate in the country: the Bhutan Na-
tional Bank has offices in Thimpu and a branch in
Phuentsholing, and the Bank of Bhutan has branches in
the country’s main centers. No restrictions are placed on
the quantity of currencies that can be taken into Bhutan
although they are limited to the main international cur-
rencies. In the late 1990s Bhutan National Bank was
partly privatized when the government sold 40 percent
of its shares to Citibank and the Asian Development
Bank; the government now owns only 27 percent of the
bank. Bhutan has a stock exchange but it is not open to
external investment.

POVERTY AND WEALTH

From the 1960s free basic health services began to
be provided by the government across most of Bhutan
where populations were concentrated. Nonetheless, by
2000 the UNDP estimated that 20 percent of the popu-
lation still lacked sufficient access to health services.

GDP per Capita (US$)

Country 1975 1980 1985 1990 1998
Bhutan N/A 232 292 387 493
United States 19,364 21,529 23,200 25,363 29,683
China 138 168 261 349 727
Nepal 149 148 165 182 217
SOURCE: United Nations. Human Development Report 2000;
Trends in human development and per capita income.
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Lack of health care is a serious drawback because the
general diet lacks sufficient fruits and vegetables. Con-
sequently, over half of the country’s children 6 and
younger suffer from stunting, and over 30 percent are un-
derweight. Poor nutrition is not nation wide, however,
but determined by regional, urban-rural, and socio-eco-
nomic factors. For example, in Pemagatshel average calo-
rie consumption per day is 1,647 whereas in Punakha it
is 3,227.

The incidence of rural poverty is as high as 90 per-
cent. Unhygienic conditions are prevalent in Bhutan with
42 percent of the population lacking access to safe wa-
ter and 30 percent of the people living in conditions of
poor sanitation. Nonetheless, poverty in Bhutan has de-
clined as indicated by the rise of average life expectancy
from 37 years in 1960 to 66 years in 1994. The increased
longevity suggests that the consistent government policy
of providing a socially oriented infrastructure, in accor-
dance with the GNH concept, is effective even though
much work remains to be done.

WORKING CONDITIONS

Bhutan is yet to ratify the key International Labour
Organization Conventions Number 87 (Freedom of As-
sociation and Protection of the Right to Organize, 1948)
or Number 98 (Right to Organize and Collective Bar-
gaining). Trade unionism is not permitted in Bhutan, nor
does it exist in practice. In fact, terms and conditions as
well as salaries are generally fixed by the government,
which requires employees and employers (at least in the
formal economy) to engage in formal written contracts
of agreement. The population employed in Bhutan is es-
timated at 970,000 (based upon a population of 2 mil-
lion).

Education has received considerable emphasis by the
government of Bhutan, and primary schooling is available
in even the remotest areas. The Bhutanese government
spent 7 percent of total expenditure on education in 1997.
Mainly due to government initiatives in its drive to re-
duce illiteracy, levels fell from 71.9 percent in 1980 to
52.7 percent in 2000. The Bhutanese workforce is be-
coming more skilled, although this is problematic because
there are serious limits upon the amount of educated
workers required in what is essentially an agricultural
economy. Consequently, while there are rising employ-
ment expectations amongst the literate population the la-
bor market cannot provide sufficiently skilled work.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

1616. Bhutan is unified by Zhabdrung Ngawang Nam-
gyal who makes comprehensive laws and local admin-
istrations.
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1907. The hereditary monarchy is created.

1949. The Indo-Bhutan Treaty of friendship is signed,
and Bhutan receives full independence.

1952. Jigme Dorji Wangchuck (the “architect of mod-
ern Bhutan) becomes king.

1953. The National Assembly is established.

1960. Trading is entirely oriented toward India.

1965. The king forms the Royal Advisory Council.

1972. Jigme Singye Wangchuk becomes king.

1974. Bhutan begins to encourage tourism.

1983. The South Asian Association for Regional Co-
operation is established.

1998. The king devolves some of his executive powers
to the cabinet.

FUTURE TRENDS

Problems with the Lhotshampa population seem
likely to continue into the 2Ist century. Unless the
Bhutanese government finds an amicable solution to this
problem, Lhotshampa militancy is likely to intensify.
Similarly, the security issue of the presence of Assam in-
dependence insurgencies on Bhutanese territory needs to
be addressed in order to avoid embittering relations with
militarily powerful India. This point is all the more im-
portant due to the ongoing flow of free trade with India.
Bhutan is highly dependent upon developments within
India’s economy. As a result, levels of integration with
the world economy will closely follow those of India.
Planned membership of the WTO will exacerbate
Bhutan’s economic openness.

In 2001, Bhutan’s excellent environmental conser-
vation and balance meant that the economy had greater
ability to use its forestry and hydroelectricity resources.
For example, while the government insists that 60 per-
cent of the country remain forested, the 2000 coverage
of 72 percent indicated room for increased use without
compromising governmental policy. Similarly, the 3 hy-
droelectricity plants to be completed early in the 21st
century are projected to contribute vast amounts of gov-
ernment revenue without significantly damaging the en-
vironment. This revenue is intended to support human-
centered development. If the government remains true
to these policies and continues to widen political free-
doms, Bhutan has a bright political, social, and eco-
nomic future.

DEPENDENCIES

Bhutan has no territories or colonies.
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BRUNEI

CAPITAL: Bandar Seri Begawan.

MONETARY UNIT: Brunei dollar (B$). One Brunei
dollar equals 100 cents. The Brunei dollar is at par
with the Singapore dollar, and the currencies are
interchangeable. There are coins of 1, 5, 10, 20, and
50 cents, and bills of 1, 5, 10, 50, 100, 500, 1,000,
and 10,000 dollars.

CHIEF EXPORTS: Crude oil, liquefied natural gas,
and petroleum products.

CHIEF IMPORTS: Machinery and transport
equipment, manufactured goods, food, and chemicals.
GROSS DOMESTIC PRODUCT: US$5.9 billion
(purchasing power parity, 2000 est.).

BALANCE OF TRADE: Exports: US$2.55 billion
(f.o.b., 1999). Imports: US$1.3 billion (c.i.f.,
1999).

COUNTRY OVERVIEW

LOCATION AND SIZE. Located in Southeast Asia, bor-
dering the South China Sea and Malaysia, Brunei is ge-
ographically divided by Malaysia into 2 unconnected
parts. Brunei has an area of 5,770 square kilometers
(2,228 square miles) and a total coastline of 161 kilo-
meters (100 miles). Comparatively, the area of Brunei is
slightly smaller than the state of Delaware. Brunei’s cap-
ital city, Bandar Seri Begawan, is located on the north-
eastern coast of the country.

POPULATION. The population of Brunei was estimated
at 336,376 in July of 2000, with a growth rate estimated
at 2.17 percent. In 2000 the birth rate stood at 20.81 per
1,000, and the death rate stood at 3.39 per 1,000.

The population is generally young, with 31 percent
below the age of 14 and just 3 percent over the age of
65. In 2000, male life expectancy was estimated at 71.23
years and female at 76.06, and that of the population as
a whole at 73.58 years. By 1995, the literacy rate of the
total population was relatively high at 88.2 percent, with

Worldmark Encyclopedia of National Economies

DARUSSALAM

Nation of Brunei, Abode of Peace
Negara Brunei Darussalam

92.6 percent of males and 83.4 percent of females over
the age of 15 able to read and write.

The Malay people comprise 62 percent of Brunei’s
population, with Chinese accounting for 15 percent, in-
digenous people 6 percent, and other groups 17 percent.
Islam is Brunei’s official religion and Muslims account
for 67 percent of the population. About 13 percent are
Buddhist, Christians make up 10 percent, and those with
indigenous beliefs make up the remaining 10 percent.

OVERVIEW OF ECONOMY

Brunei is a wealthy oil-rich country in Southeast
Asia. Oil and natural gas have been the basis of the coun-
try’s wealth. Dependency on this single valuable com-
modity has made it vulnerable to international market
fluctuations, however, and the government has been mak-
ing efforts to diversify the economy. The economy is
dominated by the oil and gas sector, but large-scale gov-
ernment expenditure on infrastructure programs has
made the construction sector the second largest economic
sector in Brunei. The country’s main exports are oil and
gas products, but it must import most of its food.

Brunei has a limited labor force. Most ethnic Malays
work in the public sector administration and government
departments and enjoy substantial benefits, but the Malay
labor force is limited in number. The country hosts a large
number of foreign skilled and unskilled workers, espe-
cially in the construction sector. In order to maintain the
leadership of Brunei Malays, government policies protect
and promote Malays involved in industry and commerce.

The government of Brunei has very large foreign re-
serves from oil, no foreign debt, and is a significant
international investor. The Brunei Investment Agency
(BIA) manages foreign reserves for the government
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(excluding the ruling sultan and other members of the
royal family). The BIA tries to increase the value of
Brunei’s foreign reserves by spreading its investments
across the United States, Japan, Western Europe, and the
countries of the Association of South East Asian Nations
(ASEAN).

POLITICS, GOVERNMENT,
AND TAXATION

Brunei has long been ruled by sultans (kings), though
for much of its modern history those sultans have ruled
in cooperation with European colonial powers. Spanish
and Dutch colonists began arriving in Brunei in the 16th
century. English colonists came during the 17th century,
and the country was made a British protectorate in 1888,
which meant that Britain provided military and economic
assistance. During World War II (1941), the Japanese oc-
cupied the country. The British returned after the war,
and negotiations began for Brunei’s eventual indepen-
dence. In 1959 a written constitution was introduced
granting Brunei internal self-rule under British protec-
tion. In 1984 Brunei achieved full independence and be-
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came an independent sovereign sultanate governed on the
basis of a written constitution.

The 1959 constitution granted the sultan full execu-
tive authority, but called for an elected legislative coun-
cil. A limited effort to meet this requirement with a par-
tially elected legislative body was tried but quickly
abandoned. In 1962 the Partai Rakyat Brunei (Brunei
People’s Party, PRB) won the election for the legislative
council but was denied access to office. The party’s en-
suing uprising was rapidly crushed by the ruling sultan
and the PRB was then banned. Since that time the leg-
islative council has been an appointed body. Currently,
the Brunei Solidarity National Party (PPKB), with closer
allegiance to the government, is the only legal political
party. In 1995, for the first time in 10 years, the PPKB
was permitted to hold its national assembly, but its ac-
tivities were circumscribed, and the party has had little
influence.

Brunei is an Islamic sultanate. The hereditary sultan
is the head of state and holds ultimate authority. He is
also the country’s prime minister, minister of finance, and
minister of defense, and presides over a council of min-
isters, a religious council, a privy council, and a council
of succession, all of whose members he appoints. There
are no popular elections and the Legislative Council func-
tions in a purely consultative capacity. The concept of
Melayu Islam Beraja (Malay Muslim Monarchy, MIB)
was introduced as a state ideology, invoking Brunei’s his-
tory of monarchy, Brunei Malay culture, and Islamic val-
ues, in order to justify absolute monarchy.

The government plays a large role in the economy.
In the 1990s the government has made concerted efforts
to diversify the economy from oil and gas. Industries pro-
moted by the government are agriculture, manufacturing,
tourism, commerce, and banking. In the Seventh National
Development Plan (1996-2000), the government allo-
cated more than B$7.2 billion for the implementation of
various projects and programs. Thanks to such commit-
ments, the non-oil sector’s contribution to the GDP rose
from 24.3 percent in 1991 to 66 percent in 1998. The
government actively encourages more foreign invest-
ment. It extends “pioneer status” to aircraft catering ser-
vices as well as the cement, textile, furniture, glass, plas-
tics, and synthetic rubber industries. Pioneer status
companies can get exemption from the 30 percent cor-
porate tax.

One of the government’s most important priorities is
to encourage Brunei Malays to move into the private sec-
tor from the public sector where most are employed. The
government policy of “Bruneisation” of the workforce
encourages Brunei Malays to work in the private sector.
The Brunei Shell Petroleum (BSP) company and the 2
largest foreign banks, the Hong Kong and Shanghai
Banking Corporation and Standard Chartered Bank, have
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had to increase the number of Brunei Malays on their
staffs under this policy. The Bruneian government also
boosts private business to nurture Brunei Malay leaders
in industry and commerce.

The sole tax levied by the government of Brunei is
the corporate tax, generally 30 percent. Otherwise,
everything that is normally taxed in other countries—
capital, gains, import and export, sales, manufactur-
ing—is free of tax, and there is no personal income tax.
The huge government revenues from oil and gas are suf-
ficient to finance government expenditures, and Brunei
is the least taxed country in the region and perhaps in
the world.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

Brunei’s infrastructure is well developed. The road
network serving the entire country is being expanded and
modernized and totaled 2,525 kilometers (1,569 miles)
in 1998. A 1,150-kilometer (715-mile) main highway, of
which 399 kilometers (248 miles) are paved, runs the en-
tire length of the country’s coastline. It conveniently links
Muara, the port at the eastern end, to Belait, the oil-pro-
duction center at the western end of the state. Per capita
car ownership in Brunei is one of the highest in the world.
In 1995 there were 167,786 cars, of which 139,658 were
private cars. Since 1996 the Brunei government has at-
tempted to improve public transit by expanding taxi and
bus services in Bandar Seri Begawan and its vicinity. Bus
services to other districts are infrequent and irregular.
Other than a 13-kilometer (8-mile) private railway line,
there are no rail services in Brunei.

Brunei has 2 major ports: a large, deepwater harbor
at Muara and a smaller port at Kuala Belait. They offer
direct shipping to Hong Kong, Singapore, and several

Brunei Darussalam

other Asian destinations. An expanded international air-
port is located at Bandar Seri Begawan. Royal Brunei
Airlines (RBA) serves long-distance destinations in Asia,
Australia, the Middle East, and Europe, as well as sev-
eral short-haul destinations to East Malaysia and In-
donesia, and Brunei Shell Petroleum (BSP) owns a small
airport in the oil field at Seria.

Brunei has one of the best telecommunication sys-
tems in Southeast Asia. The rate of telephone availabil-
ity is currently 1 telephone for every 3 persons. There are
2 earth satellite stations providing direct telephone, telex,
and facsimile links to most parts of the world. There are
2 television broadcast stations and, by 1997, there were
196,009 TV sets. Brunei was connected to the Internet in
September 1995 through Brunet. By the end of 1999 there
were 15,000 registered Internet users in the country. Keen
to develop e-commerce, the government is investing
B$55 million in installing a countrywide multimedia
highway called RAGAM 21 to serve both the private and
public sectors.

According to the CIA World Factbook 2000, 2.56
billion kilowatt-hours (kWh) of electricity were gener-
ated and 2.381 billion kWh consumed in Brunei in 1998.
There were no exports or imports of electricity. All the
electricity is produced from fossil fuels (oil and gas). The
country has no nuclear or hydro-power plants.

ECONOMIC SECTORS

Brunei’s status as a major oil and natural gas pro-
ducer and its political goal of promoting full employ-
ment for ethnic Bruneian Malays are the 2 forces most
responsible for the shape of the Bruneian economy. Be-
cause it is the third largest oil producer in Southeast Asia,
and the fourth largest producer of liquified natural gas in
the world, the oil and gas sector dominates the private

Communications

Data is for 1997 unless otherwise noted.
°Data is for 1998 unless otherwise noted.
°Data is for 2000 unless otherwise noted.

SOURCE: CIA World Factbook 2001 [Online].

Internet
Telephones, Radio Service Internet
Country Telephones®  Mobile/Cellular® Stations® Radios® TV Stations®  Televisions® Providers® Users®
Brunei Darussalam 79,000 (1996) 43,524 (1996) AM 3; FM 10; 329,000 (1998) 2 201,900 (1998) 2 28,000 (2001)
shortwave 0
United States 194 M 69.209 M (1998) AM 4,762; FM 5,542; 575 M 1,500 219 M 7,800 148 M
shortwave 18
Philippines 19M 1.959 M (1998) AM 366; FM 290; 11.5M 31 3.7M 33 500,000
shortwave 3 (1999)
Malaysia 45M(1999)  2.698 M (1999) AM 56; FM 31; 10.9 M (1999) 27 (1999) 10.8 M (1999) 7 15M

shortwave 5 (1999)
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Brunei

GDP-COMPOSITION BY SECTOR-1996 est.
Agriculture 5%

Services 49%

Industry 46%

SOURCE: CIA World Factbook 2000 [Online].

economy. Along with the construction which is heavily
funded by the Bruneian government, oil and gas con-
tributed some 46 percent of GDP in 1996. The construc-
tion industry was greatly affected by the Asian financial
crisis in 1997-98, but the industrial sector as a whole was
expected to thrive with rising world oil prices in 2000.
Services, including finances, accounted for 49 percent of
GDP in 1996. Within the service sector, community, so-
cial, and personal services contributed a large percentage
of GDP. The government has made consistent efforts to
diversify its economy to boost non-oil sectors.

Brunei Darussalam

LABOR FORCE-BY OCCUPATION Agriculture, Forestry &

Fishing 10%

Government 48% Production of 0il,

Natural Gas,
Services &
Construction

42%

TOTAL LABOR FORCE 144,000

SOURCE: CIA World Factbook 2001 [Online]. Data for 1995 est.
Temporary residents make up 41% of labor force (1991). Percent
distribution for 1999 est.
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Government estimates, which do not divide em-
ployment according to agriculture, industry, and ser-
vices, indicate that 48 percent of the population is em-
ployed by the government and 42 percent in the oil, gas,
services, and construction industries. Only an estimated
10 percent of the workforce are employed in Brunei’s
agricultural sector, which contributed about 5 percent of
GDP in 1996.

AGRICULTURE

Agricultural activity in Brunei is not high. The gov-
ernment has attempted to increase agricultural produc-
tion in order to achieve self-sufficiency in food, but re-
sults have been unsatisfactory. Agriculture made up
only 5 percent of the GDP in 1996, and the country has
had to import 80 percent of its food needs. While land,
finance, and irrigation facilities are available, agricul-
tural activities lack manpower resources. The gap be-
tween wages in farming and the public sector is large,
and most Bruneians have little interest in agricultural
production.

Brunei is nearly self-sufficient in vegetables, but
only 1 percent of the nation’s rice is produced locally.
The production of tropical fruits is being encouraged.
Cattle—both beef and dairy—buffalo, and goat rearing
are also being promoted. Pig farming has been banned
since 1993, but the country is self-sufficient in egg pro-
duction and nearly self-sufficient in poultry.

FISHING. Fish is an important part of the local diet. The
fishing sector, comprising catch, aquaculture, and
seafood processing, contributed about 0.5 percent to the
total GDP in 1998. In 1996 more than 60 percent of fish
and prawns sold in Brunei were imported. The govern-
ment hopes to develop the fishing industry, including
fishing fleets and fish-processing factories, and sees for-
eign joint ventures as the way to obtain finance and ex-
pertise. The government believes the sector could become
an important export revenue earner and employer. Brunei
declared a 200-nautical mile fisheries limit in 1983.

FORESTRY. Because of Brunei’s mostly urban popula-
tion and the wealth deriving from oil and gas, forest use
has been limited. Currently about 80 percent of Brunei’s
total land is covered by forests, nearly 60 percent of it
virgin. Forestry accounted for only 0.3 percent of the to-
tal economic output in 1998. The government is com-
mitted to preserving the important environmental,
biotechnological, and other economic and social func-
tions of its forests and hopes to develop their potential
as a tourist attraction. Consequently, logging, limited to
100,000 cubic meters annually, is confined to meeting
local needs only, and timber extraction for export is
strictly prohibited.
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INDUSTRY

PETROLEUM PRODUCTS. Oil and natural gas mining is
the backbone of Brunei’s economy. In 1998 the oil and
gas sector contributed an estimated 34 percent to GDP
and dominated exports. In 1998 crude oil and partly re-
fined petroleum accounted for an estimated 39 percent
of total exports and natural gas for 49 percent. Brunei is
the third largest oil producer in Southeast Asia and the
fourteenth largest in the world; it ranks fourth in pro-
duction of natural gas. Oil and gas mining is a capital-
intensive industry and employs only a small percentage
of the total labor force (5.2 percent in 1995). At the be-
ginning of 1993 reserves were estimated at 1.4 billion
barrels of oil and 320 billion cubic meters of gas. The
government has pursued a national depletion policy
since 1988 aimed at preserving resources and continu-
ing exploration of new fields.

Brunei Shell Petroleum (BSP) is the biggest oil min-
ing company. It has 7 offshore and 2 onshore oil fields
in Brunei. The Brunei government is an equal shareholder
with the Royal Dutch Shell Group in the company. An-
other important oil-exploration company is Jasra-Elf, a
joint venture that has been actively exploring for hydro-
carbons offshore and has made some discoveries.

Brunei’s annual sales of liquefied natural gas (LNG)
sales are currently nearly 6 million metric tons. LNG is
as important a revenue earner as oil exports, and the bulk
of it is purchased by 3 Japanese utility companies: Tokyo
Electric, Tokyo Gas, and Osaka Gas. About 10 percent
of LNG is used for domestic consumption.

Following the regional economic crisis in 1997,
combined with concerns about falling oil prices through-
out 1998, the Brunei government realized that the oil and
gas industry can no longer limit itself just to exploration,
drilling, and export. It is now aiming at developing a hy-
drocarbon products industry in Brunei.

CONSTRUCTION. The construction sector is the second
most important industry in Brunei, contributing 6.6 per-
cent of GDP in 1998. The sector’s performance depends
heavily on government spending. Indeed, the develop-
ment of this sector is the direct result of increased gov-
ernment investment in developing infrastructure projects
such as government offices, hospitals, schools, mosques,
housing, fire stations, and sporting facilities.

Hit by the regional economic crisis in 1997-98, pri-
vate sector construction projects almost collapsed. The
government cut development spending on infrastructure
projects by 50 percent from B$950 million in 1999 to
B$550 million in 2000. Thus, growth in this sector is ex-
pected to be sluggish.

MANUFACTURING. Manufacturing contributes only a
small portion of Brunei’s economic output. Its contribu-
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tion to GDP has increased from 0.8 percent in 1980 to
an estimated 3 percent in 1998. The major large-scale in-
dustries include food and beverage processing, garment
making, cement production, and the production of pre-
cast concrete structures. According to International Mon-
etary Fund (IMF) data for the year 2000, 23 industrial
sites are being established in Brunei. Food processing and
furniture manufacture are designated for further devel-
opment, while ceramic tiles, cement, chemicals, ply-
wood, and glass are considered to have development po-
tential by the government.

SERVICES

TOURISM. Before the mid-1990s the only tourists visit-
ing Brunei were relatives and friends of expatriates who
were working there. Several factors have held back the
development of tourism: access to alcohol is limited; the
cost of accommodation in the capital is high; accommo-
dation and transport outside the capital is not available;
and the general perception about the country is that there
is little of interest to see. However, Brunei does offer both
natural and cultural attractions, and the government is
now actively promoting tourism as an important part of
economic diversification.

The capital, Bandar Seri Begawan, is a neat, clean,
and modern city. The cultural attractions there include
the sultan’s magnificent palace, the Brunei Museum, the
Malay Technology Museum, and the Omar Ali Mosque.
Kampung Ayer is a centuries-old collection of 28 water
villages built on stilts in the Brunei River, and Jerudong
Park is a recreational center located close to Tutong. The
large tropical rain forest areas have been earmarked for
ecotourism in sites such as Temburong National Park.
However, the underdeveloped transport and accommo-
dation facilities remain an obstacle to the expansion of
the tourism sector.

In 1996 Brunei had 703,300 foreign visitors, most
of them from the neighboring Sabah and Sarawak re-
gions of Malaysia. Passengers on RBA flights to and
from Australia are stopping over in the capital in in-
creasing numbers. With 2000 designated as “Visit
Brunei Year,” the Asia-Pacific Economic Co-operation
(APEC) meetings were held in Brunei and proved a boost
for Brunei tourism.

FINANCIAL SERVICES. The contribution of financial ser-
vices to the GDP was 6.4 percent in 1998. There are 9
banks operating in Brunei. The 2 largest foreign banks
in the country are the Hong Kong and Shanghai Banking
Corporation (HSBC) and Standard Chartered Bank.
There are a number of Malaysian banks and 3 locally in-
corporated banks: the Islamic Bank of Brunei (IBB),
Baiduri Bank, and the Development Bank of Brunei
(DBB). The IBB offers savings and loan facilities in ac-
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cordance with Islamic principles. The other Islamic fi-
nancial institution is the Tabung Amanah Islam Brunei
(Brunei Islamic Trust Fund, TAIB). The financial sector
also includes a number of locally incorporated and in-
ternational finance and insurance companies. The au-
thorities have been preparing to implement a compre-
hensive financial regulatory system via the proposed new
Banking Act.

RETAIL. Until the late 1980s the retail sector in Brunei
was not particularly sophisticated. Aside from the local
market, there were only coffee shops, general provision
shops, Chinese supermarkets, and a few Chinese restau-
rants. In 1986 a Japanese store group, Yaohan, opened
its first department store in Brunei. Since 1995 a more
international range of shops has come to Brunei, includ-
ing the Body Shop, and the fast food chains McDonald’s,
Pizza Hut, and Kentucky Fried Chicken. The new Sultan
Foundation complex of shops now stands in the center
of Bandar Seri Begawan.

INTERNATIONAL TRADE

In 1999 the value of Brunei’s exports reached
US$2.55 billion, while imports were valued at US$1.3
billion. The country’s export trade is dominated by pe-
troleum products. In 1998 crude oil and partly refined pe-
troleum accounted for an estimated 39 percent of total
exports and natural gas for 49 percent. By far the most
important export market is Japan, which took 42 percent
of Brunei’s exports in 1999, followed by the United
States (17 percent), South Korea (14 percent), and Thai-
land (3 percent).

Since only a few non-oil products are produced lo-
cally, Brunei has to rely exclusively on imports for nearly
all of its manufactured goods and most of its food. Sin-
gapore is the largest supplier of imported goods, ac-
counting for 34 percent in 1999. The United Kingdom
and Malaysia both provided 15 percent of imports, while
the United States provided 5 percent. As in many other
countries, Japanese products such as motor vehicles, con-

Trade (expressed in millions of US$): Brunei Darussalam

Exports Imports
1994 3290 2760
1995 3402 2959
1996 3498 3516
1997 3648 3258
1998 3443 2598
1999 N/A N/A

SOURCE: United Nations. Monthly Bulletin of Statistics
(September 2000).
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Exchange rates: Brunei Darussalam

Bruneian dollars (B$) per US$1

Jan 2001 1.7365
2000 1.7240
1999 1.6950
1998 1.6736
1997 1.4848
1996 1.4100

Note: The Bruneian dollar is at par with the Singapore dollar.

SOURCE: CIA World Factbook 2001 [ONLINE].

struction equipment, electronic goods, and household ap-
pliances dominate Brunei’s local markets.

Although Brunei enjoyed a positive trade balance (a
trade surplus) throughout the late 1990s, that surplus
has been shrinking. This phenomenon was caused by re-
duced earnings from petroleum and an increase in im-
ports due to a demand for higher living standards.

MONEY

Brunei’s financial system is operated by a currency
board which regulates the issue and management of the
currency. There are laws that govern and regulate the ac-
tivities of banks and financial institutions, designed to en-
sure a stable and fiscally sound business environment.

The Brunei dollar is at par with the Singapore dol-
lar and both are freely traded in their respective coun-
tries. The trend of interest rates follows that of Singa-
pore. The peg to the Singapore dollar has helped maintain
a stable macroeconomic environment. There are cur-
rently no exchange controls in Brunei.

The Brunei dollar appreciated (grew in value)
steadily for years until the beginning of the Asian eco-
nomic crisis in 1997, when the depreciation of currencies
in neighboring countries caused the Brunei dollar to
weaken in 1997 and 1998. The Brunei dollar continued
to appreciate against these neighboring currencies but
was offset by its depreciation against the U.S. dollar,
Japanese yen, and major European currencies. This com-
bined effect helped moderate imported inflationary pres-
sures since ASEAN members account for 45 percent of
Brunei’s total imports, while the United States, Japan,
and Europe account for 39 percent.

POVERTY AND WEALTH

As the monarch of a rich state, Brunei’s ruler, Sul-
tan Hassanal Bolkiah, has been named as one of the rich-
est men in the world. His wealth mainly comes from oil,
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GDP per Capita (US$)

Country 1975 1980 1985 1990 1998
Brunei Darussalam 21,758 29442 21,152 18716 18,038
United States 19,364 21529 23200 25363 29,683
Philippines 974 1,166 967 1,064 1,092
Malaysia 1750 2,348 2644 3,164 4,251

SOURCE: United Nations. Human Development Report 2000;
Trends in human development and per capita income.

and he has attracted international attention by purchas-
ing luxury hotels in Singapore, Britain, and the United
States, while making generous donations in the United
Kingdom. All members of the Bruneian royal family are
engaged in business transactions such as property pur-
chasing and rental.

Wage and benefit packages in Brunei tend to be gen-
erous and the labor shortage ensures that most citizens
command good salaries. There are nonetheless unem-
ployed and poor members of society, but most of these
live under the protection of an extended family system,
where idle youth can find shelter and the aged and in-
firm are cared for. The citizens enjoyed a per capita GDP
of US$17,600 in 2000.

Oil-rich Brunei has a wealth that enables the sul-
tanate to maintain a welfare state. All Brunei citizens
receive free education (through university for those who
qualify), free health care, and various other subsidies
such as subsidized housing, food, fuel, and low-interest
loans for government employees. Brunei’s health care
system is one of the best in Asia. Every citizen of Brunei
pays only a nominal fee for medical and dental services.
Medical treatment unavailable in Brunei will be con-
ducted overseas (usually in Singapore) at government
expense.

WORKING CONDITIONS

Brunei suffers a serious shortage of both skilled and
unskilled labor and has to recruit large numbers of these
from abroad. It was estimated in 1997 that 60,000 out of
the total workforce of 130,000 were foreigners. Many un-
skilled and manual workers from neighboring Malaysia,
Thailand, the Philippines, and Bangladesh work mainly
in the construction industry. The government is con-
cerned that too large a number of foreigners in the coun-
try might disrupt Brunei’s society and thus only issues
work permits for short periods. Despite the need for for-
eign workers, there are still unemployed Bruneians, since
they are reluctant to accept manual work (e.g. in the con-
struction sector) and are not qualified to fill other va-
cancies. The unemployment rate in 2000 was 5 percent.
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Brunei’s dependence upon foreign labor stems from
a cultural predisposition for public sector employment.
Most Brunei Malays prefer to work in well-paid govern-
ment jobs or for large companies such as Brunei Shell
Petroleum (BSP), Royal Brunei Airlines (RBA), and the
banks. In the private sector, which is subject to chronic
labor shortage in both professional and unskilled fields,
Chinese and other foreign nationals make up the bulk of
the workforce.

Women’s participation in the labor force has in-
creased significantly from 29.5 percent in 1986 to 52.3
percent in 1999, partly offsetting the labor shortage.
Brunei law protects women and children. Women under
age 18 are not allowed to work at night or on offshore
oil platforms, and the employment of children below the
age of 16 is prohibited. The government has continued
to set up a number of technical and vocational training
institutions to improve the abilities of job seekers. Oc-
cupational health and safety standards apply, but en-
forcement is lax in the unskilled labor sectors, especially
where foreign laborers work.

Trade unions in Brunei are legal but must be regis-
tered. Conditions, however, are not conducive to the de-
velopment of trade unions: the cultural tradition favors
consensus over confrontation and workers have little in-
terest in participating. There are only 3 trade unions, all
in the oil sector, and they are not particularly active.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

1847. Brunei signs a trade relations treaty with Britain.
1888. Brunei becomes a British-protected state.

1906. A treaty is established with Britain, introducing

a representative of the British government, known as a
British resident, to advise the sultan on all matters with
the exception of local customs and religious matters.

1929. Oil is discovered and explored at Seria.

1941-45. Brunei is occupied by the Japanese during
World War II.

1950-67. Sultan Omar Ali reigns.

1959. An agreement is signed with Britain replacing
the 1906 treaty and giving Brunei self-governance un-
der a new constitution. The British remain responsible
for both internal and international security.

1962. The Brunei People’s Party wins election to the
recently established legislature but is denied access to
office. Its ensuing armed uprising is crushed, and the
sultan claims full executive authority.

1967. Brunei issues its own currency.
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1967. The 28th sultan, Omar Ali, voluntarily abdicates
in favor of his eldest son, Hassanal Bolkiah.

1970. The state capital, Brunei Town, is renamed Ban-
dar Seri Begawan.

1971. The 1959 agreement with Britain is amended to
give Brunei responsibility for its own internal security.

1972. A deep-water port is opened in Muara.

1973. The world’s largest liquefied natural gas (LNG)
plant opens.

1974. The Brunei International Airport is opened, fol-
lowed a year later by the creation of the Royal Brunei
Airlines.

1979. Brunei and Britain sign The Treaty of Friend-
ship and Co-operation laying down a timetable for
complete Bruneian independence some 5 years later.

1984. Brunei resumes full independent political sover-
eignty. Brunei joins the Association of Southeast Asian
Nations (ASEAN), the Organization of the Islamic
Conference (OIC), and the United Nations.

1997. The Asian financial crisis brings a recession to
Brunei and hits the construction sector especially hard.

FUTURE TRENDS

In 1998, hit by the Asian financial crisis and falling
world oil prices, the Brunei economy slipped into a mild
recession with a 1 percent growth rate. Rising oil prices
in late 1999 increased Brunei’s economic growth, esti-
mated at between 3 and 3.5 percent in 2000. Despite the
beneficial rise in oil prices, Brunei has continued with
plans to restructure its economy away from over-
reliance on oil and gas. The Brunei Darussalam Economic
Council (BDEC) will oversee this development. The gov-
ernment will continue with its short-term economic stim-
ulus plan, boosting manufacturing and tourism and at-
tempting to create an offshore financial center. However,
the diversification effort remains impeded by high pub-
lic sector remuneration, restrictions on activities open to
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foreign participation, and cumbersome foreign invest-
ment approval procedures.

Whether Brunei can achieve sustained economic
growth and maintain high living standards depends heav-
ily on the world economy, especially on world oil prices,
and on the government’s ability to formulate and imple-
ment successful economic measures to bring economic
diversity.

DEPENDENCIES

Brunei Darussalam has no territories or colonies.
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CAPITAL: Rangoon (Yangon).

MONETARY UNIT: Kyat (Kt). One kyat is equal to
100 pyas. There are coins of 1, 5, 10, 25 and 50
pyas and 1 kyat, and notes of 1, 5, 10, 15, 20, 40,
90, 100, 200, 500, and 1,000 kyat.

CHIEF EXPORTS: Pulses and beans, prawns, fish,
rice, teak, and opiates.

CHIEF IMPORTS: Machinery, transport equipment,
construction materials, and food products.

GROSS DOMESTIC PRODUCT: US$59.4 billion
(purchasing power parity, 1999 est.).

BALANCE OF TRADE: Exports: US$1.2 billion
(1998). Imports: US$2.5 billion (1998).

COUNTRY OVERVIEW

LOCATION AND SIZE. Situated between Indian and
Thailand, Burma is a southeast Asian nation. From the
borders of India and China in the north, the country ex-
tends into the Andaman Sea and the Bay of Bengal in the
south. The country also shares borders with Laos and
Bangladesh. Slightly smaller than the state of Texas,
Burma has an area of 678,500 square kilometers (261,969
square miles). Its land borders are 5,876 kilometers
(3,651 miles) long and its coastline, home to many ex-
cellent natural harbors, is 1,930 kilometers (1,199 miles)
long. Burma’s capital, Rangoon (also known as Yangon),
is in the south. Mandalay, Moulmein, Pegu, Bassein,
Taunggyi, Sittwe, and Myanwa are the other most im-
portant cities in the country.

POPULATION. The population of Burma, according to
July 2000 estimates, was 41,734,853. A high mortality
rate caused by AIDS is factored into this estimate; it is
estimated that at least 1 million people are infected with
HIV, the virus that causes AIDS. This high mortality rate
from AIDS has slowed population growth to a projected
rate of growth of 0.64 percent. The country registered a
birth rate of 20.61 per 1000 population and a death rate
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of 12.35 per 1000; consequently, the population of Burma
in 2015 is expected to be 45,925,967.

In the past, the government of Burma sought to re-
strict emigration (people leaving the country) and im-
migration (people settling there from outside the coun-
try). Burmese authorities negotiated with India to reduce
the number of people of Indian origin in the country. As
a result, Burma repatriated about 100,000 people to In-
dia between 1963 and 1965. Thousands of Burmese also
fled to neighboring countries to escape military repres-
sion and armed conflicts in the ethnic minority areas.

Ethnic diversity is an interesting feature of the
Burmese population. Burmans, an ethnic group related to
the Tibetans, constitute the majority at 68 percent of the
population. Shan (9 percent), Karen (7 percent), Rakhine
(4 percent), Chinese (3 percent), Mon (2 percent), Indian
(2 percent), and other ethnic groups account for the rest
of the population mix. Buddhism is the major religion,
with 89 percent of the population; there are minorities of
Christians and Muslims. A majority of the people, 65 per-
cent, are between the ages of 15 and 64. Only 5 percent
of the population is older than 65, while 30 percent of
the population is under 14 years of age. This is in sharp
contrast to Japan, west European countries, and the
United States where the number of older people in the
population is much higher. The density of population is
about 65.2 per square kilometer (169 per square mile).
With agriculture as the most important occupation, a ma-
jority of the people live in the rural areas and only an es-
timated 27.3 percent (1999) reside in cities.

OVERVIEW OF ECONOMY

Despite many attempts to industrialize and modern-
ize, Burma remains an essentially agricultural economy.
Attempts in the 1990s to encourage foreign investments,
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revitalize the economy, and promote the tourism indus-
try as a source of income and employment have been only
moderately successful. Agriculture remains the most
dominant sector of the economy, generating 59 percent
of the gross domestic product (GDP) in 1997 and em-
ploying more than 65 percent of the workforce in 1999.

Only 10,680 square kilometers (4,123 square miles)
of the country’s arable land was irrigated in 1993. Agri-
culture, for the most part, depends on the monsoon rains.
Periodic droughts are a major problem. Similarly, natural
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disasters such as cyclones, earthquakes, floods, and land-
slides, especially during the long monsoon season, can
have an adverse impact on agricultural production.

Until it became independent in 1948, Burma was a
British colony. The colonial authorities promoted agri-
culture by encouraging the settlement of people in the
delta regions. Roads, bridges, and ports were built to fa-
cilitate the movement of agricultural products. This de-
velopment led to an internal migration from the dry
northern regions to south of the country. The delta pro-
duced large quantities of rice. The British were not in-
terested in encouraging industries in Burma. Foreign
domination of the economy was complete.

During the 1950s, the capital of Rangoon was one
of the commercial centers of Southeast Asia. At the time,
the World Bank estimated that Burma would become one
of the most prosperous countries of the region. But in-
dependence, democracy, and a free market economy
failed to produce political stability or economic prosper-
ity. In 1962, a military takeover of the government led
to socialism and central economic planning. Foreign
businesspeople—especially those from India, China, and
Pakistan—were expelled and foreign investment in
Burma stopped. The new rulers adopted a “Burmese road
to socialism”—a policy of state socialism and isolation-
ism (a policy of keeping foreign influence and involve-
ment to a minimum so that a country can develop on its
own). Economic conditions did not improve under the
harsh rule of the generals; rather, they worsened. In 1987,
the United Nations declared the country a “Least Devel-
oped Nation.”

Many people in Burma remained antagonistic toward
the military rule and the state-controlled economy. This
opposition finally led to mass protests and violence in
March 1988, which the government sought to suppress.
The army chief of staff took control of the government,
abandoned the 3-decade-old period of state socialism, and
freed the market from most of the state controls.

Burma now has a mixed economy with a private,
state, and a joint private-state sector. Agriculture, light
industries, and other businesses are in the private sec-
tor. Heavy industries that require huge capital investment
are in the state sector. The economic reforms of the last
decade sought to promote joint ventures between pri-
vate Burmese and foreign firms. Therefore, foreign in-
vestments were once again encouraged with modest suc-
cess. The state sector continues to be inefficient, and
attempts to privatize at least a portion of it remain on
the books. External debt amounts to 10 percent of the
GDP, and imports exceed exports by 2 to 1, causing a
serious trade imbalance.

Burma is a top producer of illicit drugs and con-
tributes 80 percent of all Southeast Asian production of
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opium. Most of the heroin available in the United States
originates from Burma. The trafficking in drugs is ille-
gal; thus, an accurate assessment of its contribution to the
economy is impossible to gauge. A parallel black mar-
ket, perhaps bigger than the state’s economy, continues
to pose problems for the authorities.

During the 1998-99 fiscal year, Burma received an
estimated US$99 million in economic aid. In 1995, the
figure was about US$157 million. Economic sanctions
imposed by the United States, the European Community,
and other nations have contributed to this decline. These
sanctions are in response to continued political repres-
sion and human rights violations by the military regime.
In 1990, the opposition National League for Democracy
(NLD) had won a clear victory in the elections, but the
generals refused to transfer power to the duly-elected rep-
resentatives of the people. Moreover, the leaders of the
NLD were harassed, detained, tortured, and even mur-
dered by the regime.

Politically and economically, Burma remains a
pariah (outcast) nation. Except for its membership in the
Association of Southeast Asian Nations (ASEAN), the
country is not befriended by most nations. In May 2000,
U.S. president Bill Clinton imposed new sanctions on the
military junta (a group of military personnel who over-
throw a government) making it difficult for the Burmese
authorities to get foreign loans, economic assistance, and
foreign investments. Many American companies such as
Apple Computer, Oshkosh B’Gosh, Eddie Bauer,
Reebok, Levi Strauss, Pepsi Cola, and Liz Claiborne have
withdrawn from the country. Therefore, the attempts of
the military junta to revitalize the economy have been
only partly successful.

Despite the introduction of banking and trade regu-
lations in the late 1990s, Burma failed to achieve fiscal
or monetary stability. Inflation continues to be high. Al-
though poor and undeveloped, Burma is rich in natural
resources. Nevertheless, the decline of the agricultural
sector, regional economic crises, international sanctions,
and shortages of electricity have all contributed to a slow-
down in the economy since 1997.

POLITICS, GOVERNMENT,
AND TAXATION

Burma fought for independence from Great Britain
in the late 1940s under the Anti-Fascist People’s Free-
dom League led by Aung San, U Nu, and Ne Win. The
independence movement was a pro-Burman, anti-British,
and anti-foreign movement that emphasized Burmese
values, symbols, and experiences. This movement had
very strong socialist leanings in response to Chinese and
Indian domination of the Burmese economy during the
British rule. In 1948, the country became independent un-
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der the leadership of U Nu because his political oppo-
nents had already killed Aung San, the father of Burmese
nationalism. In 1962 the army, under the leadership of
Ne Win, overthrew the democratic government and set
up the Burmese Socialist Party, nationalized schools,
banks, and factories, and followed a policy of socialist
central planning and international isolationism. Later on,
the party of the generals changed its name to the Burma
Socialist Program Party. In 1974, all political parties were
abolished.

In September of 1988, amid massive demonstrations
against the government, a new regime seized power in a
military coup. Calling themselves the State Law and Or-
der Restoration Council (SLORC), the new regime also
changed the name of the country from Burma to Myan-
mar, something that opposition groups still object to. Fol-
lowing the anti-government protests, riots, and bloodshed
in 1988, the opposition parties coalesced into the National
League for Democracy (NLD) under the leadership Aung
San Suu Kyi, the daughter of the martyred national hero,
Aung San.

Responding to nationwide protests, the SLORC al-
lowed national elections in May of 1990. The NLD dom-
inated the elections, winning 80 percent of the seats in
the National Assembly, but the ruling SLORC refused to
concede power and imprisoned NLD leader Aung San
Suu Kyi. Since that time the SLORC has exercised com-
plete control over all branches of government. The Na-
tional Assembly elected in 1990 has in fact never con-
vened, the judicial system is bankrupt, and all executive
positions are held by military representatives of the
SLORC.

In 1997 the ruling SLORC was reorganized as the
State Peace and Development Council (SPDC) amid a
shakeup that saw several high officials dismissed for cor-
ruption. Five top generals, including Secretary Khin
Nyunt, consolidated their power but showed no signs of
ceding control of the government to the opposition, most
of which was banned from any official forms of organi-
zation. Like the SLORC, the SPDC is primarily con-
cerned with cracking down on opposition and not on im-
proving the economic fortunes of the country.

The government’s mounting deficit financing, re-
sulting mostly from declining tax revenue and escalating
military expenditures, has had a negative impact on the
economy. The regime’s policies led to the growth in the
money supply and accelerated inflation. Mounting for-
eign debt and depleting foreign exchange reserves also
affected the health of the economy. Military expenditures
increased while the funding for health and education de-
clined. The government’s oppressive attitude towards the
opposition has caused international censure, prompting
foreign firms to pull out or cut back on their activities.
Because of foreign economic sanctions, Burma is unable
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to get assistance from other countries or loans from in-
ternational funding sources.

The country’s tax base shrank in the last years of the
20th century, due to the government’s inability to collect
taxes because of a corrupt bureaucracy and a black mar-
ket perhaps as large as the legitimate market. The sources
of government revenue include general sales and value-
added taxes, income from state enterprises, taxes on in-
ternational trade, fees, and grants from donor nations and
international agencies. The government also collects cus-
toms at its border posts, but most of the border trade is
unrecorded.

The judicial system that Burma inherited from its
British colonial masters was abolished in 1974. The new
constitution calls for a council of People’s Justices. In
addition, there are lower courts at the state, town, village
and ward level. The courts settle both civil and criminal
cases. The armed forces—controlling most aspects of the
country’s politics and government—also exert influence
over Burma’s judicial system.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

In most developing countries of the world including
Burma, inadequate infrastructure—roads, bridges,
canals, railways, ports and communication facilities—
impedes economic growth. Burma’s long coastline is
home to many excellent natural harbors such as Bassein,
Bhamo, Mandalay, Rangoon, and Tavoy. The govern-
ment has taken steps to develop new ports and maintain
the existing ones, although all the ports are not used to
their maximum capacity. A salient geographic feature of
Burma is its many rivers, especially the Irrawaddy. The
country’s waterways remain the most important tradi-
tional mode of transportation to many remote areas of the
country. Of more than 12,800 kilometers (7,954 miles)
of waterways, 3200 kilometers (1,988 miles) are naviga-
ble by large commercial vessels.

Since the economic liberalization in 1989, the gov-
ernment started many public works programs. Early in
the 1990s the government used forced rural labor to work
on these projects. However, due to international criticism,
the government began to engage the armed forces on
these construction projects starting in mid-1990s. These
projects did not bring about major improvement in the
infrastructure needs of the country. The result has been
that economic expansion was made difficult because in
the absence of adequate transportation facilities, distrib-
ution of goods and services has been extremely difficult
and costly.

In 1996, Burma had a total of 28,200 kilometers
(17,523 miles) of roads, of which only 3,440 kilometers
(2,138 miles) were paved. Although the government at-
tempted to improve many major roadways during the fi-
nal years of the 20th century, most remain in poor repair
and are not passable during the monsoon season. A ma-
jor effort in this regard was to reconstruct the Old Burma
Road from Mandalay to the borders of China. As of late
2000, the work on the project was still incomplete.

Rail services remain poor despite attempts in the
1990s to renovate the existing lines, add new ones, and
upgrade railway services on the main routes. Burma has
a total of 3,991 kilometers (2,480 miles) of railways,
over 320 locomotives, and more than 4,000 rail cars. The
recent efforts include upgrading Rangoon-Mandalay rail
line and beginning a new 162-kilometer Ye-Dawai Rail
track project. In the 1995-96 fiscal year the railways car-
ried 53,400,000 passengers and 3,280,000 tons of
freight.

Burma has 80 airports and 1 heliport. Only 10 air-
ports have paved runways. Both the private sector and
the state sector are active in air transportation. The De-
partment of Civil Aviation is responsible for the airports
and the state-run airline. Air Mandalay, Myanma Air-
ways, and Myanma Airways International are the chief
airlines of the country. Burma’s chief airports at Ran-
goon, Mandalay, and Bago were upgraded in the late

Communications

SOURCE: World Bank. World Development Indicators 2000.

Cable Personal
Country Newspapers  Radios TV Sets®  subscribers®  Mobile Phones®  Fax Machines  Computers® Internet Hosts”  Internet Users”
1996 1997 1998 1998 1998 1998 1999 1999
Burma 10 95 7 N/A 0.1 N/A 0.00 1
United States 215 2,146 847 2443 78.4 458.6 1,508.77 74,100
China N/A 333 272 40.0 1.6 8.9 0.50 8,900
Thailand 63 232 236 10.1 25 21.6 4.49 800

2Data are from International Telecommunication Union, World Telecommunication Development Report 1999 and are per 1,000 people.
PData are from the Internet Software Consortium (http://www.isc.org) and are per 10,000 people.
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1990s. During the 1995-96 fiscal year state-run airlines
carried a total of 719,000 domestic passengers and
138,000 international passengers.

Light transportation such as buses and cars are a pri-
vate sector activity in Burma. As of March 31, 1996, Burma
had 151,934 passenger cars, 42,828 trucks, 15,639 buses,
88,521 motorcycles, and another 6,611 registered vehicles.

Also during 1996, state-owned maritime vessels car-
ried 24,491,000 passengers and 3,158,000 tons of freight.
These numbers show an increase over the same period
of the previous fiscal year.

Industrial production and expansion are limited due
to inadequate production and intermittent supply of elec-
tric power. Electricity production of 4.38 billion kilowatt-
hours (kWh) in 1998 was far below demand. Around 38
percent of the electricity is generated by hydroelectric
projects while the remaining 62 percent comes from fos-
sil fuels. Chronic shortages and frequent disruptions of
supply exist. Therefore, state and private enterprises op-
erate far below their capacity. Moreover, very often they
have to depend on their own diesel-run power generators
to meet their electrical needs.

As of 1995, there were 158,000 main telephone
lines. In 1997, there were 500 exchanges with a ca-
pacity to reach 320 of the 324 townships in the nation.
The number of mobile cellular phones was only 2,007
in 1995. Although the telephone system is capable of
providing basic services, it is inefficient and outdated.
Attempts in the 1990s to upgrade the system yielded
only minimal results. Cellular and wireless phones
function more efficiently than the traditional lines. The
switching system is incapable of meeting current de-
mands, and people have to wait for a long time for a
telephone connection to their homes and factories. In-
ternational service powered by a satellite earth station
is relatively good.

The 2 television stations in Burma service 260,000
(1997) television sets. TV Burma is able to transmit 82
percent of its broadcasts to 267 of the 324 townships in
the country with the help of 120 TV relay stations. These
are in addition to Burma’s 2 AM, 3 FM, and 3 short-
wave radio stations. In 1997 the country had a total of
4.2 million radio sets. Radio and television stations are
state-owned and operated. In 1996, there were 5 news-
papers with an estimated circulation of 449,000, a sig-
nificant decline from 1994 circulation figures.

There are about 50,000 computers in all of Burma.
Public access to the Internet is prohibited for fear that it
could encourage and widen political dissent and protest.
Unauthorized ownership of modems is punishable by up
to 15 years in jail. E-mail is restricted to foreigners and
businesspeople with close ties to the administration. Pri-
vate e-mail providers are prohibited, and only the Min-
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istry of Post and Telegraph is allowed to provide e-mail
service.

Improvements in the infrastructure were partly
funded by deficit spending. In the absence of adequate
funds, the government is unable to fully develop the
country’s transportation and communication systems and
facilities. This situation had a negative impact on mod-
ernization and economic growth of the country for many
decades.

ECONOMIC SECTORS

Agriculture, industries, energy and tourism are the
main sectors of the Burma economy. Agriculture, how-
ever, is the dominant sector and accounts for almost 60
percent of the GDP. The heavy industries are owned and
operated by the state. Agriculture is mostly a private ac-
tivity, although rice exports are a state monopoly. Re-
cent government initiatives to improve agricultural pro-
duction failed because drought and flooding diminished
in rice production. The cultivation of pulses and beans,
however, has increased significantly.

Industrial manufacturing is still undeveloped. Gov-
ernment attempts to privatize some industries have
stalled, even though government-owned concerns con-
tinue to lose large sums of money. Foreign investments,
although encouraged, have failed to generate enough
international interest due to sanctions and boycotts
protesting the military regime’s human rights viola-
tions. All told, industry contributed just 11 percent of
GDP in 1997.

The energy sector grew considerably during the late
1990s. The exploration and discovery of petroleum and

Burma
GDP-COMPOSITION BY SECTOR-2000 est.

Agriculture 42%
Services 41%

Industry 17%
SOURCE: CIA World Factbook 2000 [Online].
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Burma
LABOR FORCE-BY OCCUPATION
Agriculture 65%

Services 25%

Industry 10%

TOTAL LABOR FORCE 19.7 MILLION

SOURCE: CIA World Factbook 2001[Online]. Data for 1999 est.
Percent distribution for 1999 est.

natural gas deposits continued during this period. The
construction of the Yadna gas pipeline to Thailand was
a major development and is expected to be a major source
of revenue. The lack of sufficient electrical power con-
tributes to the country’s poor economic growth.

Following the military crackdown on the pro-
democracy movement in 1988, there was a sharp decline
in the number of foreign tourists visiting the country.
Early in the 1990s the government placed great empha-
sis on tourism development. The government’s attempt
to turn tourism into a “cash cow” has not materialized,
although the number of people visiting Burma has cer-
tainly increased in the last several years.

Realizing the difficulties on the road to rapid indus-
trialization, the government of Burma, while not giving
up on industrialization, is hoping to make the agricultural
sector the centerpiece of its plans for economic revital-
ization of the country. This sector, however, has seen de-
clining financial returns. Burma is caught in a vicious cir-
cle of inflation, deficit financing, unemployment, and
poverty. In an age of increasing international interde-
pendence, Burma cannot expect to develop without the
cooperation of the international community.

AGRICULTURE

Agriculture, which includes crop production, hunt-
ing, fishing, and forestry, is the mainstay of the Burma
economy. This sector is responsible for much of the in-
come and employment in the country. About 60 percent
of the GDP comes from agriculture, and as much as 65
percent of the labor force is employed in this sector
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alone. Burma produces enough food to feed its entire pop-
ulation. In the absence of purchasing power, however,
many people go hungry. Further, about a third of the rural
households do not have any land or livestock. Only half
of the arable 45 million acres is under cultivation.

Rice is the most important agricultural commodity
of Burma. Rice production increased from 5,200,000
metric tons in 1950 to 16,760,000 metric tons in 1993.
The crop is cultivated along the river valleys, coastal ar-
eas, and in the Irrawaddy River delta. A wide variety of
crops are cultivated in the northern dry zone. Rubber and
other commercially useful products are cultivated in the
Irrawaddy and Tenasserim regions. Agricultural products
form the bulk of the export trade and include rice, teak,
prawns, beans and pulses, and opiates.

Burma’s agriculture is heavily dependent on the
monsoon rains. While some areas suffer from too much
rain, other regions receive too little. Government efforts
in the 1990s increased the amount of irrigated land to 2.2
million acres. Many agricultural products like tobacco,
sugar, groundnut, sunflower, maize, jute and wheat, how-
ever, have not reached their pre-1985 production levels.
This reduction is offset by higher production in rice,
pulses and beans. Rice production increased due to sup-
portive government policies as well as favorable market
forces. According to Asian Development Bank estimates,
however, real annual growth in agriculture declined from
5.0 percent in 1996-97 to 3.7 percent in 1997-98 and to
2.8 in the 1998-99 fiscal years. Further, per-acre yield of
the crops has not increased because of inadequate appli-
cation of fertilizers and pesticides. One factor that helped
to improve production was the removal of government
controls over the agricultural sector.

Deforestation has been a major concern in Burma.
The slash-and-burn method of agriculture is destroying
the forests of the country, causing soil erosion and de-
pletion of fertility. Periodic droughts, floods, landslides,
and cyclones sometimes have devastating effect on agri-
culture. For example, flooding in Pegu and Irrawaddy
during the 1997-98 growing season did considerable
damage to rice production. Consequently, Burma ex-
ported only 28.4 thousand metric tons of rice in the
1997-98 season as opposed to 93.1 thousand metric tons
in the previous year.

The heavy reliance on monsoons is a major handi-
cap for Burmese agriculture. The authorities have re-
cently renovated dams and reservoirs, built new ones,
pumped water from rivers and streams and taken other
measures to improve irrigation. More remains to be done
in this regard. Another impediment to agricultural im-
provement is the inability of farmers to secure adequate
loans to enhance cultivation. Private lenders charge ex-
orbitant rates, and there are not enough banking institu-
tions to serve people in the rural areas. As a result, farm-
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ers are not able to buy fertilizers and pesticides for their
crops. Financial services need to be improved to make
funds available to the cultivators.

The economic liberalization policies of the military
junta have transformed the agricultural sector. Under the
new economic system, the government distributed land
among the landless, improved irrigation facilities, and in-
creased the floor price of paddy that the government pro-
cures from the farmers. Some private activity in the ex-
port sector has been allowed since economic
liberalization began in 1989. Consequently, the share of
the agricultural sector in the GDP has gone up.

LIVESTOCK. Burmese farmers raise a variety of animals
including cattle, water buffalo, goats, sheep, chickens, and
pigs. Oxen and water buffalo serve as draught animals in
agriculture and for rural transportation. The GDP share of
the livestock has increased slightly during the past decade.
Most of the cattle are raised in the dry zone in the north.

FORESTRY. Burma is rich in forests and woodland. While
its neighbors, India, China and Thailand, have already
depleted their forests, Burma is still regarded as the “last
frontier of biodiversity in Asia.” (Biodiversity refers to
ecosystems that are rich, varied, and largely unpolluted
or tampered with by human development.) Most of the
timbers, especially teakwood, consumed in these Asian
countries come from Burma, although most of these ex-
ports are illegal. In their search for precious foreign ex-
change, the military junta is engaged in indiscriminate
destruction of forests. Deforestation increases erosion
and landslides and threatens the lives of many already
endangered species in the rain forests.

Burma is the leading supplier of teak in the inter-
national market. In addition to hardwoods, Burma also
produces large quantities of bamboo in the delta re-
gions and in the areas of heavy rainfall. Elephants and
water buffalo play a key role in hauling teak and other
hardwoods.

FISHING. Burma is blessed with some of the world’s most
bountiful fishing grounds that extend from the Bay of
Bengal to the Gulf of Martaban. Fish, often dried and
salted, is part of Burmese cooking and is the most im-
portant source of protein in the diet. The government took
many steps to encourage deep-sea fishing although the
people prefer fresh-water fish. There has been a steady in-
crease in the catch since the 1980s. Since 1989, Thai com-
panies have been given permission to fish in the Burma
waters. They use a modernized trawler fleet to harvest
fish. The government also encourages fresh-water fish
farms with a view to increasing fish production. More-
over, the Tenasserim area is home to some of world’s
finest pearls. As a result, the export value of fish and fish
products alone has gone up from 159.4 million kyats in
1995-1996 to 227.8 million in 1996-97.
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INDUSTRY

Primarily an agricultural country, Burma has always
lagged behind in industrial production. The colonial au-
thorities discouraged industrialization and encouraged
only the production of raw materials, although there were
some industrial developments towards the end of the
colonial period.

World War II caused serious damage to the coun-
try’s infant industries. It took a long time for production
to catch up to pre-war levels, and in 1952, the govern-
ment established the Industrial Development Corporation
to stimulate industrial production. The country’s effort to
industrialize without foreign assistance was successful to
a certain extent in areas such as petroleum and natural
gas production. In the 1960s, under military rule, many
industries were nationalized. Since the 1970s, there has
been a steady growth in industrial production. In 1988,
the government liberalized the economy, abandoned state
socialism, and encouraged foreign investment.

Much of the industrial sector, especially heavy in-
dustries, is controlled by the government, although the
share of private enterprise in this area is steadily grow-
ing. Industry accounts for only about 11 percent of the
GDP and employs only 10 percent of the total labor force.
Most of the industries center around agricultural pro-
cessing, textiles, footwear, wood and wood products,
copper, tin, tungsten, iron, construction materials, petro-
leum and natural gas, pharmaceuticals, and fertilizers.
Cars and television sets are also assembled in the coun-
try. In 1999, the annual rate of growth of industries was
estimated at 4 percent. The heavy losses of the public
sector factories and industries are in part responsible for
slow industrial growth.

Pegu is the seat of most industrial activity. In addi-
tion, the government has opened 17 special industrial
zones all over the country, 5 of which are in the Ran-
goon area. Foreign investment is encouraged in 2 of the
zones. While these zones are not fully developed, sev-
eral factories and plants manufacturing clothing, con-
sumer goods, and iron and steel materials are already
operating there.

MINING. Although their GDP contribution is not very
significant, mineral products are important in earning for-
eign exchange. Burma has large amounts of mineral de-
posits. They include tin, zinc, copper, tungsten, lead, sil-
ver, gold, iron and antimony. Coal, natural gas, and crude
oil are also extracted. Jade, rubies, sapphires, and gold
are also found in Burma. Should the country ever open
to foreign investment there may be significant opportu-
nities for development in this sector.

OIL AND NATURAL GAS. Burma’s petroleum industry
dates back to pre-independence days. During 1963—1964,
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the government took complete control of petroleum ex-
ploration, extraction, and purification. Petroleum is found
in the Irrawaddy basin, the delta region, and at offshore
sites. Burma is self-sufficient in oil.

The discovery of natural gas reserves in the Gulf of
Martaban added to Burma’s energy reserve. In 1986 the
country produced 32,600 million cubic feet of natural gas.
Burma also has large deposits of natural gas in the An-
daman off-shore fields. In its efforts to facilitate the
growth of its energy sector, the government built the
Yadana natural gas pipeline, connecting natural gas stores
off the Andaman Islands and Thailand, with the help of
Unocal and Total, 2 international petroleum companies.
According to government estimates, the energy sector
grew approximately 88 percent in 1998. Government pro-
jections showed a 77 percent growth for the year 1999.

SERVICES

With just 30 percent of GDP and 25 percent of the
workforce, the services sector is not a dominant part of
the economy as it often is in developed countries.

TOURISM. Like the cash-strapped countries of Jamaica
and Cuba, Burma is also actively promoting itself as an
island paradise to increase tourism. Both the government
and private enterprises are heavily engaged in the tourism
industry. In order to attract tourists, the country has im-
proved roads, built international standard hotels, and
other facilities. In 1988, roughly 40,000 foreigners vis-
ited the country, although following the suppression of
the democracy movement that same year, tourism de-
creased. Between 1993 and 1996, tourism once again re-
vived. The government proclaimed 1996 as “Visit Burma
Year” and hoped to attract 500,000 tourists. However,
only 180,000 people showed up. In the 1997-98 fiscal
year 191,000 tourists visited the country. Both the gov-
ernment and the private sector, having invested heavily
in new tourist facilities, were disappointed.

Nevertheless, Burma—the land of Buddhist pago-
das—has great tourism potential. Rangoon, Mandalay,
Pagan, Pegu, and Tawnggys, with their palaces and
shrines and pagodas, are the centers of tourism. How-
ever, the tense political situation, human rights violations,
and boycotts by the international community have de-
terred many people from visiting. Tourism, so far, makes
up only a small percentage of the GDP.

FINANCE. During the post-independence days, most fi-
nancial institutions were private. In 1964, the military
junta nationalized all of the country’s 24 banks. In their
place, the government created 4 state banks. In 1990, the
financial sector was revamped under the provisions of the
Central Bank of Myanmar Law. Since then the financial
institutions are the Central Bank of Myanmar, the Myan-
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mar Agricultural and Rural Development Bank, the
Myanma Economic Bank, the Myanma Foreign Trade
Bank, the Myanma Industrial and Commercial Bank, the
Myanma Small Loans Enterprise, and Myanmar Insur-
ance. The 1990 law also allowed for both private and for-
eign banks. As a result, by February 1996, 16 private
banks were formed, most of them in Rangoon. During
the same period, more than 20 foreign banks opened
branches or offices in Myanmar.

The banking sector is still underdeveloped. The peo-
ple have yet to maintain regular banking habits. The in-
flation rate is so high that the real rate of interest does
not encourage deposits. But without deposits, banks can-
not provide credit. In contrast, during the 1970s, when
the interest rate was raised, people deposited more money
in the banks.

The Burma Securities Exchange was founded in
1996 as a joint venture between Japan’s Daiwa Institute
of Research and Myanma Economic Bank. The financial
sector contributes only a small percentage of the GDP.

INTERNATIONAL TRADE

Historically, most of Burma’s export-import trade
was with Asian countries. In 1999, more than 80 percent
of the country’s export-import trade was with Asian na-
tions, including about half with ASEAN countries. Japan,
Singapore, Malaysia, and China are its major trading part-
ners. Singapore is the single most important partner both
in terms of imports and exports, providing 31 percent of
imports and taking 10 percent of exports. There has been
a decline in trade with Europe and the United States since
the 1988 military crackdown on the democracy move-
ment. Burma’s export-import trade with the United States
constitutes about 5 percent of the total foreign trade.

The country’s exports are mostly agricultural prod-
ucts. They include pulses and beans, teak, prawns, rub-
ber, rice and other agricultural products. There is a large
black market that smuggles live animals, gems, miner-
als, teak, and rice into the neighboring countries. Burma

Trade (expressed in hillions of US$): Burma

Exports Imports
1975 173 197
1980 A72 .353
1985 .303 .283
1990 325 270
1995 .846 1.335
1998 1.067 2.666

SOURCE: International Monetary Fund. International Financial
Statistics Yearbook 1999.
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also conducts brisk trade in narcotics. During the
1997-98 fiscal year, imports included raw materials,
transport equipment, construction materials, and food
items. While priority was given to the importation of ma-
terials needed for the Yadana natural gas pipeline, the
government took measures to control importation of non-
essential goods.

In 1998 the country exported $1.2 billion in goods
and services while importing $2.5 billion, reflecting a
steady increase of imports over exports during the
1993-98 period. In fact, the trade imbalance has been a
chronic problem for the country for well over 2 decades.
During the 1965-75 period, rice exports fell, and Burma
cut back on imports. During the 197680 period, although
exports increased, there was a corresponding increase in
imports. By the mid-1980s, exports declined, but imports
continued to soar. The adverse balance of payment sit-
uation continues to plague Burma.

This imbalance has a negative impact on the econ-
omy as a whole, forcing Burma to spend its precious for-
eign exchange reserves. To compensate for this situation,
the government has printed currency to buy foreign ex-
change, thereby accelerating the inflationary tendencies
of the economy. This inflation has wiped out many of the
gains the country made as a result of economic liberal-
ization in the 1990s. Making matters worse, the govern-
ment had to buy foreign exchange from foreign sources
at commercial rates. Consequently, Burma was unable to
service its debt payment, prompting the World Bank to
sever ties with the country. The net effect for Burma’s
people is that their purchasing power and standard of liv-
ing declined.

The regime, while continuing to increase military
spending, was forced to cut back on education, health,
and other essential services. Growing international con-
cern about human rights abuses and the regime’s inabil-
ity to tackle narcotics trafficking have led many coun-
tries, including the United States, and international
financial institutions, to refuse aid or loans to the coun-
try. The government’s use of forced labor has also led to
boycotts of Burmese goods.

MONEY

Adverse balance of payments, decreasing tax rev-
enues, high defense spending, and deficit financing all
have led to the printing of more currency and price in-
flation. The official exchange rate of the kyat to dol-
lar, however, remains unchanged. There are 4 different
rates for currency exchange: the official exchange rate,
the customs rate, the official market rate, and the black
market rate. Officially, US$1 equals 6.73 kyats, whereas
in the black market the dollar may fetch 375 or more
kyats.
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Exchange rates: Burma

kyats per US$1

Jan 2001 6.5972
2000 6.5167
1999 6.2858
1998 6.3432
1997 6.2418
1996 5.9176

SOURCE: CIA World Factbook 2001 [ONLINE].

The Asian currency crisis of 1997 added to Burma’s
currency woes. The sharp decline in the Thai bhat had a
negative impact on the kyat. During the 1997-98 fiscal
year, according to U.S. embassy estimates, the kyat lost
54 percent of its value. Between April and December
1997, the kyat declined from 167/dollar to 257/dollar. In
1997 and 1998, when the kyat fell, the government in-
tervened to prop up the value of the kyat and took strong
measures to keep foreign exchange from leaving the
country. It put a monthly cap of $50,000 on remittances,
cut the number of banks allowed to handle foreign ex-
change transactions, and placed stiff controls on trade.

The Asian economic crisis prompted foreign in-
vestors to either withhold investments or stay out of the
Burmese market. Crises in the neighboring countries,
Burma’s principal trading partners, cost the country its
export markets. The resultant ballooning of the trade
deficit prompted the country to expand its money supply
and draw down on foreign exchange reserves. According
to the U.S. State Department Commercial Guide for 1999,
the country was “virtually bankrupt.”

POVERTY AND WEALTH

Like most countries of the world, Burma has ex-
tremes of wealth and poverty. Once prosperous, Burma
was, in 2001, one of the poorest countries of the world.

GDP per Capita (US$)

Country 1996 1997 1998 1999 2000
Burma 1,120 1,190 1,200 1,200 1,500
United States 28,600 30,200 31500 33,900 36,200
China 2,800 3,460 3,600 3,800 3,600
Thailand 7,700 8,800 6,100 6,400 6,700

Data are estimates.

SOURCE: Handbook of the Nations, 17th, 18th, 19th and 20th
editions for 1996, 1997, 1998 and 1999 data; CIA World
Factbook 2001 [Online] for 2000 data.
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Most people live in the 40,000-odd villages of the coun-
try, while the majority of the urban population resides in
the capital city of Rangoon. Among the population en-
gaged in agriculture, 37 percent of the people do not have
any land or livestock. Poverty and misery have increased
in the past 3 decades. In 1997 the CIA World Factbook
estimated that 23 percent of the Burmese population had
incomes that placed them below the poverty line.

The economic crisis of 1997 added to the problem.
Inflation as of 1999 was at an all-time high of 50 per-
cent on domestic goods and 104 percent on imported
items. The government’s policies have not helped to di-
minish inflation, which has eroded the purchasing power
of Burma’s citizens. The gap between rich and poor and
rural and urban areas has increased. According to the In-
ternational Monetary Fund (IMF), per capita income reg-
istered only a minimal increase in the 1990s. Many poor
people are forced to send their children to work. Many
women reportedly are sent to work in Thailand. The
number of street children has also increased, and mal-
nutrition among children is widespread. Sanitary condi-
tions are far from satisfactory. Malaria, diarrhea, dysen-
tery, tuberculosis, and more recently HIV/AIDS (due to
drugs and prostitution) are the major health hazards of
the country.

In the countryside, a bullock cart (a 2-wheeled cart
drawn by 2 castrated bulls) is the most popular means
of transportation. Most farmers own a pair of oxen or
water buffalo, a hoe, and a bullock cart for agricultural
purposes. The rural houses (actually huts without run-
ning water or toilets) are made of bamboo. One por-
tion is used for cooking and the other for sleeping. In
the major towns and cities, there are houses made of
brick and concrete. They are usually small and over-
crowded.

The government’s socio-economic policies have not
helped the people. Large outlays of money have been
spent on the military, while only meager funds have gone
to education and health issues. The numbers of children
who do not attend school or who have dropped out re-
portedly increased in the 1990s. According to World
Bank estimates, only 46.9 percent of the secondary
school-age children were enrolled in schools during 1995.
Education beyond the primary age is not compulsory.
Burmese authorities boast a literacy rate of 83 percent,
though independent observers have suggested that the
rate may be as low as 30 percent. Most universities have
been closed since December 1996.

Health care in the rural areas was marginal until the
1960s. The government has opened more rural health cen-
ters and directed more doctors to the rural areas. As a re-
sult, the doctor-patient ratio has decreased considerably,
from 1 per 15,560 to 1 per 3,578 in 1986. Health care is
provided free of charge.
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WORKING CONDITIONS

The Burmese labor force is estimated to be 19.7 mil-
lion strong and consists of people between the ages of 15
and 59. About 65 percent of the labor force is employed
in the agriculture sector. Of the remaining 35 percent, 10
percent is employed in the industrial sector while the re-
maining 25 percent is employed in a variety of service
sectors. The official government unemployment rate for
the fiscal year 1997-98 was reported as 7.1 percent.

One serious concern about the Burma labor situation
is the reported use of forced labor on public works pro-
jects. In November 2000, the International Labor Orga-
nization (ILO) concluded that Burmese authorities had
not discontinued the practice and advised member na-
tions to review their relations with Burma. In response,
Burmese authorities said that they would stop cooperat-
ing with the ILO. The government has maintained that
the ILO action represented an effort by its member states
to exert improper influence on Burma’s internal affairs.

According to U.S. sources in Rangoon, the govern-
ment lessened its dependence on forced labor. Instead, it
was using military personnel on some of these projects.
Military authorities, however, continue to force civilians
to work for them. Many women and children, for in-
stance, have to work as porters for the army.

There are reports of the continued prevalence of child
labor in the country. Legally, children must be 13 or
above before they can be employed. This and the com-
pulsory education law, however, are not fully enforced.
Consequently, a large number of children never enroll in
school and many do not complete the primary school
course. Therefore, children are frequently employed in
many areas, especially in the arts and crafts industries.

Since the military takeover in 1962, the authorities
have consistently denied the people their freedom of
speech, press, assembly, and association. Also in 1964,
the government abolished all trade union organizations.
Substituting for independent unions are government-
sponsored Regional Workers Councils. In 1985, there
were 1.8 million members. Coordinating the work of the
regional councils is the central workers organization in
Rangoon, formed in 1968. The Central Arbitration Board
is given the responsibility to settle major labor disputes
but is inactive. Minor labor concerns are addressed by
the township level agencies. One labor organization, the
Federation of Trade Unions-Burma (FTUB), is an anti-
government group that was formed in 1991 by Burmese
living in exile.

Working conditions were set forth in a 1964 law
called The Law on Fundamental Workers’ Rights and the
Factories Act of 1951. An abundance of labor and the
failure of the government to protect the workers have led
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to substandard working conditions. The public sector em-
ployees follow a 5-day, 35-hour workweek. Employees
in the private sector and state enterprises have a 6-day,
44-hour workweek. The law provides for overtime pay.
However, these laws cover only a small percentage of the
workers. Moreover, the workers are not allowed to or-
ganize in unions and bargain collectively. In the public
sector industries, the government sets the wages and ben-
efits. The joint sector companies are discouraged from
paying their employees more than their counterparts in
the public sector.

As of March 2000, all institutions of higher educa-
tion, with the exception of a military academy and a med-
ical school affiliated with the army, were closed. The
middle class is frustrated that their children are not able
to get an education. Many Burmese of all classes have
fled the country for fear of oppression. Thousands of
Burmese refugees remain in camps in Thailand and
Bangladesh.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

1044. Pagan empire is founded on the banks of Ir-
rawaddy.

1824. First Anglo-Burmese war leads to Burmese de-
feat and loss of territory.

1886. Burma is defeated in the Second Anglo-Burmese
war, and Britain annexes the remainder of the country’s
territory.

1941-45. Japanese forces invade Burma and occupy
much of the country during World War II.

1948. Burma becomes an independent, democratic
country with a free market economy.

1962. The military under General Ne Win overthrows
democracy, establishing the “Burmese way to socialism”
and nationalizing banks and other private industries.

1974. The government establishes a new constitution
and announces the formation of the Socialist Republic
of the Union of Burma.

1988. Amid widespread protests and riots, a military
junta headed by Generals Ne Win and Saw Maung re-
places the civilian president with a new government
called the State Law and Order Restoration Council
(SLORC). The SLORC renames the nation the Union
of Myanmar, dropping the name “Burma,” and liberal-
izes the economy.

1990. Elections are held, and the opposition National
League for Democracy wins a clear majority. The
SLORC refuses to cede power and opposition leaders
are jailed.
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1997. The Asian economic crisis damages Burma’s
economy.

2000. The International Labor Organization concludes
that Burma is in violation of rules regarding forced la-
bor and advises member nations to review their rela-
tions with Burma.

FUTURE TRENDS

Burma is a resource-rich, naturally beautiful, and
culturally significant country. Its potential for growth and
prosperity is tremendous. Yet Burma can never reach its
potential until the military regime negotiates with the op-
position and transfers power to the elected representa-
tives of the people. The regime, however, has been try-
ing to eradicate the opposition. Most international
observers agree that the government must end human
rights violations, release political prisoners, establish
sound monetary policies, increase the tax base and rev-
enue, enhance the infrastructure, and further liberalize the
public sector if the country has any hopes of taking its
place in international commerce. Despite announcing
plans for such improvements, however, the ruling SPDC
seems most concerned with retaining its grip on power
through violence and intimidation of internal opposition
and disengagement with the international community.
In the absence of a change in this program, economic
stagnation, poverty, disease, and illiteracy will remain
Burma’s most notable features.

DEPENDENCIES

Burma (Myanmar) has no territories or colonies.
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CAPITAL: Phnom Penh.

MONETARY UNIT: Cambodian riel (KHR). One
riel equals 100 sen. There are no coins in use, but
there are notes of 100, 200, 500, and 1,000 riel. The
1,000 riel note (worth about a quarter in U.S.
currency) is the most commonly used. In recent
years Cambodia has basically become a dollarized
economy. People often pay for goods and services
in dollars, but receive small change in riel
banknotes.

CHIEF EXPORTS: Timber, garments, rubber, rice,
and fish.

CHIEF IMPORTS: Cigarettes, gold, construction
materials, petroleum products, machinery, and
motor vehicles.

GROSS DOMESTIC PRODUCT: US$16.1 billion
(purchasing power parity, 2000 est.).

BALANCE OF TRADE: Exports: US$942 million
(f.o.b., 2000). Imports: US$1.3 billion (f.0.b.,
2000).

COUNTRY OVERVIEW

LOCATION AND SIZE. Cambodia is one of the ten na-
tions of Southeast Asia and part of mainland Southeast
Asia. It is bordered on the north by Laos and Thailand,
on the west by Thailand, and on the east by Vietnam. Its
geographic area is 181,040 square kilometers (69,900
square miles), making it slightly smaller than the state of
Oklahoma. Its total land boundaries are 2,572 kilometers
(1,598 miles), and it has a coastline on the Gulf of Thai-
land of 443 kilometers (275 miles). The Mekong River
flows directly through the country from north to south,
eventually flowing into the Mekong Delta of Vietnam.
Cambodia’s largest city and capital, Phnom Penh, is on
the Mekong River. The other major cities in Cambodia
are Battambang, Siem Reap (the gateway to Angkor
Wat), and Kampong Saom (Sihanoukville), Cambodia’s
major port.
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Kingdom of Cambodia
Preahreacheanachakr Kampuchea

POPULATION. Cambodia’s population was 12,491,501
in July of 2001, according to the CIA World Factbook.
This compares with a population of 5,728,772 in 1962;
6,682,200 in 1981; and 11,426,223 in 1998. The cur-
rent population growth rate is a relatively high 2.25 per-
cent. If this population rate were to continue, the coun-
try’s population would double to approximately 25
million by the year 2033. The major cause of this high
population growth rate is the high fertility rate of Cam-
bodian women. The average Cambodian woman has
4.74 children.

With such a high fertility rate and the loss of much
of the adult population through the prolonged civil war
(197075, 1979-98), the Cambodian population is ex-
tremely young. Around 41.25 percent of the population is
less than 15 years of age, and only 3.47 percent of the
population is over 65. Unfortunately, Cambodia has a se-
rious AIDS problem, which will have a negative effect on
its future population growth. In 1999, it was estimated that
the HIV/AIDS incidence among adults was 4.04 percent.

Unlike many other Southeast Asian countries such
as Laos, Burma, Indonesia, and the Philippines, the Cam-
bodian population is relatively homogenous. Approxi-
mately 90 percent of the population is Khmer, with 5
percent Vietnamese, 1 percent Chinese, and 4 percent
other (Cham, Lao, Tai, and various hill peoples in north-
eastern areas such as Ratanakiri and Mondulkiri). Khmer
is also the official language. Theravada Buddhists are
the dominant religious group, claiming 95 percent of the
population.

OVERVIEW OF ECONOMY

Cambodia is one of the world’s poorest economies,
and, thus, economic development is its highest prior-
ity. Much of its population is involved in subsistence
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farming (families producing what is needed for daily liv-
ing). About 66 percent of the country is forested or wood-
lands, with only 13 percent of the land arable.

Another major disadvantage has been Cambodia’s
long period of turmoil and civil strife, which began in
1970 with the overthrow of the government of Prince Si-
hanouk. That strife and instability lasted 28 years and se-
verely and adversely affected the Cambodian economy,
its human resource base, and its physical infrastructure.

With respect to its economic history, Cambodia is
an excellent example of pre-development (advanced de-
velopment centuries before the European Renaissance).
Its prehistory dates back to the fourth millennium B.C.
By 500 B.C., the use of metal had become widespread.
As early as the 3rd century there was an Indianized trad-
ing state named Funan with Mon-Khmer inhabitants. In
the last half of the 6th century, a new state Chenla
emerged.
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The years from 802 to 1432 mark the period of the
great Angkor Khmer civilization. This Khmer civiliza-
tion produced the largest religious monument in the
world, the Angkor Wat complex. The Chinese sailor,
Chou Ta-kuan, visited Angkor and described vividly the
Khmer Empire at that time. The dynamic leadership of
King Jayavarman VII produced an impressive network
of hospitals, royal roads, rest houses, and advanced hy-
draulic irrigation schemes which allowed for as many as
3 crops of rice each year. During the reign of Jayavar-
man VII the Khmer Empire encompassed what is cur-
rently Cambodia and much of what is Thailand, Laos,
and the southern part of Vietnam. After Jayavarman VII’s
death, Khmer power declined at the hands of the Siamese
and later the Vietnamese. After the Siamese sacked
Angkor several times the capital moved to Phnom Penh,
which became a center for maritime trade. During the
19th century, Cambodia fell under Siamese and Viet-
namese domination.
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In 1863 the French then established a protectorate
over Cambodia, and in the early 1900s Cambodia became
part of colonial French Indochina. Under its colonial rule,
the French established plantations to exploit Cambodian
natural resources such as rubber. In 1953 Cambodia
achieved its independence from France. Under the lead-
ership of Prince Sihanouk, Cambodia enjoyed peace and
stability. In terms of its economy, the country was poor,
but most of the population enjoyed affluent subsistence.
Farmers, for the most part, had their own land and there
was adequate fish, rice, fruit, and vegetables for much of
the population.

In 1970, Cambodia became a war-plagued economy.
With a coup against Prince Sihanouk in March of that
year, Cambodia was drawn into the vortex of the Cold
War and the U.S. war in Vietnam. For the next 5 years
there was civil war between the Khmer Rouge (the Cam-
bodian communists) and the U.S.-backed rightist gov-
ernment of General Lon Nol. The United States provided
both military and economic assistance to the Lon Nol
government. The secret bombing of the Cambodian coun-
tryside by the United States and the civil war drove hun-
dreds of thousands of rural people into the capital of Ph-
nom Penh and devastated the economy.

On 17 April 1975, the Khmer Rouge captured the
capital and immediately evacuated the population to the
countryside. There then ensued the most radical social-
ist experiment in the history of the world, in which ba-
sically the entire population became a huge work camp
engaged in various agricultural activities. As a result, as
many as possibly 2 million Cambodians may have died
between 1975 and 1978, due to starvation, overwork, dis-
ease, and executions (of those who were part of the old
elite, those perceived to be a threat to the state, or those
who were uncooperative).

In December 1978, the Vietnamese intervened to
drive the Khmer Rouge to the remote countryside in the
west and northwest and installed a new Vietnamese-ori-
ented Cambodian government, which was called the
People’s Republic of Kampuchea (PRK). Then Cambo-
dia became a normal economy, though it still suffered
from continued conflict with the Khmer Rouge. During
this period, it also suffered from an economic boycott
by the United States and other countries who would not
recognize the legitimacy of the new government. In
1991, communism came to an end with the establish-
ment of the State of Cambodia and the 2-year presence
of the United Nations Transition Authority in Cambodia
(UNTAC) to oversee the transition to a multi-party
democracy and free market economy. UN-supervised na-
tional elections were held in 1993. However, real polit-
ical stability came to Cambodia only in 1998 with new
national elections and the death of Khmer Rouge leader
Pol Pot in April 1998.
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With this new stability, the Cambodian economy
shows signs of recovering. Its being a dollarized econ-
omy (an economy which uses the U.S. dollar) gave it
some immunity from the currency devaluations suffered
by its close neighbors, such as Thailand and Laos. Cam-
bodia achieved impressive economic growth of 4.5 per-
cent in 1999 and 5 to 5.5 percent in 2000.

Two industries which have greatly helped the re-
covery of the Cambodian economy have been the gar-
ment industry and tourism. Output from the garment in-
dustry in 1993 was only US$4 million, but by 1999 it
had increased dramatically to US$600 million. Cambo-
dia is extremely fortunate to be home to the great Angkor
Wat complex, recently publicized in the popular adven-
ture feature film Tomb Raider. Cambodia wisely decided
to allow direct international flights to Siem Reap, the
gateway to Angkor Wat, and is one of the few countries
in the world (if any) to allow international airlines to fly
domestic flights within Cambodia. This flexibility has
been a boon to Cambodian tourism, which was up 34 per-
cent in 2000. A 3-day pass to visit Angkor Wat costs
US$60. Thus, tourism is a major new source of signifi-
cant foreign exchange earnings. Cambodia also benefits
from considerable international aid, constituting 61 per-
cent of its public funds.

POLITICS, GOVERNMENT,
AND TAXATION

Prior to 1991, Cambodia had long been dominated
by authoritarian regimes. Since 1993, however, Cambo-
dia has had a multi-party democracy. During its first
phase of democracy, Cambodia actually had 2 prime min-
isters, 1 from each of the 2 major political parties, as a
kind of political compromise. In 1993, Cambodia became
a constitutional democracy with the popular Norodom Si-
hanouk serving as the king. Sihanouk has been an im-
portant force in contributing to compromise among com-
peting political factions. The system of having 2 prime
ministers, however, became unworkable and was highly
inefficient. It also created a particularly complex envi-
ronment for international investors or others pursuing
economic or development activities in Cambodia. New
national elections in 26 July 1998, resulted in a new gov-
ernment with only 1 prime minister.

Cambodia has a bicameral legislature, consisting of
a popularly elected National Assembly (122 seats) and a
Senate (61 seats). The members of both bodies serve 5-
year terms. The king chooses the prime minister after a
vote of confidence by the National Assembly. Since
1998, the prime minister has been Hun Sen. There is also
a judicial branch led by the Supreme Court.

Taxation and the ability to collect revenues by the
government remain weak, though government revenues
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increased 40 percent between 1998 and 1999. Such rev-
enues represented only 11 percent of the GDP and direct
taxes accounted for only 6 percent of total domestic rev-
enue. Corruption and an inability to collect taxes plagued
the government throughout the 1990s.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

As the result of decades of conflict and civil war,
Cambodia’s infrastructure is extremely weak. There is a
limited train system which runs to the southern seaport
of Kampong Saom and to the northwest (Poipet) on the
Thai border. There are plans to rehabilitate the railway
to Poipet and to build a new railway linking Phnom Penh
and Ho Chi Minh City in Vietnam as part of the trans-
Asia railway. These railways cover a total of 603 kilo-
meters (375 miles). The country has 35,769 kilometers
(22,227 miles) of highways, of which only 11.6 percent
are paved. The best road is from the capital to the sea-
port of Kampong Saom. Past U.S. aid facilitated the ren-
ovation of that important road. Many factories are locat-
ing along that road because of its excellent access to a
major Pacific seaport. Travel to many remote provinces
is often done by plane. The country has 19 airports. The
country also has 3,700 kilometers (2,299 miles) of navi-
gable waterways, and it is possible to travel to the fa-
mous Angkor Wat complex by jetboat using the Tonle
Sap River and the great Tonle Sap Lake.

In Cambodia’s agricultural sector traditional forms
of power such as waterwheels are still being used. Much
of the population, especially in rural areas, does not have
access to electricity. In 1999, Cambodia’s electricity pro-
duction was 147 million kilowatt-hours (kWh), of which
40.8 percent were derived from hydroelectric power; the
rest was from fossil fuels.

Communications in urban areas has greatly im-
proved in recent years. The number of mobile phones
(which were estimated at 80,000 in 2000) are now 4 times

greater than the number of conventional phone lines. Few
rural areas have access to conventional phone lines. There
are 10 radio and 5 television stations. In the capital of
Phnom Penh, inexpensive cable television is available
with a great number of diverse channels in many lan-
guages such as Thai, Japanese, Chinese, English, and
French. The country had an estimated 97,000 televisions
in 1997.

Cambodia has joined the Internet and has a .kh suf-
fix. However, Internet access in Cambodia is extremely
expensive relative to local income levels, which greatly re-
stricts the use of the Internet by non-wealthy Cambodians.

With respect to print media, there has been a rapid
expansion in recent years. There are currently 3 English
language papers, a French language paper, 88 Khmer lan-
guage newspapers, 19 Khmer language magazines, and
6 Khmer language bulletins.

ECONOMIC SECTORS

During the decade of the 1990s, Cambodia’s agri-
cultural sector grew at an average of 2.1 percent, its in-
dustrial sector grew at an annual rate of 9.6 percent, and
its service sector grew at a rate of 6.9 percent, resulting
in shifts in the economic structure of Cambodia. In 1998,
agriculture contributed 43 percent of GDP, industry con-
tributed 20 percent, and services contributed 37 percent.

Based on the 1998 census, the active labor force in
Cambodia was 4,909,100. Around 76.8 percent of these
individuals were engaged in agriculture; only 3.4 percent
in industry; and 19.8 percent in services.

Though most Cambodians are still involved in agri-
cultural work, the country’s industrial and service sectors
are both growing rapidly. With Cambodia’s excellent
tourism potential and its low cost labor in close proximity
to a major seaport, the economy will continue to shift in
the direction of greater industry and services. Nike, for ex-
ample, is now sourcing apparel production in Cambodia.

Communications

SOURCE: World Bank. World Development Indicators 2000.

Cable Personal
Country Newspapers Radios TV Sets®  subscribers®  Mobile Phones®  Fax Machines® Computers® Internet Hosts® Internet Users®
1996 1997 1998 1998 1998 1998 1999 1999
Cambodia 2 127 123 N/A 0.3 0.9 0.12 4
United States 215 2,146 847 2443 78.4 458.6 1,508.77 74,100
China N/A 333 272 40.0 1.6 8.9 0.50 8,900
Vietnam 4 107 47 N/A 0.3 6.4 0.00 100

2Data are from International Telecommunication Union, World Telecommunication Development Report 1999 and are per 1,000 people.
®Data are from the Internet Software Consortium (http:/www.isc.org) and are per 10,000 people.
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Cambodia
GDP-COMPOSITION BY SECTOR-1998 est.

Agriculture 43%

Services 37%

Industry 20%

SOURCE: CIA World Factbook 2000 [Online].

AGRICULTURE

With a population density of just 263 persons per
square kilometer (681 per square mile) of arable land,
Cambodia has special advantages compared to much more
densely populated rural areas such as Bangladesh, Viet-
nam, or Indonesia, whose densities are 3 or 4 times as
great. However, the sector is far below its potential. The
80 percent of the workforce engaged in agriculture account
for only 43 percent of GDP in 1998. Average rice paddy
yield in 1997 was 1.8 tons per hectare, compared to an av-
erage of 2.7 tons per hectare achieved by neighboring
countries. Among numerous problems affecting agricul-

Cambodia
LABOR FORCE-BY OCCUPATION

Agriculture 80%
Other 20%

TOTAL LABOR FORCE 6 MILLION

SOURCE: CIA World Factbook 2001 [Online]. Data for 1998 est.
Percent distribution for 1999 est.
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tural productivity are a lack of irrigation, shortage of male
manpower, and the continued presence of land mines in
the northwest region of the country, a major rice-growing
area. At present only 16 percent of rice land is irrigated,
though the government has the goal to increase this figure
to 20 percent by the year 2003. Important secondary food
crops are maize, cassava, sweet potatoes, beans, vegeta-
bles, and fruit. Among industrial agricultural crops are cot-
ton, soybeans, sesame, jute, sugar cane, and rubber. Prin-
cipal crops in 1999 in order of magnitude of production
were rice, cassava, vegetables, sugar cane, maize, soy-
beans, sweet potatoes, and mung beans.

FORESTRY AND LOGGING. In 1969, 73 percent of Cam-
bodia was forested. By 1997, only 58 percent of the coun-
try was forested. Much of this deforestation has resulted
from illegal logging activities, with logs destined for
Thailand, which has had a long-standing ban on logging.
Illegal logging seriously threatens the long-term viabil-
ity of Cambodia’s timber resources. With sustainable
forestry, the government could earn an estimated US$40
million to US$80 million in government revenue per year
according to some estimates.

FISHING. Major sources of freshwater fish are the great
Tonle Sap Lake in the center of Cambodia and the
Mekong and Tonle Sap Rivers. However, deforestation
represents a serious threat to freshwater fishing because
of increased runoff into rivers and lakes. In 1999 Cam-
bodia produced 124,000 metric tons of fish, of which 57.3
percent were freshwater fish.

INDUSTRY

Industry now employs approximately 250,000 peo-
ple, 5 percent of the labor force. Until the mid-1990s,
Cambodia’s industry was dominated by rice mills (of
which there were approximately 1,500) and 80 to 100
state-owned enterprises, a legacy from the communist pe-
riod. The major new development in the latter half of the
1990s is the rapid development of Cambodia’s garment
industry, facilitated by the achievement of political sta-
bility, an abundant supply of cheap labor, good road ac-
cess to Cambodia’s major seaport, and having Most Fa-
vored Nation trading status since 1997 for exports to the
large U.S. market. By the end of 1999, there were ap-
proximately 200 garment factories employing about
100,000 workers. In 1995, by comparison, there were
only 13 such factories. Another major growth area asso-
ciated with the need to build and rebuild Cambodia’s in-
frastructure has been construction, which is expected to
increase in importance as more investment is made in in-
frastructure.

MINING. Mining contributed only 0.3 percent of the
GDP in 1999 and the country has few commercially vi-
able mineral resources. However, in western Cambodia
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in the Pailin area near Thailand, there is an abundance of
high-quality gems, primarily sapphires and rubies. The
trade in such gems was a major source of revenue for the
Khmer Rouge in support of their guerilla warfare. Even
currently the trade in gems is largely part of the infor-
mal economy and does not provide benefit to the cen-
tral government.

SERVICES

BANKING AND FINANCE. Under the new capitalist sys-
tem, the former socialist state bank became the National
Bank of Cambodia (NBC) in 1992. The new system al-
lows for private commercial banks, of which there are
now approximately 30. Use of such banking services is
limited, since much of the population has a preference
for keeping their savings in either gold or U.S. dollars.

GOVERNMENT EMPLOYMENT. With the shift from a so-
cialist to a capitalist system, the public sector has been
downsized. Nearly all of the former state enterprises have
been privatized. Many individuals lost jobs through this
process. Major efforts have also been initiated to reduce
the size of the military and police forces, including the
elimination of “ghost soldiers” and “ghost police” who
were listed only for budgetary purposes.

TOURISM. Cambodia has excellent potential to develop
its tourism sector, which has grown significantly since
the achievement of political stability in 1998. In 1999
tourism revenues increased 41 percent, and tourist ar-
rivals have been growing 20 to 30 percent annually since
1998. In 1999, the number of visitors was 271,100. The
largest number of tourists are from the United States, fol-
lowed by China, France, and Taiwan.

Cambodia’s major tourist attractions are the great
Angkor Wat complex, attractive beaches with related
tourist infrastructure at Kompong Saom (Sihanoukville),
and ecotourism in pristine Ratanakiri Province in Cam-
bodia’s remote northeast. The capital Phnom Penh also is
a charming city with numerous attractions. Its famous
Royal Hotel has been totally remodeled. In the Angkor
Wat area the Grand Hotel d’ Angkor has been remodeled
by the Raffles Group. At one point, 1 cabinet minister even
proposed to have all of Cambodia become a national park
as part of an effort to make Cambodia unique and attrac-
tive. This proposal was not approved, though Cambodia
has developed an extensive system of national parks.

The operation of direct international flights to Siem
Reap, gateway to the Angkor Wat area, has significantly
improved Cambodian tourism, while adversely affecting
tourism to the capital, Phnom Penh, which is no longer
the sole gateway to Angkor Wat.

Primarily as the result of the presence of many UN
military forces in the 1991-93 period and the shift to a
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free market capitalist system, a commercial sex industry
has emerged which has contributed to international
tourism, especially to Phnom Penh. Numerous Viet-
namese prostitutes are guestworkers in this industry.

RETAIL AND THE INFORMAL ECONOMY. With a high
level of unemployment and underemployment, an in-
formal retail economy provides employment to large
numbers, especially in urban areas. In Phnom Penh there
are a number of local markets and 2 large markets pop-
ular with tourists (the Central and Russian Markets).

INTERNATIONAL TRADE

For years Cambodia has been running a negative
trade balance, meaning that the value of its imports ex-
ceeds that of its exports. In 1997 the deficit was US$328
million; in 1998, US$391.4 million; and US$215.7 mil-
lion in 1999. Contributing to an improved trade balance
was the dramatic growth in the export of garments, now
the country’s major export. The export of garments more
than doubled in value between 1997 and 1999. Cambo-
dia’s major exports in 1999 (in order of value) were gar-
ments, logs and sawn timber, and crude rubber. Its ma-
jor imports (in order of value) were petroleum products,
cigarettes, motorcycles, gold, and other vehicles. In 2000,
Cambodia had exports of US$942 million and imports of
US$1.3 billion.

Cambodia’s leading export markets (in order of im-
portance) in 1999 were Singapore, Hong Kong, Thailand,
Vietnam, Taiwan, Japan, and Malaysia. Its imports were
primarily from (in order of importance) Thailand, Hong
Kong, Singapore, Vietnam, Japan, Indonesia, and France.
Its greatest trade deficit is with Thailand followed by
Vietnam and Hong Kong. It has a trade surplus with Sin-
gapore, Malaysia, and Taiwan. With the collapse of the
Soviet Union and its shift to capitalism, Cambodia’s
trade with Russia has declined dramatically.

MONEY

Since Cambodia is basically a dollarized economy,
the National Bank of Cambodia has only limited influ-

Exchange rates: Camhodia

new riels per US$1

Jan 2001 3,909.0
2000 3,840.8
1999 3,807.8
1998 3,744.4
1997 2,946.3
1996 2,624.1

SOURCE: CIA World Factbook 2001 [ONLINE].
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ence with respect to monetary policy. Given the strength
of the dollar and, thus, Cambodia’s relative immunity to
currency devaluation problems, the country has done well
in avoiding inflation, which was virtually nil in 2000, 4
percent in 1999, and only 12 percent in 1998, despite the
Asian economic crisis. In fact, inflation has been ex-
tremely low since 1994.

POVERTY AND WEALTH

Cambodia is currently one of the poorest countries
in the world. Its per-capita income is only US$260.
However, if adjusted for purchasing power parity
(which takes into account the low prices for goods in
Cambodia), its per-capita income jumps rather dramat-
ically to US$1300. Approximately 36 percent of the
population is living below the poverty line. Because of
the years of civil war and strife, more than 25 percent
of households in Phnom Penh are headed by a single
mother. The existence of poverty and unemployment
among less-educated women has contributed to the
emergence of a commercial sex industry. This indus-
try is part of a large informal economy in Cambodia
that is not reflected in the official statistics reported in
this entry.

WORKING CONDITIONS

Working conditions in Cambodia are best for those
with good education who can find modern sector em-
ployment, particularly in the rapidly growing service sec-
tor such as in tourism or banking. There are also now in
Cambodia a large number of both international and local
non-governmental organizations (NGOs) which hire
more educated Cambodians for work on diverse devel-
opment projects.

Those working in the public sector, such as public
school teachers, face the problem of receiving extremely
low wages. Thus, they often are forced to take other part-
time work to pay for their expenses.

Farmers possessing their own adequate land can en-
joy a certain degree of affluent subsistence, if they can

GDP per Capita (US$)

Country 1975 1980 1985 1990 1998
Cambodia N/A N/A N/A 240 279
United States 19,364 21,529 23,200 25,363 29,683
China 138 168 261 349 727
Nepal 149 148 165 182 217
SOURCE: United Nations. Human Development Report 2000;
Trends in human development and per capita income.
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Distribution of Income or Consumption by Percentage
Share: Cambodia

Lowest 10% 2.9
Lowest 20% 6.9
Second 20% 10.7
Third 20% 147
Fourth 20% 201
Highest 20% 47.6
Highest 10% 33.8

Survey year: 1997

Note: This information refers to expenditure shares by percentiles of the
population and is ranked by per capita expenditure.

SOURCE: 2000 World Development Indicators [CD-ROM].

grow adequate rice, fruit, and vegetables and have access
to fish resources. Recently, however, farmers, especially
from western Cambodia, have complained about losing
their land to business interests planning various kinds of
development or agribusiness.

For those working in the rapidly expanding gar-
ment industry, there is concern about working condi-
tions and low wages, though these jobs are desperately
needed. Conditions are likely to vary considerably de-
pending on the sub-contractors involved. Also, it is not
appropriate to look simply at salaries of such workers
in dollar terms. People with modern sector jobs tend to
pool their “low” salaries in extended family situations.
Also costs are much lower in Cambodia than in many
other countries, particularly more advanced industrial
countries.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

2ND-6TH CENTURIES. The state of Funan, predecessor
to Cambodia, is established in the Mekong Delta.

9TH-15TH CENTURIES. The glorious Angkor Empire
reigns in present-day Cambodia.

1863. France establishes a protectorate over Cambodia.

1953. On 8 November, Cambodia claims its indepen-
dence from France.

1955-70. The reign of Prince Sihanouk as ruler of the
Kingdom of Cambodia; Cambodia remains neutral and
peaceful in a sea of political turmoil.

1970. Neutral Prince Sihanouk is ousted by General
Lon Nol and Prince Sirik Matak, who abolish the
monarchy and rename the country the Khmer Republic
(KR). Subsequently U.S. and South Vietnamese armies
invade eastern Cambodia and the economy is totally
disrupted by the civil war that ensues.
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1973. The United States carries out an intensive cam-
paign of bombing rural Cambodia, forcing a tremen-
dous influx of people into Phnom Penh and other cities
and disrupting Cambodian agriculture.

1975. In April, Phnom Penh is overtaken by the radi-
cal Khmer Rouge, who are led by Pol Pot. The urban
population is forced into the countryside and over the
next 3 years, the country—renamed Democratic Kam-
puchea (DK)—becomes a massive work camp, with up
to 2 million dying from overwork, starvation, poor
health, and executions.

1978. Vietnam invades Cambodia and overthrows the
Pol Pot regime.

1979-89. The Vietnamese-backed government (Peo-
ple’s Republic of Kampuchea, PRK) wages a long civil
war against the Khmer Rouge. Though the economy re-
turns to near normalcy, it is boycotted economically by
the United States, the Association of Southeast Asian
Nations (ASEAN), and many other nations because of
its ties to Vietnam and the former USSR.

1993. United Nations-supervised elections are won by
Prince Sihanouk’s party, FUNCINPEC; as a compro-
mise, a new 2-headed government is formed with 2
prime ministers, 1 representing FUNCINPEC and the
other representing the Cambodia People’s Party (CPP),
the former communist party.

1997. The 2-headed government ends with military ac-
tion by CPP Prime Minister Hun Sen.

1998. New national elections won by CPP and Hun
Sen. Following the death of Khmer Rouge leader Pol
Pot in April, peace and stability return to Cambodia
for the first time in 3 decades, and tourism begins to
grow rapidly.

2001. The consultative group of international donors
pledge US$560 million of international aid to Cambo-
dia, primarily for infrastructure development.

FUTURE TRENDS

With its debilitated infrastructure resulting from 3
decades of civil war and strife, Cambodia faces tremen-
dous economic challenges in the years ahead. Major dis-
parities between rural and urban areas remain a persis-
tent problem. Reform implementation, particularly in
the area of governance, also remains a major issue.
There is considerable debate about the government and
its commitment to reforms. In June, 2001, the Interna-
tional Monetary Fund representative in Cambodia stated
“that the donors generally recognize that Cambodia,
more than many other countries, has shown a high level
of commitment to reform.” The 2001 increase in aid
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pledges by the consultative group reflects such under-
lying confidence.

With its great Angkor Wat complex, Cambodia has
tremendous tourism potential. The 11 September 2001
attacks on the United States will adversely affect Cam-
bodian tourism in the short term, but in the long term,
its tourist industry will provide substantial revenues to
the government, which can be used for both physical
and human infrastructure improvements. This special
resource is not seen in many other developing countries.
The country is also fortunate to have a deep seaport at
Sihanoukville, which is being upgraded. With its great
Tonle Sap Lake and with little of its agricultural land
currently irrigated, it has considerable potential for im-
provements in agriculture as well. Finally, Cambodia
has a special “wild card” that has been ignored. A good
portion of its current population are survivors of the
Khmer Rouge tragedy and, thus, represent a special
genre of individuals with unusual capacities for sur-
vival, perseverance, and flexibility. Such a special hu-
man resource base augurs well for the economic future
of Cambodia.

DEPENDENCIES

Cambodia has no territories or colonies.
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CAPITAL: Beijing (Peking).

MONETARY UNIT: Chinese Renminbi (in Chinese
“Renminbi” means ‘“People’s Currency”) Yuan
(RMB). One yuan equals ten jiao; one jiao equals
ten fen. Paper bills include 1, 2, 5, 10, 20, 50, and
100 yuan; 1 jiao, 2 jiao, 5 jiao; 1 fen, 2 fen, 5 fen.
There are coins of 1 yuan; 1 jiao, 2 jiao, 5 jiao; 1
fen, 2 fen, and 5 fen.

CHIEF EXPORTS: Crude oil, textile yarn, fabrics,
chemicals, coal, soybeans, vegetable oil, rice, and
small machinery.

CHIEF IMPORTS: Machinery, steel and other
metals, wheat, chemicals, and fertilizers.

GROSS DOMESTIC PRODUCT: US$4.8 trillion
(purchasing power parity, 1999 est).

BALANCE OF TRADE: Exports: US$194.9 billion
(f.o.b., 1999). Imports: US$165.8 billion (c.i.f.,
1999).

COUNTRY OVERVIEW

LOCATION AND SIZE. China is situated in the eastern
part of Asia, on the west coast of the Pacific Ocean, in
the southeastern part of the Eurasian continent, border-
ing the East China Sea, Korea Bay, Yellow Sea, and
South China Sea, between North Korea and Vietnam. Its
border countries include Afghanistan, Bhutan, Burma,
(Hong Kong), India, Kazakhstan, North Korea, Kyr-
gyzstan, Laos, (Macau), Mongolia, Nepal, Pakistan, Rus-
sia, Tajikistan, and Vietnam. The land area consists of
9,596,960 square kilometers (3,696,000 square miles),
the third largest in the world after Russia and Canada.
The country’s coastline is 14,500 kilometers (9,010
miles) long. China is divided into 22 provinces, 4 mu-
nicipalities, 5 autonomous regions, and 2 special admin-
istration regions (Hong Kong and Macau). Beijing, the
capital, is also the cultural and educational center of
China. The city has an area of 65 square kilometers (25
square miles) and is partially surrounded by walls that
were built in the 15th century.
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People’s Republic of China
Zhonghua Renmin Gongheguo

POPULATION. The population of China was estimated
at 1,262 million in July of 2000, an increase of 10.36 per-
cent from the 1990 population of 1,143 million. In 2000
the population growth rate was estimated at 0.9 percent,
the birth rate was 16.12 per 1,000, and the death rate was
6.73 per 1,000. With a projected annual population
growth rate of 0.9 percent between 2000 and 2010, the
population is expected to reach 1,392.5 million in 2010.
A simulation study conducted by the China State Statis-
tics Bureau indicates that country’s total population will
peak at 1,402 to 1,550 million in the 2030s or 2040s.

The population of China consists of 56 ethnic groups.
Han Chinese make up 91.9 percent while Zhuang, Uygur,
Hui, Yi, Tibetan, Miao, Manchu, Mongol, Buyi, Korean,
and other ethnic minorities make up 8.1 percent. The
great majority, 68 percent of the population, is between
ages 15 and 64; while 25 percent is at the age of 14 or
below, 7 percent is at 65 or older. The life expectancy at
birth in 2000 is estimated at 71.4 years (total population),
69.6 years (male) and 73.3 years (female). The country’s
high life expectancy and low infant mortality rates are
envied by much richer nations.

In 1949, when China became a communist nation,
the population was about 541 million. Over the following
10 years, it increased by another 118 million. It continued
to rise through the 1960s. The government encouraged this
increase so China could develop water control and com-
munication infrastructures. The government also thought
increased production could help produce more food and
strengthen the nation’s defense. Twenty years later, the
millions born during that period contributed to another
baby boom. By 1970, there were roughly 830 million Chi-
nese. The over-growing population had generated serious
problems and negatively affected the national economy.

To slow the population growth the government in-
troduced a one-child-per-family policy in the late 1970s.
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The policy was created not only to deal with the huge
population problem but as a prerequisite for the social
and financial planning necessary in a socialist system.
The policy is more strictly enforced in urban areas and
is unpopular in the rural areas where male children are
more important. However, it is enforced enough to make
most couples obey it. With the introduction of the one-
child policy, the population growth has slowed, with
probably 250 million fewer births since 1979. Two types
of obvious changes in population have taken place. First,
the people are aging. The number of people 65 or older
is estimated at 87.8 million in 2000 and is expected to
be 167 million by 2020, compared with an elderly pop-
ulation of 66 million in 1990. Second, the population is
becoming more urban. For instance, the urban population
was at 297 million in 1990, up 90 million from 1982.
During the same period, the populations of the 2 largest
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cities, Beijing and Shanghai, have increased 17 percent
and 13 percent respectively.

Overpopulation is the number-one global problem.
Many people question controlling population through leg-
islation. Even after the 20 years that the Chinese civi-
lization has trusted this solution to solve their problem,
some still violate the policy. However, this does not im-
ply that legislative control is wrong, especially when deal-
ing with the extremes facing China. Backers of China’s
population policy say that such state-mandated birth con-
trol and family planning is necessary not only for the well-
being of China but for that of the whole world.

OVERVIEW OF ECONOMY

China’s economy has grown increasingly faster since
the 1978 introduction of economic reforms. The Chinese
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official statistics show that real gross domestic product
(GDP) from 1979 to 1999 was growing at an average an-
nual rate of 9.7 percent, making China one the world’s
fastest growing economies. According to the World
Bank, China’s rapid development has raised nearly 200
million people out of extreme poverty.

Since its establishment in 1949 and until the end of
1978, China maintained a centrally planned, or command,
economy. The state directed and controlled a large share
of the country’s economic output; the state set produc-
tion goals, controlled prices, and allocated resources
throughout most of the economy. By 1978, nearly three-
fourths of the country’s industrial production was pro-
duced by centrally controlled state-owned enterprises
(SOEs) according to centrally planned output targets.
There were almost no private enterprises or foreign in-
vested firms in China. It was estimated that China’s real
GDP grew at an average annual rate of about 5.3 percent
from 1960 to 1978. Because the central planning eco-
nomic systems and government economic policies put lit-
tle emphasis on profitability or competition, the country’s
economy was relatively stagnant and inefficient. As a re-
sult the Chinese living standards were substantially lower
than those of many other developing countries. The Chi-
nese government took steps to improve economic growth
and raise living standards in the late 1970s.

The first of China’s economic reforms started in
1978 when Den Xiaoping came into power again. The
reforms concentrated on the agricultural production sys-
tem in rural areas. The central government initiated price
and ownership incentives for farmers; for the first time,
farmers were able to sell a portion of their crops on the
free market. In addition, the reforms tried to attract for-
eign investment, boost exports, and begin the importa-
tion of high technology products into the country. To do
this, the government established 4 special economic
zones (SEZs). Additional reforms followed in stages that
sought to decentralize economic policymaking in several
economic sectors, especially trade. As a part of the de-
centralization of economic policymaking, provincial and
local governments took economic control of various en-
terprises, allowing them to operate and compete on free
market principles.

The economic reforms had produced such promis-
ing economic growth that by the middle of 1980s the gov-
ernment selected additional coastal regions and cities as
open cities and development zones to test more free mar-
ket reforms and to offer tax and trade incentives to at-
tract investment from overseas. Moreover, the state grad-
ually eliminated the price controls on a wide range of
products. Agricultural output doubled in the 1980s, and
industry also demonstrated major gains, especially in
coastal areas close to Hong Kong and opposite Taiwan,
where foreign investment helped stimulate output of both
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domestic and export goods. Even more reforms were ini-
tiated in late 1993 when China’s leadership approved ad-
ditional long-term reforms which would allow the state
enterprises to continue to dominate many key industries
in what was now termed “a socialist market economy.”

The transition of the country’s economic system
from a command to a market-based economy helped fuel
a strong average growth. Between the start of an eco-
nomic reform program in 1978 and 1995, the GDP
growth was 8.0 percent a year. The growth remained
strong from 1996 to 2000. In 1999 China became the sec-
ond largest economy in the world, after the United States.
But China’s GDP per capita of US$3,800 was much less
than the United States.

China’s trade and investment reforms as well as its
incentives led to a surge in foreign direct investment
(FDI), which has served as a major source of China’s
capital growth. Annual utilized FDI in China grew from
US$636 million in 1983 to US$45.6 billion in 1998 (but
dropped to an estimated level of US$40.5 billion in 1999),
making China, in the late 1990s, the second largest des-
tination of FDI (after the United States). About two-thirds
of FDI in China comes from Hong Kong and Taiwan.
The United States is the third largest investor in China,
accounting for 8.0 percent (US$24.6 billion) of total FDI
in China from 1979 to 1999.

Since the reforms, China has made great strides in
improving its social welfare. Both consumption and sav-
ing have more than doubled, and the poverty rate has de-
clined. According to the World Bank, about 200 million
Chinese who used to live in absolute poverty have been
raised above the minimum poverty line. And only 10 per-
cent of the country’s population of 1.25 billion were il-
literate.

Although the reforms were encouraging, the Chinese
government experienced various difficulties. It struggled
to collect revenues due from provinces, businesses, and
individuals; to reduce corruption and other economic
crimes coinciding with the reforms; and to maintain daily
operations of the large state-owned enterprises. Many of
the state-owned enterprises had not participated in the
vigorous expansion of the economy, and some of them
had lost the ability to pay full wages and pensions.

POLITICS, GOVERNMENT,
AND TAXATION

China’s form of government is a communist state
known as a People’s Republic. The Chinese Communist
Party (CCP) is the leading political party in China. Un-
like parties in Western democracies, CCP is a tightly or-
ganized political force that controls and leads society at
all levels. The party sets policy and controls its execution
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through government officials who are required to be CCP
members. It is organized as a hierarchy, with power con-
centrated at the top. Above the local units, or cells, is a
pyramid-like structure of party congresses and commit-
tees at various levels, culminating in the National Party
Congress.

Generally, CCP’s national congress is supposed to
meet every 5 years, though this has not always been the
case. When it is not in session, direction of the party is
in the hands of a Central Committee of about 200 mem-
bers, which is symbolically elected by the congress ac-
cording to the name list distributed by the congress board.
The symbolically elected Central Committee, in turn,
elects the Political Bureau. It is within the Political Bu-
reau and its elite Standing Committee that power is con-
centrated, which make the state’s highest-level decisions.
There is also a secretariat, which carries on the day-to-
day business of the party.

Theoretically, party membership is open to anyone
over 18 years of age who accepts the party program and
is willing to work actively in one of its organizations. In
reality, only those who are deemed to be fellows of lo-
cal CCP branch leaders will have the chance to be re-
cruited into the party. Members are expected to abide by
the party’s discipline and to serve as model citizens. The
backbone of the party consists of full-time paid workers
known as cadres (Chinese, ganbu). The term cadre is
also used for public officials holding responsible posi-
tions, who may or may not be members of the party.

The People’s Republic was first governed according
to the “Common Program” and organic laws adopted in
1949. Since 1954, 4 constitutions followed, each reflect-
ing shifts in policy and the balance of power among fac-
tions of the top leadership. The government structure
forms a pyramid, ranging from local units such as resi-
dents’ (urban) and villagers’ committees through coun-
ties, prefectures, and then to the 22 provinces, 5 au-
tonomous regions, and 4 special status municipalities
(Beijing, Shanghai, Tianjin, and Chongqing), each with
its own people’s congress and administrative organs, and
2 special administration regions (Hong Kong, Macau).
At the top of the government structure is the national gov-
ernment in Beijing.

The chief of state is President Jiang Zemin, who has
served as president since 1993. The president and vice-pres-
ident are elected to 5-year terms by the National People’s
Congress. The head of government is Premier Zhu Rongji,
who has served in his position since 1998. The president
nominates the premier who is confirmed by the Congress.

The National People’s Congress is the legislature of
China and serves annual sessions with 5-year terms. The
Standing Committee of the Congress exercises its func-
tions between sessions. The highest administrative organ
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is the State Council (similar to the United States Cabi-
net), headed by the premier. The court system parallels
the administrative system. However, the Chinese have
traditionally tended to resolve conflicts through social
rather than legal or judicial mediation, and the rule of law
as it is known in Western countries is currently not well-
known. The number of lawyers is very small compared
with many Western countries, and legal methods are not
familiar to most Chinese.

The judiciary is headed by the Supreme People’s
Court, which consists of 1 president and 1 vice president,
who each serve 4-year terms. Other courts include Spe-
cial People’s Courts and Local People’s Courts. Supreme
People’s Procuratorates and Local People’s Procura-
torates enforce laws.

Tax policies are administered by the Ministry of Fi-
nance (MOF) and the State Administration of Taxation
(SAT). The SAT is the central tax authority at minister-
ial level. Tax policy is the exclusive domain of the cen-
tral government although the local government may in-
put some efforts in taxation. With the adoption of a new
tax system in 1994, the country adopted a tax revenue-
sharing system. This means that some taxes, mostly di-
rect taxes, are assigned to local government, while other
taxes, such as value-added tax (VAT), are shared be-
tween the central government (75 percent) and local gov-
ernment (25 percent). Shared taxes are levied on the same
tax base and then allocated between different levels of
governments at pre-determined ratios.

The ratio of the total tax revenue to GDP has de-
clined over the 1990s, although the total tax revenue has
increased substantially. The main reason for the decline
is the rapid growth of the service sector, whose tax bur-
den is lower than that of manufacturing, and an increase
in foreign investment, mostly in special zones where very
generous tax incentives have been granted. The 1994 tax
reform emphasized taxation on consumption, and cur-
rently efforts are being made to fine tune these indirect
taxes, particularly the administration and collection of
VAT. The abuse of invoices is a serious, continuing tax
fraud problem. The main tax types for business, citizens,
foreign enterprises, and foreigners in China are value-
added tax (VAT); consumption tax; business tax; foreign
enterprises income tax; individual income tax; customs
duties; urban estate tax; vehicle and vessel usage and li-
cense plate tax; land appreciation tax; stamp duties; re-
sources tax; and deed tax.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

Infrastructure in China varies from fairly good to
very poor. Resources for industry are currently heavily
constrained by infrastructure shortages. The government
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Communications

SOURCE: World Bank. World Development Indicators 2000.

Cable Personal
Country Newspapers Radios TV Sets*  subscribers®  Mobile Phones®  Fax Machines® Computers® Internet Hosts” Internet Users®
1996 1997 1998 1998 1998 1998 1998 1999 1999
China N/A 333 272 40.0 19 1.6 8.9 0.50 8,900
United States 215 2,146 847 2443 256 784 458.6 1,508.77 74,100
Japan 578 955 707 114.8 374 126.8 237.2 163.75 27,060
Russia 105 418 420 78.5 5 0.4 40.6 13.06 2,700

2Data are from International Telecommunication Union, World Telecommunication Development Report 1999 and are per 1,000 people.
®Data are from the Internet Software Consortium (http:/www.isc.org) and are per 10,000 people.

recognizes infrastructure as the key to achieving full-
industrialized status and to offsetting a diminishing
cheap labor advantage. Energy and transportation needs
in particular have stalled growth and fueled inflation,
while telecommunications is acknowledged as a re-
quirement for further economic growth.

RAILWAYS. China has an estimated 69,412 kilometers
(43,131 miles) of railroad. Every province-level admin-
istrative unit except Tibet was served by rail, and plans
were being made to extend a line south from the Lanzhou-
Urumgi line to Lhasa, in Xizang (Tibet). Railways have
been the most important tools for transportation in China.
For example, more than 50 percent of the country’s traf-
fic is moved by the railroad system. China’s railway net-
work consists of a series of north-south trunk lines,
crossed by a few major east-west lines. Most of the large
cities are served by these trunk lines, forming a nation-
wide network, with Beijing as its hub.

ROADS AND HIGHWAYS. China has 1,209,800 kilome-
ters (751,894 miles) of highway in total, among which
271,300 kilometers (168,586 miles) are paved (with at
least 24,474 kilometers or 15,200 miles of expressways).
The network of all-weather roads and highways is not a
unified national system with consistent standards; the
conditions of many of the roads are poor. Despite its
shortcomings, the road network is probably adequate to
meet the country’s current needs. China has a small num-
ber of cars, trucks, and buses as compared with the United
States or Japan. In the early 1990s there were about 7
million motor vehicles, two-thirds of which were trucks
and buses. It produces about 200,000 trucks annually and
limited automobiles. An increasing number of cars are
owned privately, which will lead fast demand for quali-
fied highways. The highway network accounts for only
about 2 percent of total freight traffic.

AIR TRANSPORTATION. China set up the General Ad-
ministration of Civil Aviation of China (GACAC) after
1949, which has continued to serve as the nation’s do-
mestic and international air carrier. Most major cities are

Worldmark Encyclopedia of National Economies

served by domestic flights, and a few large cities like
Guangzhou, Shanghai, and Beijing have international ser-
vice. GACAC planes fly to Europe, Japan, the United
States, and South Asia. Some provincial and urban au-
thorities operate intercity airlines that carry passengers
and freight. There are 206 airports (1996 est.), among
which 192 have paved runways.

SHIPPING. China has 110,000 kilometers (68,354 miles)
of navigable waterways and 1,746 ships (merchant ma-
rine). It has 9,070 kilometers (5,636 miles) of crude oil
pipelines, 560 kilometers (348 miles) of petroleum prod-
ucts pipelines and 9,383 kilometers (5,830 miles) of nat-
ural gas pipelines (1999 est.).

POWER. China’s power sector has performed impres-
sively in support of economic growth during the past
twenty years. Faced with the need to expand its power
capacity, the state is investing heavily in the construction
of new power plants and self-financing capability.
Equally significant in the development of the national
power sector are the establishment of regional power
grids and the implementation of an electricity tariff re-
form to tackle the problems of inefficient power distrib-
ution and usage. Electrical power is supplied mainly by
the state-owned enterprises. China has effectively re-
structured its power industry by closing a large number
of small thermal power plants with high coal consump-
tion, heavy pollution, and poor economic efficiency. Ac-
cording to the official statistics, the country generated
1.16 trillion kilowatt hours (kWh) of electricity in 2000,
a 6 percent increase from the previous year; the country
has made headway in building and renovating 87 urban
power grid projects and 1,590 rural ones. China has also
developed its enormous hydroelectric potential so that a
larger share of its domestic demand for electric power
can be met with renewable hydropower. Renewable hy-
dropower is tapped from moving water such as waterfalls
and fast-moving streams.

The reform and opening up policies have brought
great leaps and bounds to the development of the coun-
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try’s nuclear power industry. Meanwhile, China attracts
foreign funds to supplement the domestic shortage of
funds in power construction and to upgrade the techno-
logical equipment of the power industry. According to
the statistic communiqué of the PRC on the 1998 national
economic and social development issued in February of
1999, the newly-increased annual production capacity in
1998 through capital construction projects included 16.9
million kilowatts of power generation by large and
medium-sized generators and 47.26 million kilovolt-am-
peres of power transformer equipment (including 7.79
million kilovolt-amperes of updated power grid in urban
and rural areas). China is the country to deliberate the
biggest nuclear power station construction plan in the
world. According to the central government’s plan, by
year 2020, China will possess 40,000,000 KM of nuclear
power installed capacity.

COMMUNICATION. Considerable effort has been ex-
pended on the postal and telecommunications systems in
China since 1949, but they are still far from meeting
Western standards of speed and efficiency. The mail is
mainly carried by the nation’s railroad. As is the case
with transportation, the telecommunications system is
sufficient enough to meet the needs of a growing econ-
omy. There were 110 million main lines in use (1999 est.)
and 23.4 million mobile cellular phones in use (1998).
Domestic and international services are increasingly
available for private use; an unevenly distributed do-
mestic system serves principal cities, industrial centers,
and most small and middle-sized towns. Domestically,
inter-provincial fiber-optic trunk lines and cellular tele-
phone systems have been installed; a domestic satellite
system with 55 earth stations is in place. Internationally,
China has 5 Intelsat (4 Pacific Ocean and 1 Indian
Ocean), 1 Intersputnik (Indian Ocean region), and 1 In-
marsat (Pacific and Indian Ocean regions), as well as sev-
eral international fiber-optic links to Japan, South Korea,
Hong Kong, Russia, and Germany. The country had 673
radio broadcast stations—369 AM, 259 FM, 45 short-
wave—and 417 million radios. In 1997, the country had
3,240 television broadcast stations, (of which 209 are op-
erated by China Central Television, 31 are provincial TV
stations and nearly 3,000 are local city stations), and 400
million televisions. In 1999, the country had 3 Internet
service providers (ISPs).

ECONOMIC SECTORS

Over the years, China has become gradually more
industrialized. Like other modernizing countries, for in-
stance, the contribution of China’s agricultural sector to
its GDP has kept decreasing, from 37.9 percent in 1965
to 28.4 percent in 1985 and then to 18.4 percent in 1998—
a net decrease of 19.5 percent in the 3-decade period. At
the same time, the contribution of the industrial sector to
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GDP-COMPOSITION BY SECTOR-1999 est.
Agriculture 15%

Services 50%

Industry 35%
SOURCE: CIA World Factbook 2000 [Online].

GDP has kept increasing, from 35.1 percent in 1965 to
43.1 percent in 1985 and then to 48.7 percent in 1998, a
net increase of 14.6 percent in the 3-decade period. The
contribution of tertiary industry (service) to the GDP has
increased from 27.0 percent in 1965 to 28.5 percent in
1985 and then to 32.9 per cent in 1998, a total increase
of only 5.9 percent in the same period.

The world’s economic development history indicates
that as a country heads toward modernization, the ratio
of agriculture to its GDP is set to drop, the ratio of ser-
vice to its GDP will go up, while the ratio of industry to
its GDP will first go up and then drop. China’s economic

China

LABOR FORCE-BY OCCUPATION
Agriculture 50%

Services 26%

Industry 24%

TOTAL LABOR FORCE 700 MILLION

SOURCE: CIA World Factbook 2001 [Online]. Data for 1998 est.
Percent distribution for 1998 est.
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development followed the same patterns. For instance,
the ratio of agriculture’s value added to the world’s GDP
was 7 percent in 1980 and fell to 5 percent in 1998. The
ratio of agriculture’s value added to the GDP of devel-
oped countries is normally 2 to 3 percent. The popular
development model also demonstrates that when the GDP
annual per capita income stood between US$300 and
US$500, the proportions of agricultural and industrial
sectors were virtually similar in the GDP while the em-
ployment proportion was higher in agricultural sector;
when the annual per capita income reached US$1,500,
the proportions of the industrial sector and service sec-
tor were basically similar in the GDP while the employ-
ment proportion in agricultural sector fell to the lowest
proportion. However, China’s situation varies somewhat
from the traditional development model. For instance, in
1999, the per capita income in China exceeded US$1,000
(using the purchasing power parity method), while the
proportion of the employment in the agricultural sector
was still as high as 50 percent.

As shown above, non-agricultural industries’ value
amounts to the main body of the national economy, but
the proportion of employees in the agricultural sector
dominates the workforce at present and will do so in the
future. The conflict of a dual economic structure is still
obvious. It is reflected in the enlarged income gap be-
tween industry and agriculture, rising from 2.12 in 1991
to 5.25 in 1995, and its estimated value will reach 5.62
in 2005. Obviously, the changes of the industrial struc-
ture and employment structures are not consistent with
other developing countries. The Chinese government and
scholars have noticed this phenomenon, and many efforts
have been made to reshape the structure more properly.

AGRICULTURE

In the thousands of years that farming has been prac-
ticed in China, the Chinese have refined and perfected
their agricultural techniques. Traditional Chinese agri-
culture is labor intensive; the emphasis is on using many
workers to increase the crop yield per unit of land rather
than on increasing the productivity of the individual
worker. Chinese agricultural practices have been shaped
by the a shortage of farmland in the country, at least rel-
ative to the population.

Agriculture and rural activities are important in
China for many reasons. First, farming provides the food
and fiber needed for the sustenance of China’s people.
At the same time, nearly 65 percent of the people depend
on agriculture or other rural economic activities for their
livelihood. Second, agriculture has always provided the
means of employment for most new workers entering the
labor force. With between 12 and 16 million new work-
ers entering the labor force annually since the 1980s,
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agriculture must continue to absorb tremendous numbers
of new workers while continuing to find ways to use these
workers productively. Finally, the agricultural sector has
been an important source of investment money. If,
through hard work, good management, and the applica-
tion of sound, scientific farming, Chinese agriculture can
be more productive, capital surpluses can be created and
invested in other sectors of the economy, which could ac-
celerate the rate of economic growth and ultimately ben-
efit all of China’s people.

China’s grain output hit over 500 million tons in re-
cent years, while current annual consumption is 463.5
million tons. Grain reserves now stand at historically high
levels. However, it is true that the weak and fragile foun-
dations of the agricultural system remain basically un-
changed. Grain supply is still threatened by a series of
unfavorable factors in production, circulation, consump-
tion and foreign trade. A recent detailed estimate fore-
casts that the country’s grain consumption requirements
in the year 2030 would be between 632.8 and 725.8 mil-
lion tons, with projected production at that time of 662.5
million tons. So even faced with the maximum shortfall
of 63.3 million tons, the country would still be able to
satisfy 90 percent of its own needs. Over the past decades,
China has imported about 12 million tons annually, or 3
to 4 percent of consumption. Considering the trend of
grain shortages in the medium and long term, China
might need to import about 5 percent of its grain demand,
or 20 million tons, in regular years.

CROPS AND LIVESTOCK. China’s principal food crops
are rice, wheat, corn, gaoliang (Chinese sorghum), mil-
let, barley, and sunflower seeds. China is the world’s
largest producer of rice, and rice accounts for almost half
of the country’s total food-crop output. Rice, wheat, and
corn together make up more than 90 percent of China’s
total food grain production, and these crops occupy about
85 percent of the land under cultivation. Grain produc-
tion has risen steadily since rural economic system re-
form started in 1978. There has also been a steady rise
in the output of industrial crops, the most important of
which are cotton, oil-bearing crops (such as peanuts and
rapeseed), sugar (both cane sugar and beet sugar), to-
bacco, baste fiber (for cordage, matting, and similar uses),
tea, and fruits. Poultry and livestock production, though
rising, remains the weakest sector of Chinese agriculture.
Livestock numbers are high, but the amount of meat pro-
duced per animal is low. Thus, China has 15 percent of
the world’s livestock and about 40 percent of its pigs, but
it provides only 7 percent of the meat products and 15
percent of the pork.

FORESTRY. Despite China’s large land area, its forest re-
sources are modest. Much of the western interior is too
high or too dry to support dense forest stands. In the hu-
mid east, the forests were harvested for centuries for
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building material and firewood; limited effort was made
to regenerate them. In 1949, it was estimated that about
8 percent of the total surface of the country was covered
with forests. Since then, an active program of forestation
has been undertaken, and it is estimated that the forested
area has been increased to 12 to 13 percent. In recent
years about 2.5 million acres (1 million hectares) of
forestland have been added annually. The state is aiming
to have 20 percent of the country’s surface in forest. In
contrast, more than 30 percent of the United States is
forested.

FISHING. China has a long tradition of ocean and fresh-
water fishing and of aquaculture. Pond raising has always
played an important role and has been increasingly em-
phasized to supplement coastal and inland fisheries
threatened by over-fishing. China produces about 17.6
million tons yearly, first among the world’s nations. More
than 57 percent of the total catch is from the ocean. The
remainder comes from rivers, canals, lakes, and ponds.
China’s coastal zone is rich in fish. All the coastal seas
have extensive areas of shallow water over the conti-
nental shelf. In these seas, especially the Yellow River
and East China River, cold and warm ocean currents mix,
creating an environment that is particularly suitable for
many species of ocean fish, including croakers, mack-
erels, tuna, herring, and sharks. Several varieties of shell-
fish and specialties such as squid and octopus are also
produced.

INDUSTRY

Since 1949 when the People’s Republic of China was
established, and especially since 1978, China’s transfor-
mation from a traditional agricultural society to a mod-
ern industrial society has been greatly accelerated by a
rapid industrial restructuring. China’s industrial structure
developed according to the objective of industrialization,
which aimed at the proportion of agriculture being de-
clined ceaselessly, the proportion of the industrial sector
being ascended continually, and the proportion of the ser-
vices sector being ascended greatly. The industrial goods
produced in China all range from capital goods to con-
sumption goods currently, though certain consumer prod-
ucts remain in short supply.

China’s factory outputs extend from textiles to rail-
way locomotives, jet planes, and computers. China is the
largest producer of inexpensive cotton textiles in the
world and exports large quantities of textiles and gar-
ments. Food processing is very important, and many agri-
cultural goods are exported. China is one of the leaders
of cement production in the world. Iron- and steel-making
has declined recently, the production having dropped
somewhat to about 44 million tons annually. Other in-
dustrial products include television sets, bicycles, cars,
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trucks, and washing machines. The product quality and
production technology lag behind those made in Japan,
the United States, and the European countries. The pro-
cessing and manufacture of chemicals, including fertiliz-
ers, petroleum products, and pharmaceuticals, is another
large and expanding segment of Chinese industry.

China has become an industrialized country to some
extent. The pillar industries, such as the auto industry and
the housing industry, in the interim of industrialization
have developed by leaps and bounds. Iron and steel man-
ufacturing are also major industries in China. The most
important export products are machinery and electric
equipment; while the most important import products are
raw materials. In recent years, due to economic extro-
version, China’s industry has competed internationally,
and as a result, the country’s industrial development is
increasingly influenced by international economic envi-
ronments. On one hand, exporting becomes more diffi-
cult and export prices keep declining; on the other hand,
market share of foreign products and foreign-invested en-
terprises’ products keeps growing. The above 2 factors
increase the difficulties for the country’s domestic in-
dustry in terms of producing and selling; the state-owned
enterprises are impacted particularly. In fact, textile and
other light industries have slowed their growth since
1985. Since 1989, the production capability of durable
consumption goods has become idle; after the mid-1990s,
bottleneck sectors including steel, oil, and raw material
began to fall into market saturation. Large-scale IC chips
account for only 40 percent of all IC chips made in China;
80 percent of the Chinese telecom equipment and in-
strument market is taken by foreign enterprises.

Generally, China’s industrial system has a low level
of technology; the high-tech industries are simply in their
starting periods. The technologies of major industrial sec-
tors are poor and lack self-equipment capability. Aver-
age life cycle for more than 2000 kinds of Chinese lead-
ing products is 10.5 years, 3.5 times that of the same
products in America. And fewer Chinese work in the in-
formation sector than do U.S. citizens, for example.
About 45 percent of the American workforce is involved
in information technology, but only 10 percent of the Chi-
nese workforce is. Chinese technological level of indus-
tries needs to be raised, particularly high-tech oriented
industries, so that the country’s industries can be ad-
vanced toward a knowledge economy in the 21st century.

MINING. With one of the largest and richest stocks of
minerals of any country, China has enough minerals to
support a modern industrial state. Mining of all types of
minerals is expanding rapidly. The most significant min-
erals are coal, iron, tin, copper, lead, zinc, molybdenum,
tungsten, mercury, antimony, and fluorspar. China has
the world’s largest coal reserves, which are estimated at
more than 600 billion tons. These reserves would keep
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the country supplied with coal for about 500 years, if us-
age were to continue at its present level.

PETROLEUM. The country also has substantial petroleum
reserves, both on land and offshore. Offshore prospecting
is under way in several locations, with a number of West-
ern and Japanese petroleum companies assisting China.
Such minerals as tungsten, aluminum, titanium, and cop-
per have export possibilities. Extensive deposits and
promising sites were located in 1960s. The main produc-
tion centers are in the North China Plain and in the North-
east. For instance, Daqing petroleum production basis in
Heilongjiang Province is one of the largest petroleum pro-
ducers in the country. Since the mid-1970s, China has
been ranked as one of the ten largest oil-producing coun-
tries in the world, with the capacity to produce more than
1 billion barrels yearly. A small quantity of this output
has been exported for earning foreign currency.

MANUFACTURING. Chief manufactured products in-
clude cement, rolled steel, chemical fertilizer, paper and
paperboard, sulfuric acid, sugar, cotton yarn, cotton fab-
rics, cigarettes, television sets, and washing machines.
Generally, the Chinese industrial structure has a higher
level of manufacturing although it is far from high man-
ufacturing in terms of productivity. Since 1978, the pro-
portion has decreased, largely of output of low-level man-
ufacturing sectors in light industry with agricultural
products as raw material and mining sectors in heavy in-
dustry, but low-level expansion and repetitious construc-
tion in these sectors are still very serious. Product qual-
ity upgrade is still behind the demand of structures’
upgrade, which in turn leads to the dependence on im-
port of high-level manufactured goods for economic
growth. The proportion of the 2 preceding sectors
dropped from 34.1 percent and 8.19 percent in 1985 to
27.16 percent and 5.97 percent in 1998, dropping in to-
tal by 7.03 percent and 2.22 percent respectively. Com-
pared with the United States and other developed coun-
tries, the horizontal industrial expansion with low levels
of manufacturing causes low-level malignant competition
in the domestic manufacturing sector. The same effects
can be found in high-level consumption of energy and
raw materials. For this reason inflated demands bring
about a large increase of sectors with low technology con-
tent and delay upgrade of industrial structures.

SERVICES

According to a State Development Planning Com-
mission (SDPC) document entitled Report on China’s
National Economic Growth and Social Development for
the Year 2000, China’s fast growing service sector has
become the country’s key employer. Preliminary statis-
tics indicate that the service sector created 5.71 million
new jobs in 1999, making up 70 percent of China’s to-
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tal new employment in the year. The service sector em-
ployed the majority of the country’s urban new labor
force and at the same time rehired the redundant labor
force from the other 2 sectors. The SDPC data show that
employment in the service industry by the end of 1999
rose 0.6 percent from 1998 to 192.5 million people, ac-
counting for 27.3 percent of the total national workforce.

The service industry has become a major factor in
boosting national economic growth. The key growth ar-
eas for the service industry in recent years include com-
munity services, domestic tourism, higher and non-
compulsory education, information, culture and other
intermediary services. In the first 4 years of China’s 9th
5-Year Plan (1996 to 2000), the average contribution
of the service industry to the GDP was 40.8 percent, a
10.4 percentage point increase over the 8th 5-Year Plan
(1990-95). The state aimed at encouraging more in-
volvement by the private sector in the development of
the service industry by channeling more private invest-
ment into the industry.

FOOD SERVICE. Dining out is one of the most important
social activities for both personal and business reasons in
China. The food service can be categorized as fine din-
ing, family restaurants, neighborhood restaurants, quick-
serve restaurants, street vendors, food courts, and cafe-
terias operated by the institutions or corporations. Since
the 1980s, Western-style chain restaurants have been the
driving force for the development of service, quality,
value and distribution in the Chinese food service indus-
try. A recent survey indicates that China has approxi-
mately 2.2 million restaurants and cafeterias. With the
growth of China’s economy, the changing life styles, and
increased disposable incomes for the potentially largest
group of middle-income families in the world, China is
expected to be the new leader in the growth of the food
service industry in the 21st century.

TOURISM. China is a world-class destination that offers
several thousand years of history and brilliant cultural
achievements. Tourism has been designated as an im-
portant growth area under the current national restruc-
turing. Remarkable progress has been made in China’s
tourism since 1978, when it barely existed as an indus-
try. In 1978, on the eve of the open-door policy, China
received a mere 760,000 tourists and US$260 million in
tourism-related foreign exchange earnings.

During the 1980s, the state council strengthened its
management over tourism and adopted a policy of en-
listing support from all quarters—the state, the collec-
tives, related ministries or departments, individuals and
foreign investors. China began the construction of a large
number of tourist hotels by using foreign capital and also
improved the ability of its travel agencies to solicit
tourists. In 1988, the national tourism industry earned
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US$2.24 billion in foreign exchange, or 10 times the fig-
ure in 1978. Meanwhile, efforts have continued to open
up new scenic spots, tap new visitor sources and improve
tourism-related rules and laws. Drawing experience from
developed countries, China improved its management
skills and the overall quality of employees to optimize
the environment for tourism expansion.

In the 1990s, the country began to design special
tourism projects. The Visit China ‘97 program was a big
success, with overseas visitors hitting 57.6 million and
foreign exchange earnings reaching US$12.074 billion,
thus catapulting China’s place in world tourism earnings
from 41st to 11th. At the same time domestic tourism also
reached a new record with the number of tourists jump-
ing to 644 million and earnings reaching US$27 billion.
As aresult, tourism income in the year totaled over US$38
billion, or 4.1 percent of the GDP. Massive infrastructure
investments and rising living standards helped to stabilize
the basic tourism market and improve the overall envi-
ronment for tourism expansion. China’s tourism earnings
in the year 2000 were estimated as US$43.9 billion, or 5
percent of the GDP, with US$14 billion in foreign ex-
change earnings from overseas.

RETAIL. Retail was one of the fastest growing sectors in
China in the earlier 1990s. Since retail industry reforms
began in 1992, the government has adopted some new
policies highlighted by the proclamation of the Provi-
sional Rules on Retailing and Wholesaling in June 1999.
These policies have propelled the retail industry through
a process of fundamental transformation. While shopping
in the past meant visiting a run-down department store
and choosing from a limited range of low-quality prod-
ucts, currently the Chinese consumer is exposed to a grow-
ing number of sophisticated retail formats and wooed by
a wide range of foreign and domestic products. The exist-
ing retail formats in China are warehouse/discount stores,
supermarkets, department stores, convenience stores, fran-
chised service or chain-store outlets, specialty stores,
shopping centers, catalogue sales, TV home shopping, and
recently developed e-commerce.

One eye-catching development is that local govern-
ments, in spite of central regulations, approved a large
number of joint commercial ventures. Some Chinese re-
tail stores in large cities are even beginning to hire for-
eign managers or are being contracted to a foreign man-
agement team. Large multinational corporations have
made considerable inroads into China’s consumer mar-
kets. They do so by forming joint ventures with domestic
manufacturers to produce and sell their own brand-name
products. By doing so they effectively take over the well-
developed distribution channels of the domestic firms,
and consequently their market shares improve steadily.
In this area, Asian businesses (especially overseas Chi-
nese ones) again enjoy an edge because of their famil-
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iarity with the Chinese consumption culture. They are not
deterred by the lack of policy transparency and inade-
quate legal infrastructure. They thrive on personal con-
nections cultivated with state officials and often regard
these as a better guarantee for security. In 2000, the ac-
tivities of foreign-invested retailers remained subject to
tight regulation although the government took its first
steps towards opening the retail sector to real foreign
participation in 1992. A pilot program restricted Sino-
foreign retail joint ventures to 11 cities, with only 2 such
ventures allowed in each pilot site.

INTERNATIONAL TRADE

International trade has been used to bring in new
equipment and technologies and to meet scarcities in the
domestic economy since China has sought to modernize
its economy. Exports have been used as a means of pro-
ducing foreign earnings to pay for the imports. The state
has sought to maintain an even balance of trade so that
the country can pay for imports rather than buying on
credit. With 1.2 billion people and the world’s fastest
growing major economy, China is hailed as potentially
the “market of all markets,” which has helped to attract
investments from around the world at such a magnitude
that China is now the second largest recipient of foreign
capital (next only to the United States). However, it has
also given the government more reasons to carefully
guard its market. The issue of market entry has been a
contentious one, bogging down its negotiations to join
the General Agreement on Tariffs and Trade and the
World Trade Organization for over a decade.

The total volume of China’s exports was US$232
billion (f.o.b., 2000), according to the CIA World Fact-
book. The country’s principal commodities are machin-
ery and equipment, textiles and clothing, footwear, toys
and sporting goods, and mineral fuels. The United States
bought 21 percent of China’s exports, Hong Kong 18 per-
cent, and Japan 17 percent; Germany, South Korea, the
Netherlands, the United Kingdom, Singapore, and Tai-
wan are other main export partners.

Trade (expressed in hillions of US$): China

Exports Imports
1975 7.689 7.926
1980 18.099 19.941
1985 27.350 42.252
1990 62.091 53.345
1995 148.797 129.113
1998 183.589 140.305

SOURCE: International Monetary Fund. International Financial
Statistics Yearbook 1999.
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China exports agricultural commodities and goods
(about one-third of total exports) and manufactured goods
(about half), as well as mineral products such as oil and
coal. Foodstuffs account for about 6 percent of total im-
ports, and industrial supplies and materials such as crude
steel and chemicals account for about 50 percent. The re-
mainder consists chiefly of expensive capital goods such
as machinery, precision instruments, and transportation
equipment.

In 1998, machinery and transport equipment took the
first place among the exports, amounting to 50.2 billion
dollars. The proportion of it is 48.4 percent, much higher
than the proportion of light and textile industrial prod-
ucts (26.5 percent). On the other hand, export structure
of machinery and transport equipment is changing for the
better. The proportion of more technologically-intensive
products is growing up, and labor-intensive products are
slowing down. Also, the interim structure of traditional
export products, such as light and textile industrial prod-
ucts, changed tremendously. Resource and labor-inten-
sive, low value-added, low-technological products de-
clined, lower labor-extensive but higher technological
and value-added products increased.

China imports a total volume of US$197 billion
(2000). The principal commodities China imports are ma-
chinery and equipment, mineral fuels, plastics, iron and
steel, and chemicals. Japan provides the main source (20
percent) of China’s imports. The United States provides
12 percent, Taiwan 12 percent, and South Korea 10 per-
cent. Other trading partners include Germany, Hong
Kong, Russia, and Singapore.

The 5 top import products of China during the first
semester in 1999 included mechanical and electrical
products at US$35 billion (up 28 percent from 1998);
plastics in primary form at US$4.1 billion (up 3.9 per-
cent from 1998); steel products at US$3.4 billion (up 14.6
percent from 1998); computer parts at US$1.8 billion (up
18.7 percent from 1998); and crude petroleum oil at
US$1.6 billion (down 23.6 percent from 1998). The com-
modities China imports are materials essential to mod-
ernizing China’s economy and increasing export-oriented
industries.

MONEY

China embarked on its open-door economic policy
in 1979 by reforming the agricultural sector and estab-
lishing several special economic zones (SEZs). The high
export-led growth rates in the SEZs contributed to an an-
nual inflation rate of over 10 percent in the 1980s. As
a result the economy was overheating. The monetary au-
thorities were ineffective in dealing with inflation. Fiscal
revenues declined during the reform period and pressed
the Ministry of Finance (MOF) to sell bonds to the cen-
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Exchange rates: China

yuan per US$1

Jan 2001 8.2776
2000 8.2785
1999 8.2783
1998 8.2790
1997 8.2898
1996 8.3142

Note: Beginning January 1, 1994, the People’s Bank of China quotes the
midpoint rate against the US dollar based on the previous day’s prevailing
rate in the interbank foreign exchange market.

SOURCE: CIA World Factbook 2001 [ONLINE].

tral bank in exchange for currency to cover its budget
deficit and to release aggravating inflationary pressures.
By 1994, laws were passed to create a more consistent
and more transparent tax system, which would reverse
the steady decline in fiscal revenues. The new laws also
banned fiscal overdrafts on the financial system. In re-
flecting tighter monetary policies and stronger measures
to control food prices, inflation dropped sharply between
1995 and 1999.

Financial reform first appeared in 1984, when the
People’s Bank (monobank) discarded its commercial
banking functions to become a central bank. The 3 spe-
cialized banks were reformed as commercial banks,
passing on their policy lending to newly established pol-
icy banks. The banking system was decentralized, and
inter-bank competition was allowed. Urban and rural
credit cooperatives were established as alternative bank-
ing institutions. Interest rates remained under govern-
ment control; preferential lending rates have been re-
moved in certain sectors but continue in many others.
Although lending rates are a highly political issue for
the impact on state-owned enterprise (SOE) debt-
servicing obligations, deregulating lending rates and
deposit will be on the official agenda. Various ministries,
including the monobank and the State Planning Com-
mission, are in charge of a credit plan that involves a
multi-step, highly negotiated process in which lending
quotas are allocated to the state banks (lenders) based
on their balance of deposits against borrowings. A re-
lending facility allows the central bank to reallocate de-
posits from surplus to deficit ones at bank levels or re-
gional levels. The mechanism is funded by reserves set
at 20 percent of deposits; thus, deposit-poor lenders are
assured that their allocated funding requirements will be
covered by monobank loans.

Under the re-lending facility the loans are generally
rolled over, which make up 30 percent of state banks’ li-
abilities and are estimated to equal 3 to 4 percent of the
GDP. The continuing injection of funds to SOEs under
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the credit plan allowed many profitless SOEs to remain
in business, some SOEs even staying while making a net
loss. Many of the loans to SOEs could not be called back
and eventually became the bank’s liabilities, which sug-
gests that any financial sector reform and resolution of
the SOE debt problem are intricately linked. Moreover,
the continued reliance on state bank loans to support
SOE:s has also exacerbated the government’s fiscal weak-
ness, as it causes the lack of funds for much-needed en-
terprise and welfare reforms.

China used 2 systems of currency between 1979 and
1994: Renminbi and Foreign Exchange Certificates
(FEC). Foreign exchange could be obtained through ei-
ther FEC exchange centers (FECs) or foreign exchange
adjustment centers (FEACs) until the 1994 currency uni-
fication. There were over 100 FEACs, or swap centers,
where foreign currency was exchanged at a floating rate
that varied widely among the centers in the 1980s. By
1993, 80 percent of all foreign exchange transactions were
handled by FEACs. With the currency unification of 1994
came the gradual, complete withdrawal of FECs alto-
gether from foreign exchange. The yuan’s exchange rate
is determined by the swap centers. It is noticeable that the
movements toward convertibility of the current account
have allowed foreign firms to make their transactions
through designated foreign exchange banks and through
FEACs. However, the domestic firms must sell all of their
foreign exchange holdings to designated banks.

BANKING. The financial sector’s main regulatory au-
thority is the People’s Bank of China (PBOC), the coun-
try’s central bank. The PBOC controls the money sup-
ply, determines interest and deposit rates, and handles
foreign exchange reserves through its division, the State
Administration of Exchange Control. The PBOC also su-
pervises banks’ operations, uses the credit plan to ad-
ministratively control overall lending, and oversees the
People’s Insurance Company of China as well as through
its branches, trust and investment companies (TICs).

China has 4 state banks and eleven commercial
banks. The state banks were created in 1984, when spe-
cialized banks and part of the monobank were trans-
formed into commercial banks. The Agricultural Bank of
China provides finance services in rural areas. The Peo-
ple’s Construction Bank of China is responsible for
medium- and long-term finance for capital construction.
The Bank of China functions as the main international
and foreign exchange bank, and the Industrial and Com-
mercial Bank of China, the largest state bank, extends
working capital loans to SOEs for fixed-asset investment.
State banks with a network of branches, newly created
affiliates, and special departments are responsible for im-
plementing the credit plan.

More than 60,000 urban and rural credit cooperatives
were established as an alternative to banks by 1999. Ur-

106

ban cooperative banks, small and manageable, are struc-
tured in a 2-tier system: the upper tier interfaces with cap-
ital markets and acts as a supervisor for the system, while
the lower tier, a number of small-scale banks, handles de-
posits and loans. The rural or agricultural cooperative
banks, acting under the guidance of the Agricultural De-
velopment Bank, have limited autonomy in management
and lending decisions. Their clients are mainly rural
townships and enterprises.

The state-owned People’s Insurance Company of
China (PICC) used to be a monopoly insurer. In 1993,
it still handled over 95 percent of China’s total insurance
business. The new insurance law of 1995 limited the
PICC to commercial insurance business and transferred
its social insurance business to the Ministry of Labor.
Currently, although the PICC and several government fi-
nancial authorities own 17 regional life insurers, there are
3 other regional insurers and 2 independent national in-
surers. The market for life insurance and household ca-
sualty insurance is still small in China, and corporate cus-
tomers purchase most casualty insurance. Most assets
have to be deposited with domestic banks in interest-bear-
ing accounts, while other investments need to be spread
among safe investments and are limited to short-run
commitments.

STOCK EXCHANGES. The Shanghai and Shenzhen Stock
Exchanges, China’s only 2 stock exchanges currently,
were established in 1990 and 1991, respectively. No cross
listing exists between these 2 exchanges. Since their
founding, securities markets have grown rapidly, espe-
cially in the later 1990s. Securities exchange centers, lim-
ited to government and corporate bond trading only, ex-
ist in 18 larger cities. Securities exchange centers were
established in the mid-1980s when SOEs were allowed
to sell bonds to employees, other companies, and, to some
extent, to the public. Securities exchange centers are
linked to the stock exchanges through electronic trading
networks.

Chinese companies offer 2 types of shares: A shares,
which are exclusively sold to Chinese nationals, and B
shares, denominated in Renminbi but traded and pur-
chased in foreign currency exclusively by foreigners orig-
inally. By March 2001, B shares could also be purchased
by Chinese citizens using foreign currency. B shares are
restricted to limited liability shareholding companies. To
be qualified, companies must have been profitable for at
least 2 consecutive years; must possess sufficient foreign
exchange revenues to pay dividends and cash bonuses;
must be able to provide financial statements and earning
forecasts for 3 consecutive years and at the time of list-
ing; and must have a price-earning ratio of less than 15.

The state planning commission formulates quotas for
stock and debt listings, which sets a figure for the ag-
gregate offering price of issuances in a given year. The
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formulated quotas are then allocated on a provincial level.
This process generates some problems, such as politi-
cized selection and approval process, lowered quality of
issuer with a large number of small issuers, the lack of
predictability in the schedule of announcements of an-
nual quotas, and the fact that announced quotas change
yearly according to market conditions. Furthermore, the
quota system pushes non-quota activity into unofficial
and semi-official channels such as the securities ex-
change centers. Because of these problems, it is widely
agreed that the Chinese stock markets are far from for-
mal and mature and, thus, are full of myth and risks.

FOREIGN PARTICIPATION. Foreign banks are generally
restricted to hard currency operations, although the gov-
ernment has announced its intention to partially open a
local currency business to foreign banks in its bid to join
the WTO. Foreign banks are allowed to set up branches
and local subsidiaries and to establish joint venture banks
with Chinese partners in selected cities and SEZs. How-
ever, their activities must be limited to wholesale bank-
ing and only a limited number of foreign exchange trans-
actions such as foreign exchange deposits and loans for
joint ventures, foreign exchange investments and guar-
antees, and the settlement of import and export accounts.
Foreign non-bank financial institutions consist of 6 fi-
nance companies and 6 fully-licensed insurance compa-
nies. Generally, it takes about 3 years for foreign insur-
ance companies to obtain a PBOC-issued insurance
license.

POVERTY AND WEALTH

In the early decades after the communist state was
founded in 1949, incomes were low and roughly the
same. However, according to a newly conducted inves-
tigation, economic reforms over the past 20 years have
created a substantial class of very wealthy Chinese, with
more than 5.3 million families boasting annual incomes
of US$6,000 or more. The average annual urban income
is about US$600, and the average earned by rural resi-
dents is about US$230. Private businessmen and man-
agers make up the core of the newly affluent. Others in-

GDP per Capita (US$)

Country 1975 1980 1985 1990 1998
China 138 168 261 349 7271
United States 19,364 21,529 23,200 25,363 29,683
Japan 23,296 27,672 31,588 38,713 42,081
Russia 2,555 3,654 3,463 3,668 2,138
SOURCE: United Nations. Human Development Report 2000;
Trends in human development and per capita income.
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Distribution of Income or Consumption by Percentage
Share: China

Lowest 10% 2.4
Lowest 20% 5.9
Second 20% 10.2
Third 20% 15.1
Fourth 20% 222
Highest 20% 46.6
Highest 10% 304

Survey year: 1998

Note: This information refers to income shares by percentiles of the
population and is ranked by per capita income.

SOURCE: 2000 World Development Indicators [CD-ROM].

clude scientists who own patents, teachers who tutor pri-
vately, consultants, securities traders, entertainers or ad-
vertising executives. There are roughly 30 million Chi-
nese considered to be well off, which makes only a small
fraction of China’s population of 1.2 billion. Heavily con-
centrated in major cities such as Beijing and Shanghai,
the affluent Chinese represent a newly emerging mar-
ket for all sorts of luxuries. China is counting on the de-
sire of the well-to-do for better housing and consumer
goods to help keep the economy growing.

URBAN-RURAL INCOME INEQUALITY. Economic re-
forms have made substantial improvements in the living
standards of rural residents. Since 1978, the farmers
boosted their incomes by engaging in specialized agri-
cultural activities such as animal husbandry, agriculture,
and orchard production, in addition to raising traditional
crops. Furthermore, township and village enterprises
(TVES) accounted for the bulk of increased wage income
earned by the rural residents. As the result, the dispos-
able income among rural residents has increased dra-
matically since the early 1980s. However, in spite of
these improvements, the rise in income of rural residents
is markedly small when compared to that of urban ar-
eas. The total rural incomes are only 40 percent of ur-
ban incomes in China when in most countries rural in-
comes are 66 percent or more of urban income. The gap
in income between rural and urban residents has grown
at an increasing rate since the late 1980s. In fact, such
disparity has been the most important contributor to the
problem of social equity in China, followed by inter-
regional disparity.

REGIONAL INCOME INEQUALITY. Decades of strict
central planning created serious disparities in incomes
among citizens in different regions. The average annual
income is high, for example, in Jiangsu province located
in the eastern region, but Guizhou, located in the west-
ern region, has a low income level. The difference is quite
enormous. For instance, in 1996, per capita annual in-
come of Jiangsu was 2613.54 yuan while in Guizhou it
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was 609.80 yuan; the ratio between the two was 4.3:1.
In the same year, per capita GDP and the total GDP of
the eastern region were 1.9 times and 5.5 times larger,
respectively, than those of the western region.

INTRA-URBAN INCOME INEQUALITY. In addition to
the gap between urban and rural areas, city dwellers also
feel the income inequality among themselves. According
to the Urban Socio-Economic Survey Organization of the
State Statistics Bureau, in the middle 1990s the per capita
income of the top 20 percent income earners was 4.2
times greater than the bottom 20 percent, worsened from
2.9 times in the later 1980s. Although many enterprises
in urban areas have either stopped working or closed
down, many of the idle employees who have been laid
off are waiting for future employment that would provide
them the minimum incomes to maintain the basic stan-
dard of living in the urban areas. Currently, many idle
workers are either receiving low incomes or no incomes
at all. The wage level of retired employees is also quite
low, and, considering the effects of inflation, their living
standard is falling.

POVERTY REDUCTION. About 10 percent of the Chinese
population lives below the poverty line. One of the largest
challenges in China is poverty alleviation and elimina-
tion. According to the World Bank, due to aggressive
measures, China has achieved great success in its anti-
poverty struggle in the past 2 decades. The impoverished
population dropped from about 250 million in 1978 to
125 million in 1985 because rural areas experienced eco-
nomic growth. The Chinese government has been plan-
ning and organizing a number of large-scale anti-poverty
programs all over the country since 1986. By the end of
1992, the poverty population of rural China was reduced
to 80 million, reducing the poverty rate to 8.8 percent.

In 1994, in order to accelerate the poverty alleviation
and ultimately eliminate poverty by the end of last cen-
tury, the Chinese government launched the “8—7 Plan,”
the main point of which was to eliminate absolute poverty
in 7 years through the tax favorite policy, financial sup-
port, and social-economic development program. For the
convenience of implementing the “8—7 Plan,” the central
government selected the 592 poorest counties from the
more than 2000 counties nationwide and designated them
as “national poor counties.” It was estimated that more
than 70 percent of the 80 million poor concentrated in
these 592 counties had very bad natural environments and
under-developed social-economic conditions.

After 4 years, the poor population of rural China was
reduced to 42.1 million, and the poverty rate was 4.6 per-
cent by the end of 1998. The Chinese government spent
24.8 billion yuan (US$3 billion) on poverty alleviation
in 1999, 30 times more than in 1980. Rural per capita in-
come among China’s 870 million rural residents in 1999
was 2,210 yuan. Only 3 percent of the rural population
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remained impoverished or living below the 635-yuan
standard, making China’s rural poverty rate the lowest
among developing nations. In 2000, China announced
that it had eliminated “absolute poverty.”

WORKING CONDITIONS

China has the largest labor force in the world. Ac-
cording to Chinese official data, over 700 million peo-
ple were employed by the end of 1990s. More than half
of its labor force is engaged in agriculture, although that
sector accounts for less than 20 percent of China’s GDP.
In other words, China’s agricultural labor force is over
100 times as large as its U.S. counterpart. By the mid-
dle of the 1990s, most of China’s urban workers were
employed in state-owned enterprises (SOEs). In the
1990s, China’s increasingly dynamic service sector em-
ployed more workers than industrial enterprises for each
of the last 3 years. Latest sources from the State Statis-
tics Bureau show that 6.4 percent of labor force in rural
China shifted to the country’s secondary and tertiary in-
dustries in 1999. With 0.5 percent of its rural labor force
having made a change in their life from agricultural to
non-agricultural labor, the net shifting amount of rural
labor force was placed at 5.9 percent of the rural total,
up 0.4 percent over the same period in 1998. According
to one official survey, as many as 50 million people leave
rural areas in search of urban jobs every year. Of this
number, approximately 30 million people leave their
home provinces.

Shifting labor forces experienced a big rise in pro-
portion on a provincial, regional, or municipal scale.
About 79 percent of surplus labor force became locally
employed in the industrial and service sectors in the coun-
try in 1999, up 11 percentage points over 1998. East
China remains the hottest destination for drawing rural
laborers, although more people began to focus on west
China. Among the rural laborers leaving their native place
to seek employment in other provinces, 79.8 percent
headed for the East in 1999, down 2.5 percentage points
compared with the same period of 1998. About 10 per-
cent chose central China for employment, up 0.6 per-
centage points. More than 10.2 percent went to the coun-
try’s west, up 1.9 percentage points over 1998. Most of
the laborers are young or people in their prime. People
ages 18 to 40 accounted for 77.3 percent. Of these, 57.9
percent were between 18 and 30 years of age.

EMPLOYMENT PROBLEMS. Chinese labor has benefitted
significantly from economic reforms. During the 8th 5-
Year Plan (1991-95), real incomes increased by 7.7 per-
cent annually in urban areas and 4.5 percent annually in
the countryside. However some serious problems existed
in the labor market, which threatened to impede economic
reforms and to disrupt social stability. Increased lay-offs
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(officially labeled as “temporarily losing a job”), placing
workers “off post” (xiagang), as well as delayed wage
and pension payments, resulted in a number of demon-
strations by workers and retirees in several Chinese cities.
Within a certain period, typically 1 year, these “laid off”
workers are usually encouraged to take other types of
jobs, generally with less pay and/or status than their orig-
inal positions. Many workers also take second jobs. Some
continue to draw a basic salary and benefits from their
previous employer for whom they do little or no real
work. By 2001, the problems caused by the increasing
lay-offs from SOEs, along with several other issues, be-
came the first worries of the nation’s leaders.

The official unemployment rate was officially re-
ported to be 6 percent by the end of 1990s. Labor officials
readily admitted that the official unemployment rate did
not include 2 large and important groups that are effec-
tively unemployed, redundant state sector workers and
rural surplus laborers. By official estimate, the underem-
ployed population in the countryside, defined as those with
productive employment less than half of the year, exceeds
200 million people. Some probably more accurate esti-
mates of urban unemployment vary anywhere between 10
and 23 percent. Even according to the official unemploy-
ment criteria, a report completed by China’s State Com-
mission for economic restructuring in early 1997 projected
that China could have 15 to 20 million unemployed urban
workers by 2000. Meanwhile, it is estimated that between
the years 2000 and 2010 over 40 million new entrants will
be brought into the urban workforce.

LABOR LAW. A national labor law effective 1 January
1995 codified earlier regulations and provides a frame-
work for labor reform. New provisions in the law require
workers at all types of businesses to sign labor contracts
with the employers; establish arbitration and inspection
divisions at all levels of government; set out a prelimi-
nary framework for collective bargaining at all types of
enterprises; and empower managers to dismiss workers
for economic reasons. However, the local governments
are less effective in enforcing strict worker safety and
overtime provisions of the Labor Law. As the result, in-
dustrial accidents, particularly in the mining sector, claim
a high number of lives every year.

The Labor Law also requires localities to establish lo-
cal minimum wages. For instance, the monthly minimum
wage in Beijing at the end of 1996 was RMB 270 (ap-
proximately US$33); RMB 300 (approximately US$36) in
Shanghai; RMB 398 (approximately US$48) in Shenzhen;
and RMB 140 (approximately US$17) in Guizhou
province. Other parts of China, including Guangdong,
Jiangsu, and Shandong provinces, have created a sliding
scale of minimum rates for different trades and localities.
The minimum wage level determinations are generally
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higher than the local poverty relief ceiling but lower than
the current wage level of the average worker.

Labor disputes, including delayed wages and strikes,
have been increasing over the last several years in China.
The upward trend has made some labor and union offi-
cials become defensive. The official media continuously
pay attention to worker abuse, invariably at small, ex-
port-oriented foreign ventures with Asian (Hong Kong,
Taiwan, South Korea) investment. However, many un-
official observers indicate that working conditions are
generally worse in private Chinese enterprises and in do-
mestic small town and village enterprises, which are of-
ten owned by local government. Most labor disputes are
solved through arbitration and recently some cases
reached the courts. According to official statistics, based
on National Mediation Center and Labor Bureau records,
48,121 labor disputes occurred nationwide in China dur-
ing 1996.

ALL-CHINA FEDERATION OF TRADE UNIONS
(ACFTU). For the most part, unions in China maintain
their primary function of enhancing production and sus-
taining labor discipline, rather than supporting worker
rights. Local unions also perform a variety of social and
welfare functions, such as handling disability benefits and
housing funds and operating clubs, eating facilities, nurs-
eries, and schools. The All-China Federation of Trade
Unions (ACFTU), the country’s only officially recog-
nized workers’ organization, remains focused on the state
sector. There is still little evidence to suggest that ACFTU
is being positioned to assume the new role of worker ad-
vocate mandated by article seven of the labor law, al-
though some union officials at the working level may be
increasingly interested in representing the interests of
workers, particularly on safety issues.

For the ACFTU, improving labor discipline and mo-
bilizing workers to achieve party and government goals
are their primary objectives. However, since the early
1980s, additional objectives have been to increase pro-
ductivity and encourage participation in, and support for,
economic reforms. Generally, the membership is limited
to the workers in SOEs. Over half of the country’s non-
agricultural workers are not members of the ACFTU,
those who are outside the state industrial structure in col-
lectives, private and individual enterprises, foreign-in-
vested enterprises, and township and village enterprises.

WORKING CONDITIONS. The working conditions are
generally poor in China, especially in the rural areas. The
rate of industrial accidents had remained high until 1996
when, according to Ministry of Labor statistics, for the
first time in many years the number of industrial acci-
dents actually dropped. Total accidents stood at 18,181,
13.5 percent less than in 1995, with total fatalities at
17,231, a 13.9 percent drop from 1995. By 2001, there
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was no evidence to confirm whether this decline repre-
sents a permanent trend. The official media continue to
criticize the overall high number of work-related acci-
dents and fatalities. The majority of industrial accidents
in China occur in mines, particularly in poorly regulated
small-scale private, township, and village mines. For in-
stance, in 1996 there were 7,695 mining accidents and
9,974 workers were killed.

Work safety issues attracted the attention of senior
government leaders; occupational safety and health be-
came the subject of constant campaigns. All work units
are required to designate a safety officer. Since 1991, the
Ministry of Labor has conducted an annual “industrial
safety week” during May, to promote safety consciousness
among managers and workers. As of mid-1997, the Min-
istry of Labor fulfilled new National Occupational Safety
and Health legislation. Labor Ministry officials have also
indicated that they have the responsibility of drafting im-
proved National Mine Safety legislation. However, much
evidence demonstrates that enforcement of existing regu-
lations, rather than the drafting of new legislation, is what
is needed most. Moreover, pressures for increased output,
lack of financial resources to maintain equipment, lack of
concern by management, poor enforcement of existing
regulations, and a traditionally poor understanding of
safety issues by workers, all make it difficult, if not im-
possible, to lower the high rate of accidents.

On 1 May 1995 China reduced the national standard
workweek from 44 to 40 hours, excluding overtime. The
Labor Law mandates a 24-hour rest period weekly and
does not allow overtime work in excess of 3 hours a day
or 36 hours a month. The Labor Law also sets forth a re-
quired scale of remuneration for overtime work that is
set at no less than 150 percent of normal wages. En-
forcement of these regulations varies according to region
and type of enterprise. The official media regularly re-
port cases of workers required to work long overtime
hours at small-scale foreign-invested enterprises, partic-
ularly in special economic zones and other areas of South-
east China. Similar abuses in non-state sector enterprises
are also widely acknowledged to occur.

WOMEN IN THE WORKFORCE. Economic reforms have
increased employment opportunities for both men and
women in China. The growth of the less regulated non-
state sector and the declining role of the government in
job assignments has also increased the likelihood that
women will face employment discrimination in China.
In 1995 while hosting the U.N. Fourth World Confer-
ence on Women (FWCW), China pledged to pay more
attention to the problems faced by women in the work-
force. The state council promulgated the national pro-
gram for Chinese Women’s Development in August
1995 with the goal of increasing enforcement of the
right to education and employment and asserting the sta-
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tus of women. Responding to the hesitancy demon-
strated by government ministries to hire women at a
Beijing job fair in early 1996, the All-China Women’s
Federation (ACWF) called for stricter safeguards of
women’s rights.

In SOEs, women are more likely to be forced into
early retirement or placed “off-post.” A joint study of
sample enterprises in 5 cities performed by the Ministry
of Labor and the ILO in early 1995 indicated that 70
percent of workers described as “surplus” were women.
According to an official survey completed in Shanghai
in August 1996, women were the first to be affected by
unemployment in the city because of their overall lower
level of skills. The 1988 Women’s Protection Law pro-
vides a minimum of 3 months of maternity leave and
additional childcare benefits for women. The law also
provides exclusion for breastfeeding mothers from cer-
tain categories of physical labor and night shifts. How-
ever, the regulations are designed to provide additional
incentives to women workers of childbearing age to
abide by family planning policies, which do not affect
rural workers.

AGE DISCRIMINATION. China perhaps is one of few
countries that discriminates against middle aged and
older workers in terms of re-entering employment after
being laid off. Many employers will state openly in their
job advertisements that they would not hire those who
are over 45 years old. Older workers are also finding it
increasingly difficult to compete. Some managers com-
plain that older workers do not have the skills needed for
the current marketplace; others note that older workers
are in poor health. Older workers are likely to be the first
to be affected by downsizing in the state sector. By all
accounts, older women have an especially difficult time
maintaining their employment. Many older women are
poorly educated upon entry into the job force and receive
little opportunity to upgrade their skills thereafter. While
managers may want to keep on a certain number of ex-
perienced men, most view older women simply as a bur-
den. Older women find the differences in China’s statu-
tory retirement age especially rankling. The retirement
age for men is 60, while for women it is 50 in industry
and 55 elsewhere. Although traditional views hold that
women want to retire early to take care of grandchildren,
women today, especially educated women, prefer to
make this decision themselves and not be forced out of
the workforce before they are ready.

CHILD LABOR. In theory, child labor is forbidden in
China. For instance, the 1995 National Labor Law spec-
ifies, “No employing unit shall be allowed to recruit ju-
veniles under the age of 16.” Administrative review,
fines, and revocation of business licenses of those busi-
nesses that hire minors are specified in article 94 of the
Labor Law. Chinese children are entitled to receive 9
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years of compulsory education and to receive their sub-
sistence from parents or guardians. Laborers between the
ages of 16 and 18 are referred to as “juvenile workers”
and are prohibited from engaging in certain forms of
physical work including labor in mines. The Labor Law
mandates the establishment of labor inspection corps at
all administrative levels above county government. The
rapid growth of China’s non-state sector has outpaced the
evolution of government inspection and enforcement
regimes. However, in poorer, isolated areas, child labor
in agriculture is widespread given the few options avail-
able to minors who have completed their primary school
education at approximately 13 years of age. According
to official statistics, 10 million children between the ages
of 6 and 14, two-thirds of whom were girls, dropped out
of Chinese primary schools during 1996. Presumably
they ended up performing some type of labor to help the
family’s financial well-being.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

2205-1783 B.C. Early Bronze Age occurs, as does use
of metal.

1783-1134 B.C. Economy is based on agriculture, with
some hunting and animal husbandry. More advanced
bronze metallurgy appears. Silk fabric appears.

1134-770 B.C. Feudalistic society appears. Routine
taxation on agriculture begins. Systematic irrigation,
fertilization, and animal-drawn plows are used in farm-
ing. Iron tools appear in farming and mining. Cowry
shells, silk, jade, pearls, leather, and pieces of silver are
used in trading.

770-246 B.C. Commerce improves through coinage
and technology.

246-206 B.C. Standardization of legal codes, bureau-
cratic procedures, coinage, writing, philosophical
thought, and scholarship take place. Walls from war-
ring states are combined to make a Great Wall. Public
works projects begin, including an imperial road.

206-1 B.C. Merchant class grows wealthy due to agri-
cultural enterprises (cereals and rice), cattle, fish farm-
ing, cloth mills, private foundries, lacquer factories,
shops, and money lending. State foundries appear in
most areas. Technological advances occur, noticeably
in paper and porcelain.

1-88. Government supports free, no-interest loans to

curb usury. Regional commissions set prices on staple
goods. Granaries hold surplus food in case of famine.
State Wine Monopoly is formed. State monopolies in

iron and salt are abolished.

89-166. Embassies from various nations are established.
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220-265. Advances in medicine, astronomy and car-
tography occur. State supports silk weaving workshops,
each with thousands of workers. Gunpowder is intro-
duced in fireworks.

300-399. Oil wick lamps and umbrellas appear. Coal
is used in lieu of wood in making cart iron.

400-499. Harness with paddle-horse collar is invented.
Fusion process is used in making steel. First true
porcelain is made in China.

552. Byzantine emperor, Justinian, sends missionaries to
China to smuggle out silk worms and mulberry leaves.

600. Man-powered paddle-wheel boat appears. Mer-
chants from 27 different lands meet at Zhang-ye on
silk road to discuss trade.

618-907. Tang Dynasty adopts function of state affairs
over public administration, finances, rites, army, justice,
and public works. A censorate ensures compliance of
governmental performance with plans. Use of receipts of
deposit, for exchange of commercial transactions, begins.
Earlier restrictions on business activities are ignored.
Tang dynasty recognizes middle class over peasants.

894-1300. Japan severs all relations with China; how-
ever, it allows informal commercial visits by private
traders with luxury goods.

960-1126. K’ai-feng becomes a major city, under the
Northern Song Dynasty, with broad roads, wide canals,
all-day markets, eateries, and restaurants, merchants,
vendors, and entertainers. Invention of navigational com-
passes, astronomical instruments, celestial globes, water-
driven mechanical clocks, blast furnace using coke, and
spinning wheel occurs. Government prints promissory
notes. Civil servants manage state monopolies. The gov-
ernment recognizes association of merchants and artisans
and “chambers of commerce.” Silk working machinery
aids production. Specialization in pottery occurs. Tea
and cotton are major cultivated crops.

1000-99. Large-scale iron and steel complexes are
built in the north using blast furnaces and employing
some 3,000 workers. An industrial complex is built to
mass-produce ceramic for imperial court.

1068-85. Under emperor Shen Tsung, provincial money
taxes are substituted for labor obligation to reduce peas-
ant’s dependence on moneylenders. A financial bureau
reduces budget by 40 percent. Government loans cash or
grain to poor to protect usury on crop loans.

1100-99. Intaglio printing is used in money printing to
prevent counterfeiting.

1260-94. Kublai Khan rules over the Mongol empire,
Central Asia, Persia, North China, and Mongolia. He
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retains the salt and iron monopolies. Discrimination
against the Huns begins. Three types of paper money
are established: one based on silk and two based on sil-
ver. Fixed taxes are adopted and large levies of Song
Dynasty are abolished. Government is reorganized to
include a bureau of imperial manufactures (industrial
matters), a secretariat (civilian matters), a privy council
(military matters), a censorate (evaluating officials),
and offices of personnel, revenue, rites, war, justice,
and public works. Banners are used to advertise wine.
Pawnshops are first seen.

1277. Marco Polo is appointed agent to the imperial
council.

1287. Kublai Khan replaces paper money with new
currency to fight against rapid inflation.

1295. Marco Polo returns to Italy, incites interest in
trade with China.

1342. Weapons, fans, screens, laquerware, and books
are traded during Japanese trading expeditions.

1368-1644. Ming Dynasty begins, and government is
re-organized. Silk is reserved for imperial use. Nation-
wide tax system is implemented, and corrupt Mongols
are replaced. Slavery is abolished. Large estates are
confiscated and poor peasants rent land. The wealthy
are taxed heavily. Contact with foreigners is restricted.
Elementary school system is established.

1420. Ming navy produces combat vessels. More than
250 are capable of long-range voyages.

1421. Beijing becomes the capital. The imperial work-
shop employs more than 27,000 craftsmen in trade and
foreign relations.

1557-97. Chinese allow Portuguese colonization and
development on Macau.

1637. First English factory is established in Canton.

1644-1912. Manchu overthrow Ming Dynasty, and
China enters Qing Dynasty.

1800. China produces 33.3 percent of the world manu-
facturing output. Foreign merchants exchange opium
for goods.

1842. Treaty of Nanking is signed; Britain gets control
of Hong Kong. Shanghai and other coastline cities are
open to foreign settlements.

1873-90. Modern non-military enterprises begin to
form, owned and operated by Chinese compradors and
merchant middlemen.

1900-01. Boxer Rebellion tries to force foreigners out,
suppressed by Britain, United States, France, and
Japan. China pays US$330 million in restitution.
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1916-31. Japanese receive commercial rights to Inner
Mongolia and Southern Manchuria and create the pup-
pet state of Manchuria.

1937. Japanese forces invade and eventually occupy
Beijing.

1949. People’s Republic of China is formed when
Communists take over the government. A mass exodus

of entrepreneurs to Hong Kong and nationalists to Tai-
wan occurs.

1958. Great Leap Forward begins by creating com-
munes to increase production and increase collectivism.
However, it fails to increase economic growth.

1966. Great Cultural Revolution is launched, attacking
bourgeoisie ideology and capitalist thought, which
leads to rioting and instability. These events have a
devastating impact on the economy.

1976. The death of Mao Zedong and arrest of Gang of
Four end Great Cultural Revolution.

1980. Special Economic Zones are extended for capi-
talist enterprises north of Hong Kong. The country’s
first management program is established and forms the
Chinese National Center for Industrial Science and
Technology at Dalian Institute of Technology.

1985. The development of consumer-based industry
occurs. The first stockbroker in Shanghai trades with
10 corporations.

1989. The first Beijing International Fair opens, which
is the first and the biggest international fair held inde-

pendently by China. Growing student objections to of-
ficial corruption lead to violence after a demonstration
in Tiananmen Square.

1990. The 4th Asian Trade Promoting Meeting is held
in Beijing. Official census counts 1 billion people.
China is granted observer status in GATT.

1991. China Stock Association announces its establish-
ment in Beijing.
1992. China announces that the goal of the economic

reform is to set up a socialist market system.

1993. Electric power groups (North, East, Middle,
Easter-North, and West-North) were permitted to be set
up by the State Council.

1994. The launching ceremony of Yangtzi River Three
Gorges is held and its construction started.

1995. The China Investment Association announces its
establishment in Beijing.

1996. With sharp economic growth and controlled in-
flation under control, China achieves the goal of macro
economic control.
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1997. China decreases tariffs and promises to reduce
the average tariff of the industrial products to 10 percent.

1998. In order to protect China’s growing economy
from the Asian economic crisis, Chinese government
issues 1,000 billion national debts for the construction
of domestic infrastructure and civil services.

1999. China resumes the collection of tax on the inter-
est of personal savings.

2000. China successfully completes the 9th 5-Year
Plan for economic growth; and the country’s GDP
reaches US$10,000 billion.

FUTURE TRENDS

Since 1978, China’s economic system has undergone
a market-oriented reform and begun its open-door pol-
icy. In more than 20 years, although system devolvement
and structural transformation were mostly driven by do-
mestic factors, China has been increasingly influenced by
economic globalization and worldwide industrial up-
grade. In the 21st century, it is estimated that Chinese
economic development will be influenced by world
economy, especially the economy of the Asian area. The
Chinese economy will depend on the attitude and strat-
egy China will take toward being involved in the glob-
alization process.

OUTLOOK FOR CHINA’S ECONOMY. The long-term
outlook for the Chinese economy remains unclear.
China’s commitment to join the WTO appears to repre-
sent a major commitment on the part of the Chinese gov-
ernment to significant economic reform and greater ac-
cess to its domestic markets. Some observers believe that
the Chinese government views accession to the WTO as
an important, though painful, step towards making Chi-
nese firms more efficient and competitive in the world
market. In addition, the government hopes that liberal-
ized trade rules will attract more foreign investment to
China. It is expected that over the long run a more open
market system would boost competition, improve pro-
ductivity, and lower costs for consumers, as well as for
firms using imported goods as inputs for production. Eco-
nomic resources would be redirected towards more prof-
itable ventures, especially those in China’s growing pri-
vate sector. As a result, China would likely experience
more rapid economic growth than would occur under cur-
rent economic policies. It is estimated that WTO mem-
bership would double China’s trade and foreign invest-
ment levels by the year 2005 and raise real GDP growth
by an additional 0.5 percent per year.

In the short run, due to increased foreign competi-
tion, widespread economic reforms (if implemented)
could result in disruptions in certain industries, especially
unprofitable SOEs. As a result, many firms would likely
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go bankrupt and many workers could lose their jobs. How
the government handles these disruptions will greatly de-
termine the extent and pace of future reforms. The cen-
tral government appears to be counting on trade liberal-
ization to boost foreign investment and spur overall
economic growth; doing so would enable laid-off work-
ers to be employed in higher growth sectors, especially
in the growing private sector. However, the Chinese gov-
ernment is deeply concerned about maintaining social
stability. If trade liberalization were followed by a severe
economic slowdown, leading to widespread bankruptcies
and layoffs, the central government might choose to halt
certain economic reforms rather than risk possible polit-
ical upheaval.

In February 1998 the officials announced their in-
tentions to spend US$750 billion on infrastructure de-
velopment over the next 3 years, although many analysts
have questioned China’s ability to obtain funding for such
a massive financial undertaking in such a short period of
time. It is likely that China intends to attract foreign in-
vestment for much of its infrastructure needs.

However, Chinese restrictions on ownership, profits,
and operational control of major projects, China’s de-
mands for subsidized financing and sharing of technol-
ogy, and uncertainties regarding obtaining approval from
Chinese officials at the central and local levels have made
foreign investors reluctant to invest in major Chinese in-
frastructure projects.

WEST REGION DEVELOPMENT. The central government
has decided to accelerate the economic development in
its west regions over the next few decades. China will
build more highways in its western region, including 2
linking the heartland with the Tibet Autonomous Region,
over the next 5 to 10 years. There are already 3 highways
linking the inland areas with Tibet. China will also build
another 14 main highways in the western region in the
coming 10 years. China will have completed a modern
highway network in the west by 2030. At the moment,
roads in the western region are poor and insufficient.
There are only 7.8 kilometers of highways per 100 square
kilometers in the region, only half the national average.
China has made the improvement of infrastructure the
priority in its program to develop the vast western region.
This development is expected to become one of the most
dynamic forces in the country’s economic growth.

ENVIRONMENTAL PROTECTION. The last 2 decades of
rapid economic growth, urbanization, and industrializa-
tion have been accompanied by steady deterioration of
the environment in China. The concentration of both air
and water pollutants are among the highest in the world,
causing damage to human health and lost agricultural pro-
ductivity. Some major Chinese cities have particulate and
sulfur levels from 2 to 5 times World Health Organiza-
tion and Chinese standards. Soil erosion, deforestation,
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and damage to wetlands and grasslands have resulted in
deterioration of the national ecosystems and pose a threat
to future agricultural sustainability.

China has already taken some steps to reduce pollu-
tion and deforestation and has staved off an abrupt wors-
ening of environmental conditions in general. A system
of pollution control programs and institutional networks
for environmental protection is being constructed at the
national and local levels. As part of the recent govern-
ment reorganization, China’s environmental agency, the
State Environmental Protection Agency (SEPA), has
been upgraded to full ministerial rank and its coverage
expanded to include the “green” issues. For better urban
and industrial pollution control, China has focused in-
creasingly on river basin management, greater use of eco-
nomic incentives, and increased use of public informa-
tion campaigns. Issues of vehicle emissions in urban areas
are being tackled through improved traffic management,
public transport initiatives, changes in transport fees, and
phasing out of leaded gas, which has already been im-
plemented in the largest city centers. Coastal zone man-
agement has been introduced, and energy conservation
efforts and the development of renewable sources of en-
ergy have been expanded.

DEPENDENCIES

China has no territories or colonies.
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