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l. I NTRODUCT! ON

This note | ooks at the possible inpact on trade within the G obal System
of Trade Preferences anong Devel opi ng Countries (GSTP) of adopting a 30-per-
cent or 50-per-cent linear tariff reduction for the next round of GSTP
negoti ati ons between nenber countries. It also | ooks at the inportance of
trade with other devel oping countries which do not participate in the GSTP.
This note is intended to provide countries participating in the GSTP with
technical information on the effects of possible negotiating techniques under
this schene.

. CHANG NG TRADE POLI CI ES AND TRADI NG PATTERNS
IN GSTP MEMBER COUNTRI ES

There have been nmjor changes in the trade policies and trade patterns of
GSTP nenber countries since the initial GSTP negotiations. The great mjority
of countries participating in the GSTP have undertaken substantial economc
refornms whi ch have enhanced the efficiency of their econom es, increased their
i nternational conpetitiveness and enl arged the role of the business sector
Most countries participating in the GSTP have either achieved mgjor trade
liberalization or inplenent programmes to that end. As a result, in nmany,

t hough not all, of the countries participating in the GSTP exchange-contro
measures, quantitative restrictions and many ot her non-tariff neasures have
virtual |y di sappeared. Mst of these countries have al so reduced and
simplified their MFN (nopst favoured nation) tariffs, which will be further
reduced when the commitnents undertaken during the Uruguay Round are

i mpl emented. MFN tariffs will range between zero and 20 per cent for the bulk
of their inports. The new setting for GSTP negotiations will therefore be
characterized by nuch nore liberal trading conditions, which inplies, in
principle, |ess scope for preferential tariff margins than in the past. On the
ot her hand, this scope has rarely been exploited to any significant extent:
GSTP preference margins were tiny and provided only small price advantages for
suppliers fromparticipating countries. The new setting in which
substantially | ower trade protection is offered to donmestic producers, could
make preferential trade negotiations much nore straightforward: the new
situation is nore transparent, the effectiveness of tariff preferences is |ess
likely to be inpaired by a variety of other trade barriers, and benefits and
risks are easier to evaluate than in the highly protectionist situation
prevailing when the GSTP was introduced. The increased conpetitiveness of
domestic producers reduces the need for protection, as well as reduces
pressures against trade liberalization

Subr egi onal and regi onal econom c integration groupings of devel oping
countries have gai ned renewed inpetus, with some of them now at the stage
where there is free trade anong their nmenbers. Ohers have intensified and
expanded their programmes for regional integration and wi dened the scope of
econom ¢ cooperation. Goups such as the Sout hern Conmon Market (MERCOSUR) or
the Associ ation of South-East Asian Nations (ASEAN) have made substantia
progress and have had a major effect on trade and investnent anmong nenbers.
They support the useful ness of trade preferences if a broad-based |inear and
relatively deep |iberalization commitnent process is pursued. The nenbers of
such groups now have substantial experience of the effects of subregiona
trade |iberalization on trade, production, investnent and enploynent, as wel
as of managing related problens. The switch from product-by-product or
sectoral trade liberalization nmethods to generalized across-the-board
i beralization has sparked off a w de diversification of the products and
enterprises now involved in trade anong their nmenber countries.

The progress of trade |liberalization within such groups, or the setting
of new goals to inplement progranmes for free trade between their nmenbers by
the early years of the next decade, creates roomfor interregional preferences
within the GSTP. Future GSTP goals can now be nore anbitious, while remaining
conpatible with progress at the subregional and regional |evels. The
interregional role of the GSTP is al so becom ng nore pronounced: its main
potential lies in trade between the regions and in building bridges between
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t he various subregi onal and regional integration groupings of devel oping
countries. Technol ogi cal progress supports this role of the GSTP: the new

i nformati on and tel ecomuni cati on technol ogies facilitate the search for new
partners in distant regions and comruni cation with them In this process,
certain subregional groupings have already assunmed an inportant role in
furthering progress in GSTP negotiations and in broadening its menmbership. It
may be useful to explore in what way concerted action between such groups of
devel opi ng countries could be nobilized to further the GSTP process and extend
it to the remai ni ng devel opi ng countries and groups of devel opi ng countries
that are still outside the schene.

Many countries participating in the GSTP are nenbers of |arge groupings
conprising the world’ s | eading trading nations, such as the Free Trade Area of
the Americas (FTAA), the Asia-Pacific Econonic Cooperation forum (APEC) or the
network of bilateral free-trade areas and preferential arrangenents of the
Eur opean Uni on (EU), which conprise reciprocal comitnments to achi eve free
trade and investnent anong all nenber States. Wiile the formof the
liberalization process differs substantially fromone group to another, it is
envi saged that devel oping countries should al so achieve full trade
liberalization during the period 2005-2020. |In parallel, multilatera
negotiations are likely to advance towards the worldw de |iberalization of
trade in goods and services, and a nultilateral investment framework is under
consi deration. Various fornms of interaction between gl obal, regional and

subregional |iberalization processes seemfeasible. Under the principle of
“open regionalisni of the APEC type, progress in smaller frameworks could
accelerate the nultilateral |iberalization process. The tendency of

devel opi ng countries to enbark on fully reciprocal trade and investnent
liberalization with the world’ s major trading nations reflects their grow ng
confidence in the conpetitiveness of their economes. This increased
confidence should also facilitate the GSTP negotiating process and make it
possi bl e to adopt nore efficient and far-reaching approaches and comnr t nents.

GSTP trade coverage

Trade among GSTP participants, outside their nain subregional integration
groupi ngs, was estinmated at about US$ 93 billion in 1996, or slightly nore
than 10 per cent of their total inports. This trade has expanded rapidly over
the past five years, at a rate of 25 per cent a year

The commodity conposition of trade among GSTP partici pants has under gone
maj or changes since the beginning of the arrangenent. Petroleumtrade no
| onger dom nates interregional trade anbng devel opi ng countries, but accounts
for only alittle over 10 per cent of trade between them Mitual trade in
ot her compdities and agricultural products expanded at a sustained rate of 13
per cent annually between 1990 and 1995. The nmin source of growth, however,
was trade in manufactures, which grew by al nost 30 per cent annually. Thus,
by the m d-1990s, manufactures constituted the bul k of trade between GSTP
participating countries and accounted for alnbst two-thirds of their world
i nports.

Trade barriers

The scope and strength intensity of trade barriers are now relatively | ow
in nmost GSTP countries, as conpared to the situation in the md-1980s. Highly
conplex and restrictive inmport policies which relied on a variety of inport
restrictions have in npst participating countries given way to tariffs as the
main instrument for controlling inports. However, a significant nunmber of
gquantitative restrictions still subsist in some GSTP countries: their
progressive relaxation at the MFN | evel is envisaged but may take some tine to
take effect. At the sane tine, average and maxi numtariffs have been reduced
substantially by many GSTP countries. These reforms have increased
transparency and nade it easier to assess the potential effects of tariffs
and tariff concessions, and will thus facilitate trade negoti ations.

In the industrial sector, the majority of GSTP countries for which data
are available will apply post-Uruguay Round rates averagi ng between 7 and 14
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per cent ad valorem wth higher rates for consunmer goods (frequently between
20 and 35 per cent). For one in four of these countries, average industria
tariffs range between 20 and 29 per cent. A few GSTP countries, notably

Si ngapore, inpose very low MFN tariffs on inports (in that country tariffs are
as low as 0.4 per cent).

Agricultural tariffs vary wi dely between individual subsectors and
products. Tariffication of quantitative restrictions and other inport
barriers as a result of the Uruguay Round has brought about very high MN
tariffs for sensitive products. For other agricultural products, average
tariffs frequently range between 8 and 14 per cent. 1In one-third of GSTP
countries, the average agricultural tariffs are relatively low (i.e. 5 per
cent or less), while in a few countries the average rates exceed 20 per cent.

I, ESTI MATES FOR THE TRADE POTENTI AL OF THE GSTP

Pref erences exchanged during the first round of GSTP negoti ati ons cover
only about 1 per cent of the participating countries’ global non-fue
i mports. Preference margins are also |ow, amunting in nost cases to |ess
than five percentage points of the MFN rates, so that the tariff value of GSTP
preferences may be estinated at about 0.03 per cent of the non-fuel inports of
participating countries. The possible effects of these GSTP preferences on
prices, tariff revenues and trade remain, therefore, very limted. Past
preference margins are largely offset by the cost of additional custons
procedures for obtaining access to preferences, such as origin certification
Hi gher preference margi ns woul d be warranted by the high transport costs for
interregional trade and trade between di stant subregions, which are
characteristic of the GSTP. On the other hand, autononmous tariff reduction
programes, the inplenentation of the Uruguay Round conmtnments and the
i mpl enent ati on of subregional |iberalization programmes or free-trade area
agreenents with the major devel oped countries tend to erode price margins and
the effectiveness of these preferences.

In accordance with the GSTP Agreement, future negotiations on increasing
preference margi ns and enhanci ng the econonic effectiveness of the GSTP coul d
conti nue on the basis of product-by-product negotiations, or could take the
form of sectoral arrangenents or across-the-board tariff reductions. This
note attenpts to estimate the potential effect of two working hypotheses:

(a) A linear 30-per-cent reduction in MFN tariffs on all products;
and
(b) A linear 50-per-cent reduction in MFN tariffs on all products.

These two options do not necessarily constitute alternatives, but could
represent consecutive stages in the process of increasing GSTP preference
margins in the near future. Fromthis perspective, even the nore intensive
option is broadly conpatible with |iberalization within the existing
i ntegration groupings of devel oping countries, taking into account the
progress achi eved or targeted by them as well as the goals of APEC, FTAA and
the EU Euro- Medi terranean agreenents. The estimates in this study are based
on the trade of participating countries outside their major integration
groupi ngs (such as MERCOSUR, ASEAN, the Latin American Integration Association
(LAIA) and the Arab Maghreb Union (UMA), whose nenber States have not
negoti ated GSTP preferences anong thensel ves).

The simul ation of the effects on trade of the two hypotheses is based on
UNCTAD s trade policy sinulation nodel, which has traditionally been used to
estimate the effects on trade of tariff changes in nultilateral or
preferential negotiating frameworks. The sinulation uses, to the extent
possible, trade and tariff data at the nost detailed tariff-line basis
available for 1995 or 1996. Detailed and up-to-date trade and tariff data
are currently available in UNCTAD s TRAINS (Trade Analysis and | nformation
Systen) data base for about 70 per cent of trade anmpbng GSTP participants.
Some estinmates have nonethel ess been included for the remaining countries on
the basis of data for broader product groups. Furthernore, certain
l[imtations are inherent in the sinulation nodel itself; for exanple, there
are no data and no variabl es available for donestic production which would
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allow the effect of preferential inports on it to be evaluated; nor does the
nodel take account of the dynami c effects of preferences. There is also a need
to update estimates for price elasticities to take into account the changed

international trading conditions. 1In view of these data limtations and the
limtations of the nodel, the results of the estimation process should be
interpreted with caution. They are, nevertheless, indicative of the possible

ranges of effects and of their possible order of magnitude.

Results

A 30-per-cent preferential across-the-board tariff reduction anong the
present GSTP participants could result in an increase in trade between them of
between US$ 7.4 and 8.5 billion. This would correspond to an 8-9 per cent
increase in trade between themand close to 1 per cent of world inports of the
countries participating in the GSTP. This estimte assumes that price
elasticities remain within a prudent range, as customs costs and the costs
associated with the | arge distances involved dimnish the effectiveness of
preferences. For exanple, a 30-per-cent preference on MFN tariff rates of 5,
10, 15 or 20 per cent ad val orem which are now frequent in the tariff
structures prevalent in devel oping countries, would represent a price
advant age of respectively, 1.4, 2.7, 3.9 and 5 per cent. Only froma price
margin of 3-5 per cent upwards (inplying MFN rates of 12-20 per cent), GSTP
preferences m ght be expected to lead to nore substantial trade reactions.

The estimate includes also a nodest estimate for sone of the initial dynamc
effects of tariff preferences: on the basis of subregional experiences, it
can reasonably be expected that once a certain threshold of preferences has
been attained, substantial linear preferences will lead to the diversification
of existing trade flows to new preferential export markets as well as to the
entrance in the market of new firnms and products.

If a 50-per-cent linear tariff cut were to be made, nutual trade could
increase by US$ 15-18 billion, or 16-19 per cent of GSTP trade, which would
rai se the share of GSTP countries’ inports in world inmports from10 to 12 per
cent. (This estimate allows for slightly higher elasticities and greater
diversification effects than the 30% version.)

Trade would be likely to increase mainly in the area of manufactured
products, which account for about two-thirds of the increase. A quarter of
the trade expansi on woul d be accounted for by agricultural products and one-
tenth by industrial raw materials and refinery products.

The potential trade expansi on would be distributed over a wi de range of
products. About 30 product groups of the Harnonized System woul d have
significant trade values and shares of nore than 1 per cent in the tota
estimated trade expansion. Mjor agricultural products which could benefit
fromthe preferences include vegetable oils, sugar, canned fruit and
veget abl es, oil cakes and ot her by-products of the food processing industry,
as well as fishery products. Anong the industrial products, various machi nes
and el ectrical equipnent could be expected to take najor shares. O her
products which could benefit substantially include: steel and other neta
products; organic chemicals, fertilizers and plastic products; rubber
| eat her, wood products and paper; various clothing and textile articles; and
cars and other transport equipnent.

The | argest preferential trade increases would be likely to occur in
India, the Republic of Korea, Bangladesh, Thailand, the Philippines, Mexico,
Paki stan, Brazil and Indonesia. The preferential inport increases would
generally be nore evenly distributed anong nmenber countries than their gl oba
inmports: the top 10 GSTP countries account for about half of tota
preferential inport increases, but for two-thirds of the worl dw de inmports of
GSTP countries. Nonetheless, the extent of preferential inmport increases
woul d vary substantially between countries, being higher for countries with a
hi gh share of inports from GSTP sources and which applied high tariffs on
products sourced from participating countries. The inpact on trade of
proj ected reductions of 30 per cent and 50 per cent in GSTP tariffs are shown
for selected countries in the annex.
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The remaining quantitative restrictions in certain participating countries
continue to act as a substantial limtation on the potential effects of trade
expansi on under the GSTP. This is particularly the case for certain consuner
goods and food itens which are of nmjor export inportance for smaller and
medi um si zed GSTP participants. To achieve a bal anced outcome under |i near
tariff preferences, inporting GSTP countries would need to inplenent

i beralization of GSTP inports in advance of their nultilateral trade

i beralization progranmes.

V. POTENTI AL EXPANSI ON COF COUNTRY COVERAGE

The effectiveness of the GSTP coul d be considerably enhanced by extending
participation to other devel oping countries and China. Non-participating
devel opi ng countries include several Arab countries (notably Saudi Arabia and
the other Gulf States), many African countries south of the Sahara (including
South Africa), the nenmber States of the West African Econonmic and Monetary
Uni on, several Central American, Caribbean and Pacific countries, as well as
China and the Central Asian countries. Mre generally, the great majority of
| east devel oped countries do not yet participate in the GSTP

Trade between GSTP countries and non-participating devel oping countries
i s equivalent to about 40 per cent of trade between GSTP participants. The
participation of several of these non-participants could therefore contribute
to a substantial expansion of trade within the GSTP. China is now one of the
world's | eading inporters; its global inports were worth US$ 140 billion in
1996, and they have been growing by 17 per cent annually - and by two-and-a-
half tinmes in value - since 1990, although they remain subject to relatively
high inport tariffs. South Africa s inports exceeded US$ 30 billion in 1996
and grew at a rate of 9 per cent annually between 1990 and 1996. Saud
Arabia' s inmports reached US$ 28 billion in 1996, and those of the United Arab
Em rates reached US$ 23 billion in the sane year. Western Asian non-
partici pants offer a conbined market worth of US$ 86 billion, although their
tariff levels are relatively low. Oher inportant nedi umsized devel opi ng-
country markets include the Central American Common Market (CACM and the West
African Econom ¢ and Mnetary Uni on ( WAMEU)

The pattern of non-participation by the devel oping countries suggests
that the GSTP process woul d benefit froma nore determ ned comm t nent by
i ntegration groupi ngs to enhance GSTP preferences and broaden its membership
As in the case of the accession of MERCOSUR as a single unit, such comrtnent
could have a mgjor inpact on the dynam smof the process. Direct contacts
bet ween participating and non-participating countries which belong to the sane
subr egi onal groups, such as nost of the African groups, CACM the Caribbean
Conmunity (CARICOM or the Cooperation Council for the Arab States of the Gulf
(GCC), could bring closer the original GSTP objective of covering al
devel opi ng countries. Countries participating in the GSTP and such a group
could be effective catalysts for 1 nform ng and convinci ng non GSTP
partici pants of the potential advantages of the GSTP

Chi na

China' s inports from GSTP participants amounted to US$ 29 billion in 1996
and grew at an annual average rate of 30 per cent between 1990 and 1996.
Al nost one-quarter of those inports consisted of agricultural products and
ot her compdities, which grew at a rate of 17 per cent a year during the sane
peri od. Manufactured goods accounted for US$ 18.3 billion, or 64 per cent of
the inmports in 1996 and recorded a 37-per-cent annual growh rate between 1990
gn?|1996. Crude petrol eum and other fuel products accounted for sone US$ 3.6

illion in 1996.

If China joined the GSTP, trade within this arrangenment would rise by
one-third. Under the hypothesis of a 30-per-cent linear tariff reduction
Chi nese inports from present countries participating in the GSTP woul d

i ncrease by al nost 10 per cent, or about US$ 2.6 billion. A 50-per-cent
reducti on would rai se Chinese inports fromthese countries by 18 per cent, or
about US$ 5 billion. Mre than 80 per cent of this increase would be in the

form of manufactures: plastic products, synthetic fibres and machi nery woul d
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each account for over 10 per cent of this increase in preferential trade.

O her inportant products include special and knitted fabrics, iron and stee
products, paper, electrical equipment and cars, agricultural inputs for

i ndustry, vegetable oils and cereals.

Chi nese exports to GSTP countries amunted to US$ 24 billion in 1996 and
have been growing at a rate of over 20 per cent since 1990. The share of
manuf act ured goods is even nore pronounced in China s exports, reaching al nost
80 per cent; they anounted to US$ 18.4 billion in 1996 and have risen by an
average of 28 per cent annually since 1990. Commodities constituted 13.5 per
cent and fuels another 7 per cent of China' s exports to GSTP participants.
Substantial GSTP preferences would primarily enhance Chi nese exports of
machi nery products, chenmicals, nmetal products and a wi de range of other
manuf act ured goods.

Least Devel oped Countries

Only 9 of the 48 | east devel oped countries (LDCs) currently participate
in the GSTP or are negotiating to becone nmenbers of it. Their global inports
can be roughly estinmated at about US$ 14 billion, corresponding to 1.5 per
cent of the global inports of GSTP nmenber countries. The few participating
LDCs for whom esti mates are possible are highly dependent on GSTP sources for
their imports - perhaps for as much as one-third of their total imports. The
i ncreased trade that could be expected to result fromlinear tariff cuts of 30
and 50 per cent could reach 20 per cent and 33 per cent respectively, of their
present GSTP i nports.

The remai ning 39 LDCs which are neither GSTP participants nor negotiating
for access to it have a very small share of world trade. Their conbi ned gl oba

i mports anount to |ess than US$ 20 billion; together, they account for 2.2
per cent of world inports of GSTP participants. They have a substantia
foreign trade deficit and their global exports reach only US$ 12.4 billion, or

1.4 per cent of global GSTP exports, which is broadly conparable to the GSTP
exports of Colonmbia. The two |argest exporters fromthis group of LDCs export
petrol eum together accounting for 40 per cent of the group’s exports. The
exports of 20 of the renmining LDCs are each val ued at between US$ 100 and 600
mllion; the exports of the other 17 LDCs are each valued at |ess than US$ 100
mllion.

The inmports of GSTP countries from non-participating LDCs are estimated
to have been worth about US$ 1.7 billion in 1996. About half of these LDC
exports to GSTP destinations consisted of industrial materials and fuels,
about 30 per cent of manufactured goods, and 20 per cent of other agricultural
products. Their exports therefore cause little effective competition to
domestic production or to trade with other GSTP partner countries. Mre
detailed data on the trade flows of the 39 LDCs and on their tariffs are
scarce. Exanples of LDCs currently participating in the GSTP tend to indicate,
however, that the granting of reciprocal concessions by LDCs can have a
relatively strong inpact on their inports and tariff revenue.

The GSTP Agreenent provides in principle for the possibility of granting
speci al and non-reci procal concessions to LDCs. Sone concessions al ready
exi st which are exclusively in favour of participating LDCs. Various
mechani sms coul d be envi saged for the inplenmentation of this principle under a
linear tariff preference, such as differentiated percentage reductions, |onger
periods for inplenentation or the exenption of LDCs fromlinear tariff
commtrments for a certain period or until the tinme when their exports to GSTP
partici pants reach a certain level. At present, participating countries
continue to expect LDCs to provide tariff concessions, and have put forward
request lists to interested LDCs.

A new approach was adopted on the occasion of the recent High-Ieve
Meeting on Integrated Initiatives for Least Devel oped Countries’ Trade
Devel opnent, at which several devel oped and devel opi ng countries decl ared
their readiness or intention to extend non-reciprocal tariff preferences to
all, or at least a |l arge nunber of, LDCs for their major export products at an
early date. They included a nunber of GSTP participants: Egypt, Mrocco, the
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Republ i ¢ of Korea, |ndonesia, Mlaysia, Singapore, Thailand and Chile
announced their commitnment or intention to introduce such unilateral and

genui nely non-reci procal provisions, sonme of themreferring specifically to
the framework of the Ceneralized System of Preferences (GSP) or GSTP for their
i npl enmentation. Mst of them announced that detailed product lists and
details of the depth of tariff preferences and conditions of application would
be comrunicated in the near future. (Turkey has inplenented its schene of

LDC preferences as of 1 January 1998.)

Subsequently, the Trade and Devel opment Board of UNCTAD recomended in
its decision on the inplenentati on by UNCTAD of the outcome of the High-Ileve
Meeting (Decision 445 (Ex-16)), that the Secretary-Ceneral of UNCTAD shoul d
convene an ad hoc neeting as early as possible on GSP, GSTP and new
initiatives for LDCs in the area of market access, to provide an opportunity
for officials and experts from nenber States to discuss the major new
devel opnents in their national GSP schenmes, including review of their specia
provisions in favour of LDCs, propose neasures to extend the necessary
advi sory services to enhance GSP/ market access utilization; and follow up and
noni tor the announcenents nmade in this regard during the High-level Meeting.

The expert group will include a limted nunber of experts specially invited by
the Secretary-GCeneral, but will renmain open-ended to allow all interested
menber countries to participate. The report of the expert group will be an

i nportant contribution to the debate at the next session of the Commi ssion on
Trade in Goods and Services, and Conmmodities, schedul ed for Septenber 1998.
In the light of these devel opnents, GSTP participants mght wish to consider
nmodal ities for nobilizing increased interest of LDCs in the GSTP, as well as
ways in which the announcenents nade at the High-level Meeting by sone
menbers could be followed up in the GSTP context.



ANNEX
Table 1

Estimated increase in GSTP inports of selected GSTP participants if GSP tariffs were
reduced by 30% or 50%

Total GSTP GSTP trade increase if GSTP trade increse if tariff
Total inportd i mports tariffs reduced by 30% reduced by 50%
1996 1996
(US$ billion)] (US$ billion) In mllions| Share of tota In mllions| Share of
of US$ GSTP trade (% of US$ total GSTP
trade (%
Argentina 23.8 1.1 102 9.6 230 21.7
Brazil 56. 9 4.1 306 .5 770 18.9
Chile 17.8 1.1 96 8.5 216 19.1
Col ombi a 13.7 0.5 60 12.2 134 27.3
Mexi co 62.2 2.9 332 11.3 755 25.8
Venezuel a 9.9 0.2 19 10.6 41 22.8
Bangl adesh 6.6 2.3 543 23.2 1 201 51.3
I ndi a 37.4 6.6 765 .5 1 717 25.9
| ndonesi a 42.9 5.4 285 .3 644 11.9
Republ i c of 150. 3 19.3 736 . 8 1 670 8.7
Kor ea

Mel aysi a 78. 4 6.1 189 3.1 433 7.1
Si ngapore 131. 3 7.7 220 2.9 505 6.6
Sri Lanka 5.4 1.2 152 13.1 341 29.7
Thai | and 73.5 5.2 506 9.7 1 158 22.1
Egypt 13.0 1.8 127 .0 393 21.7




