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Foreword

It gives me great pleasure to introduce this State of the Asian 
Cities report. The first in a series to be published every other 
year, it is intended as a platform for debate and a handbook 
for action. In view of the breadth and complexity of the 

urban challenges faced by the Asia-Pacific region, this report is the 
result of a cooperative effort between UN-HABITAT, the United 
Nations Economic and Social Commission for Asia and the 
Pacific (ESCAP), the United Nations Environment Programme 
(UNEP), and United Cities and Local Governments (UCLG).

The report throws new light on current issues and challenges 
which national and local governments, the business sector and 
organised civil society are facing. On top of putting forward a 
number of recommendations, this report testifies to the wealth 
of good, innovative practice that countries of all sizes and 
development stages have accumulated across the region. It shows 
us that sustainable human settlements are within reach, and 
that cooperation between public authorities, the private and the 
voluntary sectors is the key to success. This report highlights a 
number of critical issues – demographic and economic trends, 
poverty and inequality, the environment, climate change and 
urban governance and management. It is our hope that it will 
stimulate new thinking and fresh approaches to inclusive, 
sustainable urban development in the Asia-Pacific region.

In the region, as in the rest of the world, cities today act as 
the engines of national growth and prosperity. The spectacular 
economic momentum of the past two decades has turned Asia 
into one of the main engines of global prosperity, and Asian 
cities into prominent symbols of this success. In a closely related 
development, over one half the world’s urban population now 
lives in Asian-Pacific cities – but so do the  majority of the 
world’s slum dwellers. This is despite the fact that the region has 
managed to improve the lives of an estimated 172 million slum 
dwellers between the years 2000 and 2010. For this remarkable 
achievement, which exceeds the slum-related Millennium 
Development Goal in terms of both numbers and deadline, a 
number of Asian countries must be commended, but significant 
efforts must be maintained and become more widespread.

Although the Asia-Pacific population is not expected to become 
predominantly urban before 2026, two complementary types 
of spatial urban configuration are already emerging. Megacities 
are the most visible by-product of the combined dynamics of 
the international economy and urbanisation. Nowhere is this 
phenomenon more pronounced than in Asia. As urban expansion 

and new patterns of economic activity have fed on each other, 
novel configurations have emerged, such as mega urban regions, 
urban corridors and city-regions. This is an unprecedented 
challenge in human history, as these new urban regions require 
deep reform of existing urban management practices and 
institutions. It is incumbent on national governments and 
local authorities in the region to gear themselves up to provide 
appropriate support and guidance to the development of these 
new types of conurbation if they are to meet the environmental 
challenges caused by economic growth, changing consumption 
patterns, demographic pressure and climate change.

These efforts should not overlook the second distinctive feature 
of the Asia-Pacific region, where urbanisation is broad-based 
rather than concentrated in just a few cities. Smaller cities 
and towns with populations under 500,000 have together 
maintained a share of about half of the region’s urban population 
in recent decades, testifying to their demographic momentum. 
Therefore, policymakers must also pay attention to smaller urban 
settlements, enabling them to enhance their role in national and 
local development.

Amid the remarkable transformations of the past two decades, 
the need for proper governance has been increasingly felt. In this 
crucial regard, the region’s commitment is best exemplified by 
the Asia-Pacific Ministerial Conference on Housing and Urban 
Development (APMCHUD). Its first three biennial sessions in 
New Delhi, Tehran and Solo have enabled the member states to 
clarify and promote urban agendas in critical areas like planning, 
management and finance.

This welcome development must, however, take a number of 
burgeoning urban problems highlighted in this report into 
account to ensure that they receive all the attention they deserve 
across the region. These must be urgently addressed as the 
challenges of demographic pressure and climate change become 
ever more daunting. Solving the problems of considerable urban 
poverty and inequality, the need for affordable housing, safe 
drinking water, sanitation, transportation and livelihoods for 
ever-expanding urban populations, regardless of settlement size, 
all require vision and leadership.

These matters are explored in depth in this important report, 
thanks to the commendable inter-agency cooperation which, true 
to the One UN spirit, has presided over its preparation. I would 
like to convey my appreciation and grateful thanks to all our 
partners for sharing their expertise, wisdom and sense of vision 
with us during the preparation of this report.

Joan Clos i Matheu
Under-Secretary-General and Executive Director
United Nations Human Settlements Programme 
(UN-HABITAT)



Foreword

On behalf of the United Nations Economic and Social 
Commission for Asia and the Pacific (ESCAP), I am 
pleased to introduce the first State of the Asian Cities 
Report.  In a region that is undergoing immense 

demographic, economic, social and environmental change, this 
Report reviews key trends and identifies emerging and critical 
issues related to urbanization and urban development in Asia and 
the Pacific.

While Asia and the Pacific has had long history of cities, rapid 
urbanization in the region started in the late 1980s and 1990s, 
with trade liberalization, globalization and the resultant rapid 
economic growth.  Urban areas now account for over 80 percent 
of the region’s GDP.  Many of the region’s cities have become 
centres of international trade and commerce and hubs for regional 
and international connectivity.  As economies mature and become 
more knowledge centred, Asian cities are also becoming globally 
important centres of education, culture and innovation.

Rapid urbanization has also led to major social changes. Economic 
growth and urbanization have provided opportunities for social 
mobility and for breaking traditional roles for women and men.  
It has resulted in the creation of a large educated middle class 
that has disposable income and is information savvy and globally 
connected.  

While cities have extensively contributed to the region’s 
development, we still need to address four interconnected 
challenges if our cities are to become inclusive and sustainable.  
The first challenge is the unprecedented scale and pace of 
urbanization.  Urban population in the region will increase 
by around 700 million in just over 15 years.  This challenge is 
complicated by the emergence of often unplanned mega urban 
regions along transport corridors, which often cross jurisdictional 
boundaries of local and sub-national governments. 

The second challenge relates to the externalization of environmental 
costs of rapid economic development and urbanization.  As a 
result our cities face concurrent environmental risks associated 
with a lack of basic infrastructure and services; air, water and 
ground pollution due to industrialization; and intensive resource 
use and waste generation because of mass consumption.

Being globally connected also means that cities have become ever 
more vulnerable to the impact of global financial, food and energy 
shocks.  Globalization has led to an increase in disparities.  Those 
with access to information and capital have benefitted more from 
globalization, while those without access have benefited less or 
have lost out.  Urbanization of poverty and increasing disparities 

in cities is the third challenge that the region faces.  While in 
some countries, absolute poverty in urban areas still remains a 
problem, increasingly inter-personal and inter-regional disparities 
in income and in access to services and opportunities are emerging 
as a key developmental challenge.

The fourth challenge relates to climate change.  The report points 
out that over 50 percent of Asia-Pacific’s urban residents live in 
low lying coastal zones or flood plains and are at risk from extreme 
weather events such as floods and typhoons that can wipe out 
years of development and poverty eradication in a matter of days.  
The frequency and intensity of these and other climate related 
disasters will increase.  While natural disasters affect both the rich 
and the poor it is the poor who suffer most because they often live 
in vulnerable housing and settlements.  Increased natural disasters 
are becoming a new driver for urbanizing poverty.  

To make our cities inclusive and sustainable, we need to address 
economic growth, environmental sustainability, poverty reduction 
and resilience to climate change and other shocks in tandem.  We 
can do this by improving the environmental and social quality 
of our economic growth and urbanization, adopting approaches 
that promote social equity, inclusiveness and green growth.  This 
requires that we take a fresh look at how cities are managed.  
The Report advocates that view cities as “systems” that require 
integrated approaches to urban planning, management, financing 
and governance.  

While the challenges that confront our cities are daunting, they 
are not insurmountable.  The Report discusses some of the many 
innovative approaches, programmes and policies that central and 
local governments, civil society organizations and the private 
sector have undertaken to address these challenges.  Our cities 
are hubs of innovation and creativity.  Our task as policy makers 
is to create an enabling environment to harness this vibrancy and 
energy to transform our cities into centres of opportunity for all, 
including for our children and their children.

The outcomes of this report and way forward on many of these 
issues would be discussed at the Fifth Asia-Pacific Urban Forum 
which ESCAP and its partners, within and outside the United 
Nations system are convening in June 2011.  In keeping with our 
firm belief that solutions to the region’s urban problems will be 
found in the region’s cities, the theme of the Fifth Asia-Pacific 
Urban Forum is “Cities of Opportunity: Partnerships for an 
Inclusive and Sustainable Future.”  We hope that many additional 
emerging and critical urban issues would be identified at the 
Forum and would guide the preparations for the next State of 
Asian Cities Report.

The State of Asian Cities Report and the Forum are good examples 
of partnership between UN agencies under the concept of One 
UN at the regional level.  On behalf of ESCAP I would like to 
thank our partners, UN HABITAT, UNEP and UCLG-ASPAC 
in preparing this report.  We hope that other additional partners 
will join ESCAP and UN HABITAT in preparing the next report.

Noeleen Heyzer
Under-Secretary-General of the United Nations
and Executive Secretary of ESCAP
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1.1 Introduction

Asia is the largest region in the world with 30 per cent of 
the land mass and 60 per cent of the population. Given its 
vast geographical expanse, Asia and the Pacific is perhaps also 
the most diverse region in terms of economy, society, culture, 
environment and human settlements. Geographically, the 63 
countries and territories in the region have been grouped in 
five subregions: East and North-East Asia, South-East Asia, 
South and South-West Asia, North and Central Asia, and 
the Pacific. The vast spread of the Asia-Pacific region features 
high-, middle- and low-income economies, as well as a wealth 
of diverse societies and cultures. The region’s environment also 
presents a varied picture with tropical and temperate climates, 
and some of the world’s most arid and water-rich biomes, 
not to mention the highest mountains (the Himalayas) and 
gigantic river valleys and deltas (those of the Brahmaputra, 
Ganges, Indus, Irrawaddy, Mekong, Red, Yangtze and Yellow 
rivers). Finally, with regard to human settlements, the region 
is host to highly urbanised countries such as Australia, New 
Zealand and Japan and others much less urbanised such as 
Nepal, Papua New Guinea and Sri Lanka (see Figure 1.1).

For all the rapid demographic expansion of Asian cities, 
with an urbanisation rate of 42.2 per cent in 2010 the 
region ranked as the second least-urbanised in the world 
after Africa’s 40.0 per cent, although half the world’s urban 
population now lives in Asian-Pacific cities. In 2010, Asian 
cities were home to 1.76 billion people. While the world 
became predominantly urban in 2008, Asia is not expected 
to reach the 50 per cent mark before 2026. The number of 
mega-cities (those with populations of 10 million or more) is 
increasing and half (12 out of 21) are now in the Asia-Pacific 
region. Moreover, mega urban regions, urban corridors and 
city-regions reflect the emerging links between city growth 
and new patterns of economic activity. 

The Asia-Pacific region has been urbanising rapidly. The 
phenomenon has both provided urban economies with 
the human resources they needed and been stimulated by 
cities’ growing prosperity. This is reflected in the fact that 
the proportion of Asia’s urban population increased from 
31.5 per cent in 1990 to 42.2 per cent in 2010, the highest 
percentage increase (10.7 per cent) among all regions in the 
world (the second highest being the 9.3 per cent increase in 
Latin America and Caribbean during the same period).

The Asian-Pacific economy is the most dynamic in the 
world. Growth has been spectacular, especially over the past 
two decades, enabling the region to contribute as much 
as 30 per cent of global economic output in 2008. Urban 
areas have acted as the engines of economic growth and 
prosperity in most countries whether they are characterized 
by relatively high incomes (such as China, the Republic of 
Korea, Singapore or French Polynesia), middle incomes (like 
Azerbaijan, India, Iran, Kiribati, Mongolia, Pakistan, Timor-
Leste or Turkmenistan) or low incomes (such as Bangladesh, 
Cambodia, Kyrgyzstan or the Lao People’s Democratic 

Republic). Although this economic momentum has stalled 
on two occasions – during the Asian financial crisis of 1997-
98 and the global economic crisis of 2008-09 – the region has 
shown remarkable resilience and has bounced back, largely 
thanks to governments’ stimulating policies and domestic 
demand.

Cities in the Asia-Pacific region are highly productive 
and creative: the 42.2 per cent of the population living 
in urban areas contribute 80 per cent of the region’s gross 
domestic product. As they became more integrated into the 
world economy, Asian cities made the most of comparative 
advantage, international specialisation and ‘economies of 
agglomeration’. In the process they managed the transition 
from low-productivity agriculture to higher-productivity 
industry and services. Indeed, urbanisation in the region 
has been shown to enhance productivity and increase gross 
domestic product per head, which doubled from US $1,795 
in 1990 to US $2,718 in 2008. Building on the demographic 
expansion and multi-cultural richness that add to creativity, 
Asian cities are diversifying away from being the ‘factory of 
the world’ to international financial centres and ‘knowledge 
economies’.

The Asia-Pacific region is leading the reduction of overall 
poverty in the world. Between 1990 and 2005, extreme 
poverty was reduced worldwide from 43 to 26 per cent, 
largely reflecting a 50 per cent decline (from 49 per cent to 25 
per cent of the population) in Asia and the Pacific. The region 
achieved this on the back of export-led economic growth and 
expanding domestic demand. For all this success, though, 
progress on urban poverty reduction remains slow and as a 
result urban inequality is on the rise. This calls on national 
governments and local authorities to develop and implement 
well-focused strategies and programmes to alleviate urban 
poverty.

Asia is also at the forefront with regard to the ‘slum target’ 
set out under the Millennium Development Goals (MDGs), 
i.e., “By 2020, to have achieved a significant improvement in 
the lives of at least 100 million slum-dwellers”. Asia has made 
“successful efforts to reach the slum target, with governments 
in the region improving the lives of an estimated 172 million 
slum-dwellers between the year 2000 and 2010”. However, 
these efforts must continue as the region is still home to 505.5 
million slum-dwellers. 

All these remarkable achievements are not without 
problems, though. In their quest for economic growth, 
Asian cities have not paid sufficient attention to urban 
environment and climate change issues. The state of the 
urban environment in the Asia-Pacific region is very much 
a tale of two types of city. On the one hand, cities in more 
developed countries – Australia, Brunei Darussalam, Japan, 
New Zealand, the Republic of Korea and Singapore – are 
clean, well-managed, prosperous and safe places to live. On 
the other hand, fast expanding cities in newly industrialized 
and rapidly developing countries, which together concentrate 
large proportions of the region’s urban populations, 
experience serious environmental, poverty and development 
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problems. The imminent effects of climate change add to the 
problems Asian-Pacific cities are facing today. Asian-Pacific 
countries must focus on improving the environment in their 
cities and hinterlands. Asian-Pacific cities must prepare for 
the consequences of climate change, and keep in mind that 
the poor stand to be most affected. Working towards ‘green 
growth’, Asian-Pacific economies should also make efforts to 
improve the eco-efficiency of their economic model if, as the 
UN Economic Commission for Asia and the Pacific recently 
noted, they are to meet “the most important challenge to 
sustainable development in this region: reducing the pressure 
on the natural resource base while continuing to meet human 
needs”.

Urban governance, management and finance have featured 
on the urban policy agenda in the Asia-Pacific region for 
over two decades now. With the worldwide economic crisis 
that began in 2008, however, these issues have taken on a 
more visible and acute dimension. In recent years, many 
Asian-Pacific cities have sought to improve governance in a 
bid to achieve sustained economic and social development. 
Involving civil society groups, grassroots and non-
governmental organizations in decision-making has enabled 

local authorities to expand the scope of urban governance and 
experiment with concepts such as participatory budgeting. 
Participatory decision-making approaches are needed for the 
management of urban infrastructure and services. Through 
decentralisation schemes, Asian governments have supported 
the devolution of power to local authorities. However, many 
smaller urban settlements are finding it difficult to achieve 
development goals due to inadequate financial, human, 
institutional and legal resources or frameworks, as well as 
poor political leadership. Clearly, national governments 
must improve the governance of smaller cities and towns, 
which are growing fast and account for major shares of 
urban populations. Mega urban regional development is an 
emerging, complex challenge for national governments and 
local authorities. In terms of city-to-city exchange of lessons 
learnt and good practices, the regional and national networks 
of local authorities provide new avenues to improve urban 
governance in the Asia-Pacific region.

In the remainder of this Chapter, the following five sections 
(1.2 to 1.6) summarise the key findings of this first-ever State 
of Asian Cities Report. Section 1.7 outlines the structure of 
the Report.

 Source: www.un.org/Depts/Cartographic/map/profile/escap.pdf
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1.2 Urbanizing Asia

1.2.1  Demographic trends and patterns
Asia is urbanising rapidly but the region’s population is still 

predominantly rural. In 2010, Asia was the second least-
urbanised region in the world with 42.2 per cent of the 
population living in urban areas, or slightly more than Africa’s 
40.0 per cent. However, compared with 1990 (31.5 per cent), 
current rates reflect Asia’s brisk urbanisation: indeed, over the 
last two decades, the increase in its urban population equalled 
the combined populations of the USA and the European 
Union. No other continent has experienced such an increase 
in absolute numbers in such a short span of time.

Urbanisation rates vary widely across subregions. North and 
Central Asia and the Pacific stand out as the most urbanised 
areas. In the Pacific, this is largely due to Australia and 
New Zealand, where more than 85 per cent (2010) of the 
population lives in urban areas. However, among the Pacific 
island-states, only a few feature large proportions of urban 
populations while in many others these are very low (under 25 
per cent). In North and Central Asia, urban areas are hosts to 
over 50 per cent of the population in most countries, with the 
exception of Kyrgyzstan and Tajikistan, where the proportion 
remains under 35 per cent. This subregion is the only one 
in Asia-Pacific where the urban population has not increased 
over the last two decades, demonstrating patterns more akin 
to those observed in Europe. East and North-East Asia has 
urbanised rapidly over the last two decades and crossed the 
50 per cent mark in 2010. South-East Asia’s urban growth has 
closely tracked that of Asia as a whole. South and South-West 
Asia remain the least urbanised subregion, with more than 60 
per cent of the population living in rural areas. In the more 

heavily populated countries of the subregion, like India and 
Bangladesh, urbanisation rates remain very close to 30 per 
cent.

While the world population became predominantly urban in 
2008, this ‘tipping point’ will not occur in Asia before 2026. Just 
as it took 15 years for its urbanisation rate to increase by 10 
per cent, Asia is not expected to move from the current 42.2 
per cent to 50 per cent before early 2026, still on the back of 
urban-led economic growth. 

This evolution means that over the next decade, two-thirds 
of the demographic expansion in the world’s cities will take 
place in Asia, which is already host to 50 per cent of the global 
urban population. Indeed, by 2020, of the 4.2 billion urban 
population of the world, 2.2 billion will be in Asia. In other 
words, it is estimated that between 2010 and 2020, a total 
411 million people will be added to Asian cities, or 60 per 
cent of the growth in the world’s urban population. 

Urbanization in Asia has been a much slower process than 
in most of the rest of the world. This is attributed to a set 
of interrelated factors. First, Asian countries have varying 
definitions of what is ‘urban’. Second, most countries define 
a place as ‘urban’ based on administrative criteria. Third 
and on the other hand, there are also cases where municipal 
boundaries include rural populations. Fourth, where 
population growth occurs in the urban periphery, which may 
be beyond municipal or city boundaries, this may not be 
reflected in official urban statistics.

The Asian-Pacific population is young and the region has 
benefitted from this ‘youth bulge’. In 1960, 284 million Asians 
were aged 15 to 24; by 2007, they were 737 million. During 
1960-2007, the proportion of Asia’s population in the 15-
24 age bracket increased – from 17 per cent in 1960 to 21 
per cent in 1985, before beginning to decline (18 per cent 

▲

A planned area on the outskirts of Hanoi, Viet Nam. ©UN-HABITAT/Nguy Ha
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in 2007). A further decline, to 14 per cent, is projected 
by 2040. Approximately one third of East Asia’s increase 
in gross domestic product between 1965 and 1990 can be 
attributed to the ‘youth bulge’. Although many young people 
across the region are now better prepared than ever before to 
enter the workforce, many remain unable to secure gainful 
employment, and are underemployed or in informal sector 
employment. 

Ageing populations. Many countries in Asia are facing 
dramatic demographic changes. Some are to expect declines 
in working populations and concomitant increases in the 
numbers of aged dependants sometime between 2015 and 
2020. However, the process of population ageing is occurring 
much more rapidly in Asia than it did in Western countries, 
and in some parts of the region it is also occurring at a much 
earlier stage of economic development. All across Asia, the 
numbers of people aged 65 or more are expected to rise 
significantly. In the year 2000, the average age in Asia was 29 
years, but it will rise to 40 years by 2050. That same year an 
estimated 6 per cent of the region’s total population were aged 
65 or more, 30 per cent were under 15, and 64 per cent were 
in the working-age group of 15 to 64 years. It is estimated 
that by 2050, the proportion under 15 will drop to 19 per 
cent, and the proportion of those aged 65 or more will rise 
to 18 per cent. 

1.2.2 The factors behind urban growth
In the Asia-Pacific region, natural increase, rural-to-urban 

migration and reclassification of areas from ‘rural’ to ‘urban’ 
are the key factors behind urban growth. In many South 
Asian countries, where urbanization levels are low compared 
with other subregions, natural increase has accounted for 
the bulk of urban growth in recent decades. In East Asia, 
where urbanization rates are higher than in other parts of the 
region, rural-to-urban migration is often the most prominent 
factor behind the ongoing rapid urban demographic growth. 
Given the cities-led economic growth and the concomitant 
increasing demand for human resources and land in the 
region, many countries are experiencing rapid urbanization as 
a result of rural-to-urban migration and the reclassification of 
areas from ‘rural’ to ‘urban’.

Internal migration. Rural-urban migration is the 
predominant form of internal migration; others include rural-
rural, urban-urban and urban-rural migration. Rural-urban 
migration is generally beneficial to both rural and urban 
areas. It provides migrants with better opportunities, and 
remittances enable rural households to improve incomes and 
sustain local development. With increased incomes, migrants 
are able to ensure against a number of risks and to invest 
in rural housing and economic activities, especially in the 
absence of well-functioning credit markets in rural areas. Due 
to rural-urban migration, cities benefit from steady supplies 
of labour to fuel economic growth. Moreover, migration 
opens opportunities for women and gives them access to jobs 
outside home, thereby contributing to their empowerment.

Circular migration. In many Asian countries, circular 
migration appears to be emerging as a dominant trend where 

trips vary from daily commutes to those lasting several 
months and where urban migrants retain strong links to rural 
areas. This is a coping mechanism, enabling them to keep 
families in rural areas and migrate to the city during lean 
agricultural seasons.

Migration and regulation. While most Asian countries do 
not impose any barriers to internal population movements, 
some have adopted mechanisms to regulate migration 
to urban areas. This is done through a combination of 
restricted entry to urban areas and rural employment-
creation programmes. In Viet Nam, temporary permits are 
now granted to ensure a steady supply of labour in cities. 
Ho Chi Minh City is host to around 700,000 new registered 
temporary migrants; these include so-called ‘KT3’ migrants 
with temporary registration for a period of six months and 
more; and ‘KT4’ migrants with temporary registration for a 
period of under six months.

International migration. As in the case of internal migration, 
people move across international borders in search of better 
economic opportunities or safety and security, although such 
movements face more restrictions than domestic migration, 
through national migration policies. However, international 
migration in the Asia-Pacific region has become easier, 
especially within sub-regional economic groupings such as 
the Association of Southeast Asian Nations (ASEAN). In 
fact, the number of international migrants in Asia nearly 
doubled between 1960 and 2005, growing from an estimated 
28 million in 1960 to more than 53 million in 2005. In the 
Pacific subregion, the number increased from two to five 
million over the same period. 

International migration in Asia is propelled by various 
‘push’ and ‘pull’ factors. The ‘push’ factors behind cross-
border emigration include, inter alia, underemployment, 
protracted natural disasters, wars and internal conflicts. 
For example, war and drought have triggered cross-border 
emigration from Afghanistan into Iran and Pakistan, as 
has internal conflict from Myanmar into Thailand. Better 
economic opportunities, regional economic integration, 
changes in labour markets and technical progress constitute 
some of the ‘pull’ factors behind international migration. The 
Asia-Pacific region is a major source of permanent emigration 
to Australia, Canada, Europe, New Zealand and the United 
States. Asian countries like China, India and the Philippines 
rank among the top 10 sources of immigrants to those 
more developed countries. Some countries like Thailand 
and Malaysia are both receivers and senders of international 
labour. For instance, Thailand exports labour to places such 
as Singapore and Taiwan, Province of China, and imports 
labour from Cambodia and Myanmar. The main reason for 
importing labour is the continuing need for cheap workforce, 
in order to be able to produce goods and services in countries 
where economic development has already reached, or is on 
the threshold of reaching, industrialized status. Another 
reason is the depletion in the number of people amenable to 
agricultural and manual work in many host countries, which 
creates opportunities for foreign low-skilled workers.
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The benefits of cross-border migration. A major benefit of 
international emigration is the flow of remittances to the 
home countries. In 2007 in the Asia-Pacific region, migrant 
remittances totalled US $121 billion, which is equivalent 
to nearly two-thirds of all foreign direct investment in 
developing countries. In India, China, Pakistan, Bangladesh 
and the Philippines, remittances are a major source of foreign 
currency holdings. At the household level, remittances 
improve economic security on top of providing income for 
investment, savings and entrepreneurial activities. Emigrant 
remittances have boosted urban real estate markets, as housing 
and property are safe and profitable forms of investment.

1.2.3 Mega-cities, mega urban regions and 
urban corridors

The number of mega-cities (those with populations of 10 
million or more) is increasing around the world and half of the 
world’s mega-cities (12 out of 21) are now found in Asia. Seven 
of the 10 most populous cities of the world are in Asia, including 
Tokyo, Delhi, Mumbai, Shanghai, Kolkata, Dhaka and 
Karachi. Many of these mega-cities have grown on the back 
of concentrations of urban-based manufacturing industries. 
Over time, however, the top segments of the services sector 
have come to concentrate in these cities, too, in order to 
benefit from agglomeration economies. Many mega-cities 
are also the seats of power, either political power as national 
capitals or as major economic or financial centres. People, 
infrastructure and capital are concentrated in mega-cities, 
and so is the political and social power that reinforces mega-
cities’ role as the engines of national economic development. 
Public investment in infrastructure fuels urban agglomeration 
economies. The services sector is particularly prone to 
agglomeration and typically prefers central city locations.  

Mega-cities account for only 11 per cent of Asia’s urban 
population, but like their counterparts around the world 
they act as dominant forces in both the regional and global 
economies, on top of significant other contributions to 
their respective countries. They are knowledge centres, often 
concentrating the best national educational and research 
institutions, as well as cultural centres, allowing a variety of 
cultures to coexist and thrive. 

Many urban agglomerations in Asia are evolving into mega 
urban regions and urban corridors, which are very large urban 
areas the size of fully-fledged regions and are often referred 
to as Extended Metropolitan Regions (EMR). Many such 
mega urban regions have emerged in Asia. For example, the 
Tokyo-Yokohama-Nagoya-Osaka-Kobe-Kyoto ‘bullet train’ 
urban corridor acts as the backbone of Japan’s economic 
power, while the Beijing-Tianjin-Tangshan-Qinhuangdao 
transportation corridor in North-East China is a huge mega 
urban region characterized by almost unbroken urban, built-
up areas.

Mega urban regions and urban corridors are part of the 
restructuring of urban territorial space that comes with 
globalization. While the concentration of economic activities 
in these large regional urban areas stands out as one of the 

positive outcomes of agglomeration economies, the sheer size 
of these areas can generate diseconomies of scale. Mega-cities 
at the core of mega urban regions are often beset with high 
real estate prices, traffic congestion and poor environmental 
quality. These ‘negative externalities’ drive firms and 
households away from core city locations to the periphery for 
cheaper land and better environmental quality.

1.2.4  Small- and medium-sized cities and 
towns

Today, 60 per cent of Asia’s urban population lives in urban 
areas with populations under one million. Small- and medium-
sized towns typically perform a variety of roles: (i) They 
serve as local ‘economic growth centres’, i.e., markets for 
rural products and urban services. (ii) They act as ‘bridges’ 
between rural areas and large urban centres. In a rapidly 
growing economy, where major activities are concentrated 
in large urban centres, small- and medium-sized cities play 
an important role, providing indirect links between the 
rural and the global economy through connections to large 
conurbations. This is especially true of those small cities 
located in mega urban regions. (iii) Many small towns also 
serve as administrative headquarters for district or sub-
district administration. (iv) Small- and medium-sized cities 
often serve as temporary ‘stepping-stones’ for rural migrants 
on their way to further destinations. In many countries, 
these consecutive urban-to-urban migration streams are as 
significant as rural-to-urban flows.

Small- and medium-sized cities act as economic growth centres, 
but most lack adequate infrastructure and services. Despite their 
significant role as links between rural and urban economies, 
small- and medium-sized cities feature poor infrastructure 
– unpaved roads, inadequate water supply and sanitation, 
poor telephone and Internet connectivity, and erratic power 
supply. Most Asian countries have deployed policies to 
strengthen the role of small- and medium-sized towns, but 
it is generally agreed that they have not quite delivered. One 
frequent reason was that such programmes were designed at 
the national level and failed to recognize the factors specific 
to each urban centre.

However, there is a silver lining for small- and medium 
sized cities, as the trend toward decentralisation seems 
to have worked well for them. In many Asian countries, 
smaller cities have begun to benefit from incipient political 
and administrative decentralisation, under which national 
governments are devolving some of their powers, including 
revenue-raising, to local authorities.

1.2.5  Urban densities and the pace of 
urbanization

Asian cities are characterised by high population densities and 
decreasing annual growth rates, averaging 2.2 per cent in 2010 
(against 3.8 per cent in the 1980s). Average urban densities 
range from 10,000 to 20,000 per sq. km, which is almost 
double the rates in Latin America, triple those in Europe, and 
10 times those found in US cities. Asian cities have featured 



9

T
h

e
 State





 of


 A

sian


 C
ities


: O

v
er


v

ie
w

 an


d
 K

e
y

 F
in

d
in

g
s

high population densities for centuries. Today, demographic 
densities vary significantly within built-up areas. Asian cities 
owe their high densities to several factors including available 
transport modes, market forces, lack of serviced land in the 
urban periphery, and planning or other government rules and 
regulations.

In Asia as a whole, urban population growth rates have 
been declining since 1990: from an average 3.17 per cent 
between 1990 and 1995 to 2.28 per cent between 2005 and 
2010. The Pacific subregion also experienced a minor decline 
from 1.5 per cent during 1990-1995 to 1.3 per cent during 
2005-2010.

1.2.6  Urbanization in Asia: 
Diagnosis and policies

The basic diagnosis based on the foregoing analysis is that 
although Asia-Pacific’s population is predominantly rural, 
the region is urbanizing rapidly and that with the rapid pace 
of economic development and globalization in the region, 
urbanization is inevitable.  While there are similarities with 
urbanization patterns prevailing in other regions of the 
world, urbanization in Asia and the Pacific also has some 
unique features. 

What, then, makes the Asian urbanization process different 
from other continents? The first defining feature is that Asian 
cities are in a constant state of flux and a major difference lies 
in the scale of the demographic expansion. Over the last two 
decades (1990 to 2010), Asia’s urban demographic expansion 
amounted to over 754 million people. Second, urban Asia 
features high population densities – indeed, the highest in the 
world, as noted earlier. Third, Asian cities feature mixed land-
use development. More specifically, residential areas sit next 
to commercial activities, just as traditional buildings stand 
alongside modern skyscrapers, and formal and informal 
activities take place in the same space.

This diagnosis clearly suggests that the scale of Asia’s 
urban population growth calls for significant increases 
in infrastructure investment. Given the continent’s large 
population and rapid economic growth, it is imperative to 
ensure that urban development in Asia is ‘green’ and low-
carbon. Short of this, the growth and prosperity of Asian 
cities could be seriously jeopardised. In the past, adequate 
investment in urban infrastructure has been lacking as 
policy-makers did not view urbanization as a process 
that was compatible with economic development. More 
specifically, the notion prevailed that urbanization per se 
did not contribute to development, and instead came only 
in response to poor economic and living conditions in rural 
areas. Public policy was regarded as biased towards cities 
which, in turn, increased the attraction of rural people to 
urban areas. In many countries this was evident in restrictive 
policies regarding rural to urban movements of people, 
combined with a lack of funding for urban infrastructure 
development.

The turning point in many Asian countries came during 
the 1990s with a shift of focus in national policies that 
clearly linked urbanization and economic growth. This came 

with a recognition that economic growth required links 
between national and global economies and that this could 
be achieved through urban development. Subsequently, 
many Asian countries have explicitly or implicitly promoted 
urbanization. All of this has contributed to increased urban 
demographic growth, specifically due to rural-to-urban 
migration and reclassification of areas from ‘rural’ to ‘urban’.

Many Asian countries have benefited from the ‘demographic 
dividend’ and have achieved rapid economic growth. Far 
from being considered a drawback, demographic size is 
now seen as providing major benefits such as large domestic 
markets, cheaper labour, large pools of skilled technical staff 
and more generally the ability to tap the enormous potential 
of the Asian population. The positive benefits deriving 
from urbanization include a diverse and strong economy, 
together with the potential for poverty reduction. For the 
Asian economies to continue to benefit from the positive 
demographic trends (the ‘demographic dividend’) related to 
youth, they will do well to provide more opportunities in 
order to harness the potential of the younger population. 

The ageing phenomenon and reduced fertility rates will 
affect most Asian countries within one or two generations. 
Faced with an unprecedented pace of ageing of their 
populations, Asian cities should prepare to cater to the special 
needs of the elderly, including housing, medical facilities (and 
attendant financing), changes in building regulations, and 
changes to urban planning standards. Moreover, education 
and urbanisation policies should be better coordinated to 
address this problem.

Urbanization in Asia is broad-based rather than concentrated 
in just a few cities. Mega-cities (with populations over 10 
million) and metropolitan cities (with populations ranging 
between one to 10 million) are host to 11 and 29 per cent of 
Asia’s urban population respectively. Owing to agglomeration 
economies, the region has also witnessed the rise of mega 
urban regions and urban corridors. Governments should take 
full advantage of the agglomeration effect and economies of 
scale provided by mega-cities and mega urban regions, which 
are already the engines of economic growth and prosperity in 
many countries. Small- and medium-sized cities are host to 
60 per cent of urban populations and will continue to do so 
in the next two decades. For small- and medium-sized cities 
to contribute to local and national economic development, 
policymakers should focus on their needs regarding 
infrastructure and basic urban services, and increase their 
capacities for improved urban planning, management and 
governance.

Most Asian countries are still in the early stages of 
urbanization. This gives them an opportunity to prepare for 
urban expansion. If they are able to plan and pave the way 
for such expansion with proper infrastructures, they will find 
themselves in a better position to alleviate the negative aspects 
of urbanization, such as congestion, pollution and slums. For 
this to happen, urban policies must become part and parcel 
of national development policies.
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1.3 The Economic Role of Asian Cities

1.3.1  Asian cities are resilient engines of 
economic growth

Asian cities are economically resilient, as demonstrated by 
their performance in times of crisis. Economic growth in Asia-
Pacific has been robust over the past two decades, except for 
the short 1997-98 regional financial crunch and the effects 
of the 2008-09 global economic crisis from which the region 
is now recovering. The recent economic crisis, which caused 
world economic growth to slow down from 2.6 per cent in 
2007 to 1.0 per cent in 2008, undermined the strength of 
export-orientated Asia-Pacific economies, where growth fell 
from a robust 4.7 to 2.7 per cent. Although the effects of 
the global economic crisis have been uneven across Asian-
Pacific subregions (see below), domestic demand and timely 
fiscal responses (e.g. higher public spending) have enabled the 
Asian and Pacific economies to sustain economic growth. The 
pace was relatively robust where domestic demand accounted 
for large shares of economic growth, such as in India, the 
Philippines, Viet Nam and Indonesia.

The subregions of Asia and the Pacific feature variations in 
economic growth vis-à-vis their urbanisation levels. The data on 
urbanization and gross domestic product for 2008 shows that 
in the Pacific subregion, which has the highest urbanization 
level (71 per cent), the share of urban areas in the combined 
output is 84 per cent. East and North-East Asia features the 
highest (86 per cent) of gross domestic product generated 
by urban areas where 47 per cent of its population lives. In 
South-East Asia, urban areas contribute 79 per cent of the 
subregion’s combined output and account for 46 per cent 
of its population. In the South and South-West Asia, urban 
areas account for 33 per cent of the total population and 76 
per cent of the subregion’s gross domestic product. In North 
and Central Asia, where cities and towns host 63 per cent of 
population, the urban share of combined output is as high as 
84 per cent. 

Urban-led economic growth in the Asia-Pacific region has 
resulted in changes in employment patterns associated with the 
demographic expansion of cities. The proportion of service 
sector employment in the region increased from 25.8 per 
cent in 1991 to 36.4 per cent in 2007, concomitantly with 
a decline in the share of agriculture (from 52.9 to 39.1 per 
cent). Changes in manufacturing have occurred at a slower 
pace in the Asia-Pacific region, with a slight overall decline 
in the 1990s (from 20.5 per cent in 1991 to 19.7 per cent in 
2000).

Although Asian economic growth is rapid, job quality is a cause 
for mounting concern. Job quality is measured as the proportion 
of employment that involves own-account workers (self-
employed) or contributing family workers (capturing aspects 
like wages and benefits, standard and non-standard forms of 
employment, working time, work-life balance and working 
conditions). In 2007, in the Asia-Pacific region as a whole, 
these workers accounted for 58.8 per cent of employment; 

their shares in total employment were the highest in South-
East Asia (74.4 per cent) and South and South-West Asia 
(60.1 per cent). Overall, the quality of jobs being created in 
Asia and the Pacific remains poor.

The employment elasticity of growth has decreased in the 
Asia-Pacific region. This unfavourable pattern holds for most 
countries and cities in Asia. Another distinctive feature 
is that for all the rapid growth in the formal economy, the 
informal sector has remained stable or increased marginally 
in size. Globalization has brought competition in the labour 
market as well, and wages in the formal economy have 
risen. As a result, employers tend to hire fewer workers and 
look to improve productivity. In the manufacturing sector, 
automation has reduced labour-capital ratios.

Many Asian governments provide incentives to attract 
foreign investors; however, unless the policy mix is right, 
capital-intensive investment may not create new jobs 
(resulting in “jobless growth”) and can even lead to downsizing 
or retrenchment (i.e., job losses). Those investors looking 
for cheap rather than skilled and productive labour tend to 
favour informality. Moreover, supply-side support as provided 
by governments to enhance competitiveness in global markets 
(through incentives or subsidies for export promotion, 
technology upgrading, tax holidays, etc.) is typically biased 
in favour of larger industrial enterprises. These policies may 
not only prevent smaller enterprises from developing their 
own potential or gaining access to global markets, they may 
also crowd informal operators and workers altogether out of a 
given market segment.

1.3.2  The main drivers of Asia’s urban 
economies

Cities in the Asia-Pacific region are well positioned to capitalise 
on the opportunities provided by their own demographic 
expansion as well as the forces behind globalization. Five inter-
related factors act as key drivers of urban economies in the 
Asia-Pacific region: 

Export-led growth: Exports are a significant source of 
economic growth and employment for many Asian -Pacific 
countries, and a factor of integration in world markets. 
Between 1990 and 2007, the countries in the region saw a 
significant increase in the contribution of exports to gross 
domestic product. 

Urban infrastructure and services: Cities with proper 
infrastructure facilitate higher productivity and the resulting 
higher returns attract foreign direct investment. Within 
the Asia-Pacific region, urban infrastructures display wide 
variations in terms of quality. In this regard, East and North-
East Asia provides the best the region has to offer and therefore 
has attracted larger amounts of foreign direct investment than 
any other subregion. Cities with Special Economic Zones, 
which are promoted by national and local governments alike, 
fare much better for infrastructure and service provision, as 
exemplified by Shenzhen in China.

Foreign direct investment and competition among cities: Foreign 
direct and domestic investment is typically attracted to major 
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cities with good transportation and communications systems, 
and resource-rich regions with raw material supplies. The 
effect of competition among cities has been the concentration 
and specialization of industrial development in geographic 
space, as cities increasingly find their own special niches in 
the world market. In Asia, this is demonstrated by Shanghai, 
Singapore, Tokyo and Hong Kong, China, which dominate 
regional finance and transport logistics. Other cities, like 
Bangkok, dominate the auto industry, while Bangalore and 
Taipei are global centres of information technology research 
and development.

Cities’ connectivity to markets: Economic development 
depends critically on connections between production 
centres and markets. Asian-Pacific policymakers rightly see 
infrastructure as an essential growth factor. The two fastest-
growing economies in the region, China and Viet Nam, 
are currently investing around 10 per cent of total output 
in infrastructure, and even at that rate they are struggling 
to keep pace with demand for electricity, telephones and 
major transport networks. Plans for economic development 
in the Greater Mekong area – the Lao People’s Democratic 
Republic, Cambodia, Thailand, Viet Nam, Myanmar and 
China – are centred on greater integration of transport and 
energy markets. In India, investment in infrastructure is a top 
priority among policymakers.

Business practices: Cities that provide better business 
environments attract more domestic and foreign direct 
investment, and in turn profit from economic growth. Some 
commonly used parameters to assess good business practices 
include ease of starting a business, registering property, 
getting credit and enforcing contracts. Based on these 
parameters, China’s coastal cities offer the friendliest business 
environments. It is up to low-income cities to follow suit 
through enhanced efficiency and modern technologies, while 
maintaining low costs for business. 

1.3.3  Urbanization and the informal economy 
in Asia

Synergies between the formal and informal sectors account for 
the socio-economic dynamism of Asian cities. These feature very 
well-developed formal sectors in manufacturing and services 
that resemble those in Western countries, while simultaneously 
hosting large informal economies that underpin the success 
of the formal economy in fast-changing circumstances. The 
linkages between informal workers and formal businesses 
can be both direct and indirect. The informal economy 
includes the full range of “non-standard” wage employment 
conditions which flexible specialization has given rise to, such 
as sweatshop production, home-workers, contract workers, 
temporary or part-time work, and unregistered workers. Seen 
from this perspective, the informal economy includes many 
disguised wage employees who may not have direct links with 
a formal sector enterprise, but who are clearly dependent on 
the formal sector for the inputs, equipment, work location 
and sale of the final products they make. 

The informal sector is a part of the urbanisation dynamics in 

Asia. As urbanisation continues, informal economies keep 
expanding in Asian cities, providing basic livelihoods to 
new residents. A significant informal economy has been a 
characteristic of the early phases of urbanisation in almost all 
economies around the world, and therefore has often been 
seen as a prerequisite in the transition from developing to 
more developed economies. 

Although the linkages between the formal and informal 
sectors in Asian cities do contribute to the economic 
dynamism of the region, a few issues call for policy attention, 
as follows:

Data on the contribution of the informal sector to growth: 
While it is widely accepted that the informal sector is an 
integral part of any urban and national economy, much of the 
information available relates to employment data, rather than 
the contribution of the sector to the economy as a whole, and 
its influence on urban growth.

Factors behind the existence of informal sector enterprises: The 
proliferation of informal enterprises in cities often comes as 
a by-product of three types of administrative inadequacy: (i) 
excessive government and local authority control, (ii) the long 
drawn-out procedures for permits and licences, and (iii) the 
inefficiency and petty corruption involved in doing business.

The globalization of Asian cities has also led to new and 
flexible forms of production relations, especially in the service 
sector – such as those found in call centres or in the hiring of 
retail sector staff. Employment in these new urban enterprises 
would often be classified as informal because they do not 
come under the purview of any regulatory framework.

Gender inequality: For most of the last two decades, 
women’s participation rates in the Asia-Pacific region have 
been consistently high, i.e., above 65 per cent, in East and 
North-East Asia, while remaining under 35 per cent in South 
and South-West areas. With rapid economic growth in the 
region, more women are joining the labour force than before. 
However, much of the increase in female participation in the 
labour force is in the more ‘invisible’ areas of informal work, 
such as domestic labour, piece-rate homework, and assistance 
in small family enterprises, which offer low or irregular 
remuneration (where any) and little if any access to social 
security or protection. Greater insecurity and lower earning 
capacities in the informal sector make women workers more 
vulnerable. Even in the formal sector, the female labour force 
tends to be much more occupationally segregated than is the 
case for male counterparts.

Labour issues: The coexistence of the ‘modern’ or formal 
sector with the ‘traditional’ or informal sector has become 
a more acute and distinctive feature of labour markets in 
many Asian cities and, to a significant extent, a factor in 
their global manufacturing competitiveness. In most Asian 
cities, the informal economy has been burgeoning (providing 
resilience in times of crisis), but for most informal workers 
and small businesses work remains insecure despite gruelling, 
overextended working days.

Informal sector and revenues: In cities where a majority of the 
economy is in the informal sector, local authorities are unable 
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to generate large revenues. This is because the informal sector, 
given its low profit margins, is often not in a position to pay 
tax to the government. As a result, public sector investment 
in urban infrastructure and services remains low which, in 
turn, contributes further to the prevalence of informality in 
urban areas.

1.3.4  Asia – beyond the ‘factory of the world’
Asian cities are diversifying away from serving as the factories 

of the world to turn into innovative service providers.
The Asia-Pacific region enjoys the unique status of ‘factory 

of the world’. Having developed an independent, integrated 
regional value chain of supply, production and sales, Asia has 
turned into the world’s manufacturing centre. As part of this 
process and since the 1980s, the region has created a number 
of manufacturing bases through the integration of global 
capital and the region’s cheap labour. However, in recent years, 
manufacturing has undergone a major reshuffling within 
Asia. The process has involved the geographic dissemination 
of production with assembly operations migrating to lower-
wage economies, while more developed Asian countries are 
specializing in high-value-added components and capital 
goods. 

Asian cities as ‘knowledge economies’. Today, Asia no longer is 
just a source of cheap manufacturing goods and services. The 
transformations in global markets as well as production and 
innovation systems are providing new opportunities for Asian 
firms that seek to improve their innovative capabilities. The 
process of outsourcing, which initially sought to exploit the 
labour wage arbitrage, is increasingly focusing on the need to 
access and tap fresh talent. This pursuit is the primary driver 
of next-generation outsourcing, which increasingly includes 
some of the research and development (R&D) functions 
of major Western companies. This comes as an effective 
recognition of Asian cities’ growing potential for innovation 
on a global scale, on top of worldwide production and 
distribution networks. In 1997, 59 per cent of US corporate 
research and development sites were located within the USA 
with only 8 per cent outsourced to China or India. By 2006, 
the combined share of these two countries had more than 
doubled to 18 per cent while the US share had declined to 
52 per cent. 

Asian cities as financial centres. Financial services are an 
attractive business sector for cities. They cater to the needs 
of foreign and domestic investors, both direct and indirect. 
They are also a major economic asset on a national, regional 
and global scale, as they represent a dynamic, high-growth 
sector. Financial services are highly mobile, but more than 
other sectors are also directly influenced by policy (banking 
and financial regulation) and planning (including the 
property market). In addition to Tokyo, Singapore and Hong 
Kong, China, a few Asian cities have made efforts to turn into 
international financial centres. Shanghai has already emerged 
as one, on the back of extensive institutional and regulatory 
change and innovation. India’s business capital, Mumbai, is 
aspiring to become an international financial centre, but must 

overcome major hurdles if it is to meet a number of essential 
requirements in terms of cost-effective and high-quality 
physical and regulatory infrastructure.

Human capital and Asian cities. Whether Asian cities aspire 
to serve as manufacturing centres, knowledge hubs or financial 
centres, they must focus on developing human capital in 
order to meet fast-growing needs for skilled labour. Education 
is highly valued in Asian society, and therefore a number 
of countries have established many quality educational 
institutions, with nationwide programmes to improve literacy 
and education.

1.3.5  The Asian urban economy: Diagnosis and 
challenges

Dynamic Asian cities have been the main force behind the 
sustained economic growth of national economies, and have 
demonstrated their economic resilience over the past two 
decades. However, the key economic challenge Asian cities 
are facing in the early 21st century is to manage the trade-off 
between the positive and the negative externalities attached 
to urban areas, and to do so in coordination with inclusive, 
national or regional strategies that promote the geographical 
spread of the benefits of urbanization and economic growth. 
If they are to meet this challenge, cities across the region must 
build the institutional capacity and strategic vision that will 
enable them to manage economic growth in a more inclusive 
way.

For this to happen, and in line with the earlier 
recommendation that urban policies must become part and 
parcel of national development policies (see section 1.2.6 
above), cities must pay attention to the way infrastructure 
programmes fit with broader development strategies and 
political circumstances, how those strategies are formulated 
and how they bring about tangible outcomes. It is for political 
leaders and senior policymakers in the Asia-Pacific region to 
evolve a vision for long-term development based on holistic 
approaches that merge spatial policy with macro-economic, 
industrial, agricultural, energy, environmental and labour 
policies. This vision must combine the diversity of domestic 
needs into a region-wide strategy that is based on inclusiveness 
and anticipates on inevitable future economic opportunities, 
shocks and crises.

In the Asia-Pacific region, cities lead economic growth as 
they are well-positioned to capitalise on the opportunities 
provided by their own demographic expansion, the forces 
behind globalization, the availability of ‘better’ infrastructure 
and services (compared with the hinterland), their connectivity 
to markets and efficient business practices. However, in several 
cities across the region, economic growth has been restricted 
by the bottlenecks associated with institutional frameworks, 
human resources and infrastructure. Regulatory red tape, 
taxation and corruption combine to stifle business potential 
and can significantly cancel out other strengths a city may 
possess. National governments in the Asia-Pacific region 
would do well to provide improved urban infrastructure 
and services, better connectivity to markets and business-
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friendly environments to attract domestic and foreign direct 
investment in order to facilitate urban-led economic growth. 
Fiscal and regulatory incentives should be reviewed and 
expanded to attract more domestic and foreign investment 
in Asian cities.

Synergies between the formal and informal sectors account 
for the socio-economic dynamism of Asian cities. However, 
the urban informal economy is usually seen as a problem by 
policymakers even though it generates many million dollars 
in revenues. Large urban informal sectors have provided 
employment to the millions who are unable to secure formal 
jobs. Informal-sector incomes may not be enough for the 
urban poor to pull themselves out of economic deprivation, 
but at least they provide basic subsistence. Informal markets 
also give the urban poor access to various housing options 
which suit their incomes although admittedly they are far 
from ideal. The informal sector should be supported rather 
than harassed, and play a more positive role in employment 

generation. Public policies should enhance the positive 
linkages between the formal and informal sectors of the 
economy, ensuring that work conditions are decent for all, 
including women.

It is a welcome development that Asian cities are 
diversifying away from the ‘factories of the world’ to 
innovative service providers. Whether they serve as 
manufacturing centres, knowledge hubs, financial centres 
or innovative service providers in the future, Asian cities 
will be expected to develop complementary strategies for 
three specific purposes: (i) readjust their own economic 
specialisation, (ii) develop technical and vocational skills for 
new labour market entrants, especially for the urban poor, 
and (iii) develop quality education systems that can promote 
problem-solving and critical-thinking abilities, in addition 
to information technology skills. These will make Asian 
cities even more vibrant and dynamic in the face of future 
economic challenges.

▲

Slum area in Bandung, West Java Province, Indonesia. ©Veronica Wijaya
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1.4 Poverty and Inequality in Asian Cities

1.4.1  Poverty and Inequality
The Asia-Pacific region is leading the reduction of overall 

poverty in the world. According to recent es-timates, extreme 
poverty was reduced worldwide from 43 per cent in 1990 to 
26 per cent of the population in 2005. This achievement was 
largely due to a significant reduction in Asia and the Pacific, 
where overall extreme poverty was nearly halved from 49 to 
25 per cent over the same period. This remarkable progress 
in the region has been largely due to East and North-East as 
well as South-East Asia. However, urban poverty is a different 
issue.

Economic growth has not benefited all urban dwellers in the 
region equally. Urban poverty in Asia is declining more slowly 
than its rural counterpart. In East Asia and between 1993 and 
2002, for example, rural poverty declined from 407 to 223 
million, a difference of 184 million (from 35 to 20 per cent). 
During the same period, urban poverty in the subregion 
declined from 28.7 to 16.3 million (from 6 to 2 per cent).

Urban poverty in Asia is significant and increasing. In South 
Asia, for example, the number of urban poor increased from 
107 to 125 million between 1993 and 2002. The factors 
behind this phenomenon and the slower decline compared 
with rural poverty are three-fold:
•	 The pattern of urban development: Urban development 

in Asia has largely been driven by concentrations of 
local, national and, increasingly, foreign profit-seeking 
enterprises. This process has effectively excluded the poor, 
as the channels through which they might have benefited 
from this wealth creation were simply lacking in Asian 
cities.

•	 The problem of poverty baselines: In practice, poverty 
measurement methods are identical, although the baselines 
are theoretically different between urban and rural areas. 
In urban areas, the income required for essential goods for 
a family of four is relatively higher than that for a similar 
rural household. The added deprivation in urban areas is 
not just due to inadequate income but also to other factors 
such as inadequate housing and lack of access to services. 
The urban poor also face challenges due to their extra-
legal status, which makes them vulnerable to unlawful 
intrusions and natural hazards as well.

•	 Policy focus: In many Asian countries, given the predominant 
rural population, national policy-makers have often 
considered poverty as a rural, not an urban problem. 
Therefore, poverty alleviation policies have focused more 
on rural than urban populations (as evidenced in the 
different outcomes).

Urban inequality is rising in the Asia-Pacific region. Inequality 
is not so steep in Asia-Pacific cities as in their African or Latin 
American counterparts. However, urban inequality is on the 
rise in the Asia-Pacific region. In Asia’s three largest countries 
between 1990 and 2005, inequality increased in urban areas: 
in China from 26 to 35 per cent, in India from 34 to 38 

per cent, and in Indonesia from 35 to 40 per cent. Rising 
inequality in Asia reflects government focus on economic 
growth rather than reducing inequality (such as through 
redistribution).

1.4.2  Meeting the Millennium slum target 
in Asia 

Slums in Asian cities reflect a deep-seated phenomenon of 
structural poverty. They come as an emanation of social, 
political and institutional disparities and deprivations that 
are exacerbated by the pressures of sustained urban growth. 
Slums effectively segregate urban areas into the “rich” 
and the “poor” city – what UN-HABITAT refers to as the 
‘urban divide’ resulting from economic, social, political and 
cultural exclusion. Slums are also the most glaring physical 
manifestation of the inconsistency between the demand for 
labour in Asia’s urban areas and inadequate supply of the 
affordable housing and infrastructure the workforce needs for 
the safe, decent living conditions they are entitled to expect. 

Since the year 2000, the lives of 172 million slum-dwellers 
in Asia have been improved through various policies and 
programmes. As reported by UN-HABITAT a few months 
ago, “Asia was at the forefront of successful efforts to reach the 
Millennium slum target between the year 2000 and 2010, with 
governments in the region improving the lives of an estimated 
172 million slum-dwellers; these represent 75 per cent of the 
total number of urban residents in the world who no longer 
suffer from inadequate housing. The greatest advances in this 
region were recorded in Southern and Eastern Asia, where 
145 million people moved out of the “slum-dweller” category 
(73 million and 72 million, respectively); this represented a 
24 per cent decrease in the total urban population living in 
slums in the two subregions. Countries in South-Eastern Asia 
have also made significant progress with improved conditions 
for 33 million slum residents, or a 22 per cent decrease.” 

The Asia-Pacific region remains host to over half of the world’s 
slum population, and huge sub-regional disparities remain. In 
2010 this amounted to an estimated 505.5 million, which 
was distributed as follows: 190.7 million (or 35 per cent of 
the urban population) in South Asia; 189.6 million (28.2 
per cent) in East Asia; 88.9 million (31 per cent) in South-
Eastern Asia; 35.7 million (24.6 per cent) in Western Asia; 
and 0.6 million (24.1 per cent) in Oceania/Pacific.

1.4.3  Land and housing
Poor access to decent, secure, affordable land is the major factor 

behind Asia’s abundance of slums. In many Asian cities, much 
larger numbers of people are without any form of secure 
tenure than with secure land titles. The poor are priced out 
of formal land markets, on top of which the opportunities 
for them to squat on unused public land are declining. 
With rapid economic growth, many private landowners and 
government agencies continue to develop vacant urban land 
and evict slum-dwellers for commercial development or urban 
infrastructure projects. Evicting slum households might be an 
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effective way of clearing land for other uses, but almost all 
evictions, directly or indirectly, result in increased poverty. 

For the poor, the best option will always be secure tenure on the 
site they are occupying. This enables them to stay in the same 
place without dislocation or disruption to their livelihoods 
and social support systems. An alternative is to make tenure 
collective through long-term, non-individual leases, or 
granting land titles to community cooperatives. However, 
collective tenure can work only where the community is 
well organized. Collective tenure rights can act as powerful 
buffers against market forces, binding communities together 
and giving them good reason to remain that way. A collective 
community structure can act as a significant survival 
mechanism.

In many Asian countries, shelter does find a prominent place 
in national policy, but the public resources devoted to housing 
remain well short of requirements. In the poorer Asian countries, 
too many households need homes, and governments cannot 
afford to build even a fraction of the numbers that are 
required. Asian countries have attempted to address the 
housing problem through five main institutional models:

Public housing: Singapore, the Republic of Korea, and Hong 
Kong, China, have implemented public housing projects 
as part of government housing policies and their vigorous 
pursuit of slum-free cities. In Singapore, for example, such 
efforts have resulted in a private/public housing ratio of about 
20 to 80.

Public-private partnerships in housing: Several Asian cities 
have established partnerships with private developers to 
stimulate affordable housing construction for the poor. In 
most cases, commercial development rights on plots were 
granted to private sector enterprises who, as a quid pro quo, 
would build affordable housing on a specified percentage 
of the total land under development. Examples include 
the Ashraya Nidhi (‘shelter fund’) programme in Madhya 
Pradesh, India; the revitalization of the rivers Fu and Nan in 
Chengdu, Sichuan Province, China; and Indonesia’s housing 
policies whereby private developers build a minimum of three 
middle-class houses and six basic or very basic ones for every 
high-cost house.

Private sector housing delivery: Many Asian governments have 
“enabled” the private sector to provide housing for the low-
earning segments of the population. However, formal private 
sector housing tends to favour the rich while disregarding the 
poor, although Asian cities are hosts to more poor (insolvent) 
than rich households. This problem is partly caused by the 
relatively finite and therefore ‘inelastic’ supply of serviced 
land, which makes it difficult for real-estate developers to 
meet demand and causes an overall rise in property prices.

Rental housing: The overall share of rentals in Asian cities 
is estimated at 30 per cent of the housing market. Although 
a significant proportion of urban dwellers are tenants, the 
number of governments giving effective support to rental 
housing development is small. When privately owned, the 
bulk of rental housing accommodates low-income households 
through informal, flexible lease arrangements, which entail 

lower rents but weaker security of tenure and probably lower-
quality public amenities. Some cities, like Bangkok, have seen 
innovative rental housing where low-income communities 
have evolved practical arrangements with landowners to 
enable them to live within reasonable distance from their 
place of work.

The ‘people’s process’ of housing and slum improvement: Asia 
has pioneered the people-led process of housing provision as 
spearheaded by dedicated civil society groups. These are strong 
in the region and have gained ground in many cities as a result 
of efforts by organisations like Slum Dwellers International 
or the Asian Coalition for Housing Rights, among others, 
with technical support provided by UN agencies such as UN-
HABITAT and the UN Economic and Social Commission for 
Asia and the Pacific. Civil society has promoted community-
led housing development in Cambodia, India, Indonesia, 
Mongolia, Nepal, Pakistan, the Philippines, Sri Lanka and 
Thailand. Asia is also testament to the fact that while the 
private sector is able to meet the housing requirements of the 
rich, the ‘people sector’ has been able to cater to the poor (see 
Chapter 4).

Housing finance for the poor. Housing finance is a key to 
economic growth as it has linkages to many sectors in the 
economy – including land, construction and labour markets. 
Although Asia’s mortgage sector remains the least developed 
in the world, major changes have taken place in recent years. 
In the formal housing market, for instance, the Republic 
of Korea, Singapore, China, India, Indonesia, Pakistan, Sri 
Lanka and Hong Kong, China have done well with housing 
mortgage finance growth. However, despite these favourable 
recent developments, growth in formal housing finance largely 
fails to extend to low-income households. These are effectively 
left out because informal settlements do not provide any of the 
comforts or securities typically required by mortgage lenders.

As in other developing regions, the problems in the growth 
of housing finance for the urban poor in Asia are manifold. 
Poor urban households in Asia lack the regular incomes that 
many mortgage lenders demand. Housing finance agencies 
are also unwilling to seek out clients for small loans because 
of the operational costs involved. At the same time, it must 
be recognized that many formal housing finance institutions 
have sought to “down-market” through mediation by 
micro-finance agencies or non-governmental organisations. 
However, the reach of such programmes is limited, again due 
to high operational costs. These problems have resulted in the 
development of innovative responses, as follows:

Since cooperative movements and the savings culture are 
strong in Asia, many self-help and savings groups have been 
formed among the poor with the help of non-governmental 
organisations. Micro-finance institutions have also managed 
to meet the credit needs of the poor, though only to some 
extent as their reach remains limited in urban areas. Many 
national governments in Asia have supported community 
savings schemes and housing cooperatives. Cambodia, India, 
Indonesia, the Philippines, Sri Lanka and Thailand have 
all established the institutional and financial frameworks 
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enabling self-help groups and other organizations to promote 
pro-poor development.

In Asia, formal market failure to cater to the poor has spawned 
many innovative alternatives for housing, infrastructure and 
community development finance for low-income groups. 
With their combinations of savings loans and subsidies, 
these innovations have had broad-ranging benefits, including 
negotiated land tenure security, housing construction and 
improvements, as well as water and sanitation. As part of 
the “enabling” role of the public sector, and as advocated by 
international agencies with regard to housing, many public 
agencies have shifted operations from housing to finance, 
as in the case of Singapore. As a result, housing has become 
a significant part of the microfinance portfolio of many 
agencies, although borrowings are for house improvements 
and extension rather than new buildings.

If Asia has to make further progress in the expansion of 
housing finance for the urban poor, it must overcome the 
structural weakness in domestic capital markets, distortions 
in the legal and regulatory frameworks, and poor familiarity 
with housing finance and mortgage lending.

1.4.4  Access to basic urban services
A key feature of inclusive cities is access to basic urban 

services. With high urban densities, access to safe and reliable 
water supply and sanitation services is critical for health, 
business, social status, dignity and basic security for women 
and children. Efficient provision of solid waste management, 
health, energy and transport services is essential for the well-
being of rich and poor alike. 

Most Asian cities are on their way to achieving the target set 
under the Millennium Development Goals (MDGs) for access to 
water. Asian-Pacific subregions seem to have done more for 
water supply than sub-Saharan Africa, but have fallen behind 
Latin America and Northern Africa. According to the latest 
available data, East and North-East Asia has forged ahead, 
serving 98 per cent of the population. This subregion is closely 
followed by South Asia with 95 per cent and South-East Asia 
with 92 per cent. Between 1990 and 2008, access to water 
supply has improved in most Asian-Pacific cities, but the share 
of the urban populations with access to safe drinking water 
has declined by 3 to 12 per cent in Bangladesh, Indonesia, 
Myanmar and Nepal.

Though most subregions and countries in the Asia-Pacific 
region are likely to achieve the Millennium Development Goal 
for water supply, they are left to grapple with the fact that 4 to 
8 per cent of the population remain persistently deprived of 
access in most subregions, except East and North-East Asia. 
This suggests that even after an overall improvement in service 
extension, a ‘last mile’ effort is necessary to ensure universal 
access to basic urban services.

Although Asian cities have made considerable progress in 
providing access to improved sanitation, many are likely to miss 
the Millennium sanitation target. Between 1990 and 2008, 
access to improved sanitation has become more widespread in 
the urban areas of most Asian-Pacific subregions. According 

to the latest available (2008) data, 81 per cent of urban 
populations had access to improved sanitation (defined as 
improved facilities) in Oceania, followed by 79 per cent in 
South-East Asia, 61 per cent in East Asia, and 57 per cent in 
South Asia. 

Lack of access to safe sanitation in Asian cities is remedied 
through increased reliance on shared as opposed to individual 
household facilities. With the inclusion of ‘shared facilities’, 
the proportion of urban populations with access to improved 
sanitation is higher: 91 per cent in East Asia, 89 per cent in 
South-East Asia, 77 per cent in South Asia, and no change in 
Oceania (81 per cent). However, the Millennium targets do 
not formally take in ‘shared facilities’. The Joint Monitoring 
Programme for Water Supply and Sanitation raises serious 
concerns over two aspects: effective access throughout the day, 
and security of users especially at night.

Solid waste management. Due to different consumption 
and conditioning/packaging patterns, the urban poor in Asia 
generate less waste (including solid) than their counterparts 
in higher income countries. Besides consuming fewer non-
food items, they tend to collect, re-use, recover and recycle 
materials, since 20 to 30 per cent of their waste is recyclable. 
In this way the urban poor already play a significant role in 
solid waste management. Non-governmental organizations 
have improved solid waste collection and the attendant job 
creations with a variety of projects, such as Waste Concern in 
Dhaka, Bangladesh.

Health. The poor living in informal settlements and slums 
constitute the single largest group of vulnerable populations 
in Asian cities today. Compelling evidence links various 
communicable and non-communicable diseases, injuries 
and psychosocial disorders to the risk factors inherent to 
unhealthy living conditions, such as faulty buildings, defective 
water supplies, substandard sanitation, poor fuel quality and 
ventilation, lack of waste storage and collection, or improper 
food preparation and storage, as well as poor/unsafe locations 
such as near traffic hubs, dumpsites or polluting industrial 
sites. The health impacts of such unhealthy living conditions 
are clear: for instance, infant mortality rates in Ahmedabad 
(India) are twice as high in slums as the national rural average. 
Slum children under five suffer more and die more often from 
diarrhoea and acute respiratory infections than those in rural 
areas. Poor health in turn results in reduced incomes as the 
urban poor are forced to spend disproportionate amounts on 
health care.

Energy. An estimated one billion people in Asian-Pacific 
countries have no access to electricity. Disparities in access to 
power grids are wide across the region – from 99 per cent of the 
population in China to 56 per cent in India and 20 per cent 
in Cambodia. A variety of rea¬sons – irregular land tenure, 
shared spaces, ill-defined responsibilities for pay¬ment, and 
low consumption – can account for the deficiencies of energy 
utilities with regard to poor urban communities. These also 
tend to pay high prices both for relatively poor kerosene-based 
lighting and for low-quality biomass cooking fuels. To address 
this issue, some Asian cities have made innovative efforts that 
could be replicated and up-scaled (see Chapter 4).
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Urban Transport. The poor need easy, affordable access to 
their places of low-paid work or employment. This is because 
they cannot afford motorised vehicles, and road conditions 
make walking or bicycling unsafe. Although Asian cities need 
good public transport, they fare worse than their American 
and European counterparts. Inadequate planning, where any, 
has caused a decline in walking and non-motorised vehicles, 
Asia’s two traditional modes. All of this negatively affects 
the urban poor, who spend significant shares of household 
incomes on (mini)bus fares, in addition to the waste of time.

1.4.5  Poverty and inequality: Diagnosis and 
future challenges

The unprecedented pace of economic growth in the 
Asia-Pacific region has led to rapid urbanization. This has 
posed serious challenges to local authorities and national 
governments in the face of ever-increasing demand for secure 
tenure, proper housing and services in urban areas. There is 
no doubting that economic growth in Asia and the Pacific has 
pulled millions out of extreme poverty; still, the numbers of 
those in moderate poverty remain high. The simple truth is 
that in Asia rapid urbanization has gone hand in hand with 
the urbanization of poverty. In this as in other developing 
regions, urban economic growth has not benefited all 
residents equally, and the poor are left to bear most of the 
drawbacks and shortcomings in terms of tenure, shelter, jobs, 
health, education and the environment. In other words, the 
distribution of the benefits of urban economic growth in Asia 
does not match demographic expansion. Therefore, Asia-
Pacific countries should develop holistic strategies to address 
mounting urban poverty, especially as it is a more complex 
phenomenon compared with its rural equivalent.

Since the year 2000, the lives of 172 million slum dwellers 
in Asia have been improved through various policies and 
programmes. However, the region is still host to 505.5 million 
slum dwellers, over half of the world’s slum population, 
and this is a major challenge for Asian cities. A prevalent 
view is that governments lack the resources required to 
provide proper housing to all slum-dwellers, and therefore 
they should play an enabling role, encouraging the private 
sector to “down-market” housing production and cater to 
the poor. However, market-orientated policies have failed to 
solve the housing problems of the poor. Instead, they have 
led to a situation where the housing needs of the majority 
of Asia’s urban populations are not catered for either by the 
market or by government. Public housing is the solution 
tried out by many governments. This is apposite when 
public resources and political commitment are adequate. 
For low-income countries in Asia, the public option, by 
itself, is inadequate as the resources required for the huge 
demand are not available. While falling well short of needs, 
Asian cities have shown their commitment to improved 
living conditions for the poor. The 2008 economic recession 
and subsequent contraction in real estate markets offers 
opportunities for radical policy reform in the urban housing 
sector. Such policy reforms should be based on the lessons 

from those few Asian countries that have managed to make 
their cities slum-free. Some of these lessons highlight the 
need for: (i) a leading role for government through proper 
institutional strengthening at all levels; (ii) empowering the 
poor through secure tenure; and (iii) developing housing 
finance mechanisms that cater to the poor, and through 
which housing savings can be mobilised and subsidies can 
be targeted.

Further lessons from Asian cities suggest that small-scale 
programmes are more conducive to participation by the poor 
in design and implementation, thereby increasing ownership 
and enhancing sustainability. Greater success is achieved in 
those Asian cities where the urban poor have deployed their 
own housing and slum upgrading initiatives. These people-led 
initiatives are small in scale, but often prove to be the more 
effective when it comes to improving the living conditions 
of the poor. The ‘people’s process’ of housing and slum 
improvement, which has been tested and proven effective 
in many countries in the region, should be encouraged by 
all tiers of government through legal recognition, training 
and financial incentives. National governments and local 
authorities will do well to develop and implement housing 
and slum upgrading programmes in partnership with civil 
society groups.

As regards access to basic urban services, Asian cities 
have fared fairly well on drinking-water. In some countries 
access to urban water supply has declined, though. Targeted 
initiatives are needed in these countries to ensure that safe 
water is supplied to all urban residents. On sanitation, the 
performance of Asian cities is poor. A large segment of urban 
residents depend on shared facilities or simply have no access 
to any sanitation. The situation is particularly bad for South 
Asia’s urban poor. This subregion is unlikely to meet the 
Millennium targets for water and sanitation in urban areas 
unless specific programmes are deployed soon. Governments 
should assess the state of sanitation in cities, establish national 
targets to ensure improved sanitation for all, and monitor 
progress on a regular basis.

Due to low incomes, Asia’s urban poor face multiple barriers 
to health, education and energy, the major one being inability 
to pay for services. In turn, the ability of the urban poor to 
participate in income- and employment-generating activities 
is contingent upon access to basic services, such as education, 
health, energy and clean living environments. Thus, the 
urban poor find themselves stuck in a vicious circle of poverty. 
Some among the urban poor face legal barriers to basic urban 
services for lack of birth certificates, household registration 
or residence permits, and most importantly, security of 
tenure. Since national governments, local authorities, public 
or private service providers and civil society organizations 
share responsibility for the delivery of basic urban services to 
all, they must negotiate and formalize partnerships among 
them, taking into account their respective responsibilities 
and interests. Such partnerships should be encouraged 
and facilitated through appropriate legal and regulatory 
frameworks, including clear, results-orientated contracts and 
monitoring mechanisms.
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The urban poor play an important role in solid waste 
management as they routinely sort, recover, re-use and recycle 
waste. Moreover, informal sector participation in solid waste 
collection and disposal saves urban authorities significant 
amounts of money. Therefore, local authorities and private 
sector enterprises should support the initiatives and efforts 
deployed by informal sector and community groups to 
improve solid waste management at the local level.

Asian cities have begun to realise the importance of mass 
transit and are now making it a policy focus instead of 
improving vehicle flows. Several cities have deployed bus, 
skytrain and underground networks to cater to the needs of 
a larger public, but a good many of those on low incomes 
cannot even afford public transport. This points out to an 
urgent need to promote sustainable schemes based on 
affordable, environmentally-friendly, motorized and non-
motorized transport.

1.5 The Urban Environment  
and Climate Change

1.5.1  Asia’s urban development and the 
environment

 “In Asia and the Pacific, overall, there has been a coincidence 
of rapidly expanding economies, poverty and substantial 
future consumption pressures, as well as a natural resource 
base that is more limited than any other in per capita terms. 
Thus, a focus on meeting human needs and improving well-
being with the lowest possible ecological cost is more relevant 
in Asia and the Pacific than in any other global region,” the 
UN Economic and Social Commission for Asia and the 
Pacific recently noted. In their quest for economic growth, Asian 
cities have not paid sufficient attention to environmental issues 
and climate change. Therefore, to a majority of urban Asians, 
life is difficult: earning a living is fraught with risks, and the 
quality of life is poor.

Although the state of the environment in Asian cities inspires 
widespread pessimism, the situation is not entirely devoid of 
promising signs. Governments and expanding urban middle 
classes are increasingly aware that environmental degradation 
results from an unsustainable approach to urban and economic 
development. The challenge is to maintain economic 
development while substantially reducing environmental 
damage. Making cities more sustainable in the future is one 
of the greatest challenges facing governments, civil society 
and the business sector in Asia. Few solutions have been 
found, but many promising initiatives offer opportunities for 
replication across the region. 

1.5.2  The Defining features of Asia’s urban 
environmental challenges

The following features characterise the urban environmental 
challenges faced by the Asia-Pacific region:

The dynamics between economic development and urban 

environmental issues: The pace of economic development 
in Asian countries is much faster than in the industrialised 
world. Challenges related to poverty, environmental 
pollution and consumption – which are thought to be related 
to different stages of development and have been faced by 
the industrialized countries over a longer period of time – 
are confronting Asian cities within a short time span. This 
phenomenon is unprecedented and Asian and Pacific cities 
are only starting now to deal with the complex urban 
environmental issues associated with it.

The environmental incidence of globalization on Asian cities: 
Thanks to enormous amounts of foreign direct investment, 
Asia has become the ‘factory of the world’ with mass 
relocation of labour-intensive, less technology-dependent and 
environmentally hazardous industries. In many cases, national 
governments and urban authorities in Asia have provided 
very attractive tax and other incentives to secure foreign 
direct investment projects, with the jobs, exports and the 
build-up in foreign exchange reserves that come with them. 
For many Asian countries, this has brought greater economic 
prosperity and development, though often at a heavy cost to 
the environment.

Mega-demand for land and natural resources: Industrialization 
stimulates demographic growth and peri-urban development, 
leading to massive suburban expansion. On average, Asia’s 
combined urban population grows by over 45 million a year, 
resulting every day in the conversion of more than 10 sq 
km of (mainly productive) agricultural land to urban uses. 
More than 20,000 new housing units are needed every day 
to meet basic needs for shelter, creating a huge demand for 
construction materials and an additional six million (‘mega’) 
litres of potable water. Much of this water draws down on 
existing aquifers, many of which are becoming depleted or 
contaminated.

The ecological footprints of Asian cities: In most Asian 
cities today, the average ecological footprint is in excess of 
five hectares per head, indicating that current consumption 
patterns are unsustainable. The ‘ecological footprint’ is an 
average measure of the amount of land required to sustain 
one individual. Planet Earth can offer a nominal 1.7 global 
hectares per head (‘ghph’) of habitable land to support the 
needs of the human race. Although the footprints of Asian 
cities tend to be smaller than those in developed countries, 
they are on an upward trend, a phenomenon that is not 
without consequences for the global environment.

High vulnerability to climate-change factors: The unique 
geography (highest mountain systems, extensive coastlines 
and large river floodplains and deltas) and climate (monsoon, 
tropical cyclones and typhoons) combine with high population 
densities and lack of planning to make Asian-Pacific cities 
highly vulnerable to the effects of climate change on top of 
natural disasters. From this perspective, urban centres in the 
Pacific islands are even more at risk than those in Asia.

The growth of Asian cities is not environmentally 
sustainable. Infrastructure development and growth patterns 
may lock Asian cities into unsustainable consumption and 
production models for years to come.
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1.5.3  Environmental conditions in Asian cities
Air quality. Air pollution in Asian cities originates mainly 

from two sources: (i) stationary sources, which include power 
plants, industrial activities, and residential and commercial 
buildings; and (ii) mobile sources, mainly motor vehicles, 
which in turn can be attributed to poor maintenance, poor 
fuel quality and inadequate traffic management. 

Air pollution in Asia causes as many as 519,000 premature 
deaths every year. Urban dwellers are exposed to micro-particle 
(particles of 10 micrometres or less – ‘PM10’) inhalation as 
well as to sulphur and nitrous dioxide emissions.

Information on air quality is of variable quality, and altogether 
missing for many Asian cities. No survey can be found that 
provides a comprehensive picture of the current status of, and 
changes in, urban air quality across Asia. At best, research 
provides measures of change in air quality in specific cities: 
some show improvements in Bangkok, Colombo, Dhaka, 
Ho Chi Minh City and Pune; others find that air quality is 
declining in Jakarta, Phnom Penh and Ulaanbaatar due to 
increasing rates of vehicle ownership, high manufacturing 
concentrations in inner city areas, poor vehicle maintenance 
and (in Ulaanbaatar) use of low-quality coal and wood in 
cooking/heating stoves. 

Some Asian cities have managed to improve air quality. Delhi 
and Dhaka, for instance, have phased out two-stroke engines 
and introduced cleaner fuels and other emission reduction 
measures in order to improve air quality. In Ho Chi Minh 
City, Jakarta and Pune, efforts involve improvements in traffic 
management, public transport and policing.

Water management. Asia is host to some of the world’s most 
arid and most water-rich biomes, where water management 
is an increasingly important issue. Apart from drought 
and flooding, threats to water resources result from many 
factors, including inadequate fresh water and sanitation 
infrastructures, river pollution and groundwater overuse.

Water supply. Since 1990, Asia has made significant 
progress with regard to access to safe drinking water (as 
noted earlier). At the same time, water resource management 
cannot be overlooked. According to UNESCO, a country 
can be considered to be ‘water-scarce’ if total withdrawals 
are greater than 40 per cent of annual water resources. An 
Asian Development Bank survey of 18 Asian cities showed 
that most were drawing down more than 60 per cent of 
annual replenishment volumes earlier in this decade, and in 
Chengdu and Shanghai (China) the rate was greater than 
80 per cent. Another challenge for many urban authorities 
in Asia is the maintenance and/or replacement of the older 
segments of water-supply systems, many of which are plagued 
by serious amounts of leakage. In Kathmandu, for example, 
the distribution system loses 35-40 per cent of clean water 
through leakage; in Karachi the proportion is 30 per cent and 
in Chennai, 25 to 30 per cent. Moreover, the poor end up 
paying more for water supplies than their richer neighbours 
in Asian cities, as in the case of Ulaanbaatar.

Sanitation and wastewater. Along with access to improved 
sanitation, wastewater treatment is a major issue in water 
management in the Asia-Pacific region. This is because only 
a few Asian cities have the capacity or resources to deploy 

▲

Malé, Maldives. ©Mohamed Shareef/Shutterstock
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large-scale wastewater treatment facilities. Dense housing 
development and narrow roads combine with land ownership 
and compensation issues to act as major constraints on any 
deployment of large-scale treatment systems in Asian cities. 
Consequently, communal septic tanks, small-bore sewerage 
and local treatment facilities, together with wastewater 
treatment plants on industrial estates, appear as the most 
viable and cost-effective alternative ways of improving urban 
sanitation and reducing industrial water pollution in Asia’s 
newly developed urban and peri-urban areas.

Solid waste management. Many Asian cities face serious 
problems with regard to solid waste management despite 
significant government efforts to improve services and 
facilities. In the developing countries of the Asia-Pacific region, 
solid waste management is often inadequate, as is sanitary 
and industrial waste disposal due to technical and financial 
constraints. All countries in the region have environmental 
legislation and policies in place to manage solid waste 
collection and disposal, but in the lesser-developed countries 
enforcement is often poor, or local communities are unaware 
or dismissive of the regulations. In many cities, polluters go 
unpunished.

Waste collection services are very deficient in many Asian 
cities, but are improving. In China, 60 per cent of urban 
solid waste is collected, compared with 70 per cent in the 
Philippines. However, open dumping is the dominant solid 
waste disposal method in most Asian cities. This is the case 
with more than 60 per cent of the waste in Bangkok, for 
instance. Inadequate collection and disposal of solid waste 
in urban Asia is a source of health hazards, environmental 
degradation and green house gas emissions. 

Solid waste can be used as a resource, as demonstrated in 
several Asian cities. As a response to this problem, several local 
governments, civil society groups and local communities 
have deployed schemes that have improved solid waste 
management in many Asian cities. Some, like the Integrated 
Resource Recovery Centre (IRRC) approach developed by 
ESCAP and Waste Concern, are leading to a paradigm shift 
by proving that solid waste management, when linked to 
carbon financing, is a highly profitable business. 

Poor urban environment and health. Large numbers of 
people are in poor health in Asian cities, due mainly to 
malnutrition, poverty, cramped living conditions, polluted 
air and contaminated water. Many lack access to adequate 
medical facilities and other health services. The emergence 
of viral diseases such as severe acute respiratory syndrome 
(SARS) and avian flu in the past decade posed serious threats 
to Asia’s urban populations and economies. The risk of a major 
pandemic in Asia remains very high: the frequent combination 
of high population densities and unsanitary conditions is 
particularly conducive to the breeding, mutation and spread 
of disease. Since cities are by now well-connected to the rest of 
the world, they are potentially exposed to communicable diseases 
originating in other parts of the world.

Urban biospheres. The changes caused by rapid urban 
expansion in Asia pose a number of serious threats to urban 
biospheres, including: (i) loss of vegetation (flora), and hence 

(ii) loss of biodiversity (both flora and fauna); (iii) changes in 
micro-climates; (iv) loss of fertile arable land (a major issue 
in China and India in connection with future food security); 
(v) soil degradation, and related (vi) groundwater pollution 
(on which many low-income urban dwellers depend for water 
supplies). 

Efforts by agencies like UNESCO are under way for the 
creation or maintenance of urban biosphere reserves. In Asia, 
one of the best examples of urban biosphere restoration is 
the Can Gio mangrove forest east of Ho Chi Minh City, an 
area that was almost destroyed by defoliant spray and clearing 
during the unification war. High degrees of biodiversity have 
been restored to the mangrove forest, which today is host to 
more than 200 species of fauna and another 52 of native flora.

1.5.4  The challenge of climate change
The Asia-Pacific region stands to be most affected by climate 

change. Its exposure and sensitivity to climate change are 
bound to have significantly adverse physical, economic and 
social consequences. Cities in Asia are the most exposed to the 
effects of climate change: due to size, geographic location or 
elevation, they are especially vulnerable to frequent extreme 
weather events such as droughts, floods, cyclones and heat 
waves.

Estimates vary as to the total contribution of the world’s 
cities to greenhouse gas emissions. However, it is clear that 
the energy demands of urban areas – including Asia’s rapidly 
growing cities – are major contributors to greenhouse gases. 
The contribution of fossil fuel use in urban areas to worldwide 
greenhouse emissions could be as low as 40 per cent or as high 
as 78 per cent, depending on how the estimates are made. 
Specific estimates for the Asia-Pacific region have yet to be 
calculated. 

The causes of climate change and the challenge of 
mitigation

Climate change will affect energy use and costs, transportation 
systems and building designs.

Energy, economic growth and the environment. The 
consumption of energy has grown along with, and has 
fuelled, economic growth in Asia and the Pacific, especially 
over the past two decades. Moreover, despite volatile oil 
prices, total consumption of primary energy continues to 
increase in most Asian-Pacific countries. In 2006, over 80 per 
cent of the region’s total primary energy supply was made of 
fossil fuels, including coal, with the remainder split between 
nuclear power, hydropower and traditional fuels (biomass) 
such as wood and animal dung. Less than 0.25 per cent came 
from geothermal or other new and renewable energy sources. 
As one might expect, fossil and traditional fuels dominated 
where access to electricity was poor. Since 1990, the region’s 
total energy consumption has increased significantly on the 
back of substantial increases in electric generation capacity in 
order to support rapid economic development.

The immediate fallout of the rapid urbanisation and economic 
growth in Asia is increased energy demand for transportation. 
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This particular sector contributes an estimated one-third of 
greenhouse gas emissions worldwide. Although technological 
change and the implementation of tighter emission norms 
have produced a decline in greenhouse gas emissions per car, 
these have kept growing overall on the back of increasing 
urban car numbers across the region. According to the 
International Energy Agency, the number of motor vehicles 
in Asia will increase by more than four times in the next 20 
years. Asia’s share of global energy consumption is expected to 
increase nearly threefold from the current 6.5 per cent to 19 
per cent by 2030.

Buildings and climate change. According to the International 
Energy Agency, buildings account for as much as 40 per cent 
of total end-use of energy and about 24 per cent of greenhouse 
gas emissions in the world. In countries like China, Japan 
and the Republic of Korea, buildings – especially high-rise 
– tend to be made of materials with high embodied energy 
(i.e., the materials were energy-intensive to manufacture). 
On top of this, building design has little regard for the local 
environment.

Mitigation responses in urban Asia. Asian countries can 
already begin mitigating the longer-term impacts of climate 
change in a variety of ways. This is of particular importance to 
the larger polluting countries like China, India, Japan and the 
Republic of Korea. These and other countries are beginning to 
reduce greenhouse gas emissions by switching to cleaner fuels 
and alternative sources as far as electric power generation is 
concerned; they have also taken to reduce industrial, domestic 
and public transport demand for fossil fuels, but the pace of 
change is not fast enough. 

In the transportation sector, the conversion of private (cars, 
motorized tricycles) and public vehicles (public transport) 
to natural gas in several Asian cities has brought significant 
reductions in greenhouse gas emissions. Delhi, for instance, 
has converted public transport and para-transit vehicles 
from diesel or petrol engines to compressed natural gas and 
introduced low-sulphur fuel, which demonstrated that major 
change could occur on a large scale, as long as appropriate 
policies were deployed. 

With regard to buildings, according to the International 
Energy Agency, energy-efficiency standards in buildings 
across the world would reduce energy use by about 11 per 
cent by 2030 compared with a business-as-usual scenario. 
In China, the city of Rizhao has demonstrated that overall 
energy demand and greenhouse gas emissions can be reduced 
through sustainable building design and energy use.

The effects of climate change and the challenge of 
adaptation

The effects of climate change on cities. The impacts of climate 
change on Asian and Pacific cities will be significant. They will 
affect not only the human, but also the physical, economic 
and social environments.

Increases in natural disasters. Asian cities are among the most 
vulnerable in the world to natural disasters, with many informal 
settlements located in fragile environmental areas on shorelines 

and major river basins. Climate change will increase the risk 
of storm and flood damage in many cities in the region. 
Some authors have found that Bangkok, Dhaka, Guangzhou, 
Hai Phong, Ho Chi Minh City, Jakarta, Kolkata, Mumbai, 
Shanghai and Yangon – all located under the tropics – are 
the world’s most exposed cities to increased flooding due to 
climate change. Many Asian cities lie on coastal plains, which 
are bound to suffer more frequent flooding from tidal surges 
and storm damage. Exposure to extreme weather events – 
heat waves, tropical cyclones, prolonged dry spells, intense 
rainfall, tornadoes, thunderstorms, landslides or avalanches – 
is already high in the Asia-Pacific region. In the 20th century, 
Asia accounted for 91 per cent of all deaths and 49 per cent of 
all damage due to natural disasters.

Rising sea levels. Climate change will have a significant 
impact on the future development of Asia’s coastal cities. 
An estimated 18 per cent of Asia’s urban population lives 
in low-lying coastal zones. Particularly vulnerable are deltas 
and low coastal plains where many large cities are located, 
such as in Bangladesh. Island-states, such as Maldives and 
Tuvalu, are particularly exposed. In 2000, according to some 
authors, more than 238 million people lived in cities located 
in Asia’s Low Elevation Coastal Zone (i.e., less than 10 metres 
above sea level) which, as a result of  climate change, were 
potentially exposed to rising sea levels and storm surges. In 
2010, this number rose to an estimated 304 million. Six of 
the 10 major port cities most at risk (in terms of exposed 
population) of flooding and inundation are in Asia. Adapting 
to climate change is a challenge for poorer Asian countries 
such as Bangladesh, as well as the smaller Pacific and Indian 
Ocean island states, owing to very limited resources and 
options.

Due to the effects of climate change, urban and rural areas 
will face the challenges of water supplies, food security and ‘eco-
refugees’. Climate change will result in significant alterations 
in weather and rainfall patterns, which will cause profound 
but highly variable direct and indirect effects on cities. Many 
of the effects expected in rural areas will also be felt by cities 
and towns. Loss of agricultural land due to inundation and 
other climate-related events (such as drought) will affect food 
security in villages and cities alike. The implications for food 
security will be significant as desertification makes further 
progress in countries such as China and India. Water supply 
for rural and urban areas will be affected by changes in rainfall 
patterns. 

In urban areas, the poor are most vulnerable to climate change. 
For lack of proper land plots or housing, the urban poor 
live in environmentally vulnerable sites such as low-lying 
areas, along the banks of rivers or lakes, steep slopes or in 
the proximity of waste dump-sites. These areas are likely to 
become more vulnerable due to the effects of climate change 
such as increased rainfall and inundation, stronger cyclones, 
typhoons and storms or sea level rise. Moreover, the poor are 
more likely to be affected due to water and food shortages, as 
well as health epidemics. 

The challenge of ‘eco-refugees’. Many people living in 
thousands of cities and towns across the Asia-Pacific region 
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face increasing uncertainty about their future, with millions 
potentially exposed to upheaval and relocation as ‘eco-
refugees’ (known as ‘climate change refugees’). The relocation 
of eco-refugees will pose a significant challenge, requiring 
new urban settlements that will further reduce the amounts 
of land available for food production.

Financing climate change policies. Although difficult to 
predict, the economic costs of unmitigated climate change in Asia 
are likely to be very high. In Asia as elsewhere in the world, a 
major question when addressing the issue of climate change 
is, who will bear the costs? 

Adaptation will be expensive and will require significant 
national and international borrowing and the raising of 
revenue through a variety of user-pay means. Most costs will 
have to be borne by urban dwellers, since cities contribute 
most to greenhouse gas emissions. Reducing these will call 
for a variety of strategies. Some – such as the introduction 
of cleaner fuels and engine conversions for public transport, 
which is already occurring in many South Asian cities – will 
become widespread across the region. Because of the diversity 
in climatic, geographic and economic conditions, however, 
individual cities will also need specific strategies to suit their 
own circumstances.

As far as the financial dimension of climate change 
adaptation/mitigation is concerned, some Asian countries 
have adopted, or are considering schemes involving emissions 
trading, carbon taxes and the Clean Development Mechanism 
(CDM), a legacy of the Kyoto Protocol that seeks to transfer 
funds and technologies from developed to developing 
countries in return for greenhouse gas reductions. Asian 
countries currently account for more than 75 per cent of the 
total Certified Emission Reduction credits (CERs) issued 
by the UN Framework Convention on Climate Change 
(UNFCCC) through the Clean Development Mechanism, 
with China and India among the more extensive issuers, 
accounting for more than 70 per cent together with the 
Republic of Korea.

1.5.5  Urban Asia and the environment: 
Diagnosis and policies

So far, faced with poverty and unemployment, Asian 
governments have given high priority to economic growth and 
development through industrialisation. Many have accepted 
that environmental issues are associated with this approach, but 
consider that these can be addressed once the nation reaches 
a certain level of development, by which time it is believed 
that more public funds can be allocated to environmental 
management and improvements. The prognosis for many 
Asian cities is that environmental conditions are to worsen for 
some time to come. However, improvements can be expected 
once better urban environmental planning and management 
practices are adopted and the economic benefits of growth 
become more widespread.

Efforts will also need to be made for better environmental 
management in Asian cities. More specifically, cities will 
have to improve air quality management in order to reduce 

premature deaths caused by air pollution. Similarly, Asian 
cities will have to make greater efforts to improve water 
and wastewater management if they are to avoid further 
contamination of supplies and meet increasing demand. 
Enhanced public awareness of water conservation is also 
essential if the costs of treatment and the incidence of 
water-borne diseases are to be reduced. Likewise, Asian 
cities will have to make concerted efforts to improve solid 
waste and wastewater management, including the technical, 
institutional and financial aspects. 

Better environmental governance and compliance, including 
enforcement of rules and regulations, will be essential to 
conserve natural resources and to prevent the negative 
environmental impacts of air and water pollution as well as 
soil degradation. Moreover, environmental improvements 
in Asian-Pacific cities will require greatly increased regional 
cooperation, collaboration and commitments. This is because 
environmental issues, including climate change, are complex 
and varied in nature and scope, and involve multiple scales 
from local to global. This calls for close coordination of 
environmental policies, standards and practices to a degree 
that is unprecedented in the region.

As in other developed and developing regions, Asian-Pacific 
cities have the potential to influence both the causes and 
consequences of climate change. They can also contribute to 
national and international strategies to prevent unacceptable 
climate change impacts. Therefore, Asian-Pacific cities should 
provide leadership and direction, and implement practical 
initiatives for the benefit of their and national populations.

With regard to the effects of climate change and the 
challenge of adaptation, a particularly difficult issue will be 
dealing with refugees inside and across borders. This will be 
a very significant problem in Bangladesh, China, India and 
the Pacific island-states. At the same time, governments must 
also address poverty and the issues of food and water security, 
and create sustainable economic development opportunities. 
Most Asian-Pacific cities and governments face a difficult 
balancing act in this regard. 

For Asian-Pacific cities to become sustainable and liveable, 
they will have to renovate their age-old, inefficient physical and 
economic infrastructure. This is likely to be an incremental 
process, although rapid change will be necessary in some 
cases to address more serious environmental problems. 
The sheer number and sizes of Asian-Pacific cities and the 
resources needed to service them pose great challenges to 
governments and urban planners and managers committed 
to sustainable urban development. Few cities in Asia have 
the massive resources required to reinvent themselves. They 
lack the capacity to inject the vast amounts of capital that 
could radically transform development, production and 
consumption practices. 

However, the business-as-usual approach to development 
and environmental management is no longer an option. 
The way Asian-Pacific countries handle urban development 
and management in the future must change if further 
environmental deterioration is to be avoided. In order to 
remain competitive, viable, healthy and liveable places, 
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Asian-Pacific cities must embark upon more sustainable 
development pathways. Working towards ‘green growth’, 
Asian-Pacific economies should make efforts to improve their 
eco-efficiency, reducing the pressure on the natural resource 
base while continuing to meet ever-increasing human needs.

Undoubtedly, Asian-Pacific cities face massive problems 
of congestion, pollution, inadequate infrastructure, weak 
governance and poverty. But they are also very dynamic and 
vibrant places that have demonstrated remarkable resilience 
and the capacity to recover from past catastrophes (for 
instance, in the aftermath of the 1997-98 Asian financial 
crisis). Some of the efforts of Asian-Pacific cities to improve 
their environmental conditions have led to the emergence of 
good practices, which can be adapted and/or replicated in 
other parts of the region.

Nevertheless, given the unprecedented scale and pace of 
urbanization, it is clear that fresh approaches must shape 
the way Asian-Pacific cities are planned, managed and 
governed. This must include enhanced institutional and 
technical capacities for urban environmental planning and 
management. Urgent action is required from all tiers of 
government to address pressing matters related to climate 
change – both mitigation and adaptation, and with a special 
focus on water and energy security, wastewater and solid waste 
management. These requirements are such that cooperation 
among countries, public authorities, business, civil society 
organizations and local communities will be required on a 
scale never seen before in the region. Admittedly, differences in 
language, politics, culture, history and the extent of economic 
development will stand in the way of such cooperation, but 
they must be overcome if Asian-Pacific cities are to become 
more sustainable and liveable.

1.6 Urban Governance, Management 
and Finance in Asia

Urban governance, management and finance had been 
on the policy agenda in Asia for over two decades when, 
with the worldwide economic crisis that began in 2008, 
these issues took on a more visible and acute dimension. 
In recent years, many Asian cities have sought to improve 
governance in a bid to achieve sustained economic and 
social development in the face of serious problems such as 
slum and squatter settlements, traffic gridlock, inadequate 
water supply, poor sanitation, unreliable energy systems and 
serious environmental pollution. The gated communities 
of the rich and the ghettoized enclaves of the poor come as 
dramatic illustrations of an ‘urban divide’ often characterized 
as ‘a tale of two cities.’ Inner cities deteriorate as development 
moves to outlying areas and results in automobile-induced 
urban sprawl. Pervasive graft and corruption mar the 
implementation of many projects. All these problems dent 
the capacity of urban areas to act as development hubs and 
highlight a vital need for improved governance. 

1.6.1  Urban governance and operational 
structures

Urban authorities in Asia have traditionally relied on 
operational structures and processes such as city and regional 
plans, zoning codes, regulations and standards, financing 
schemes, proper personnel management and the use of 
performance evaluation and audit methods for the sake of 
cost-effectiveness and accountability. However, experience 
has shown that, on their own, the technocratic approaches 
traditionally used by urban authorities in Asia have had limited 
effectiveness for two main reasons: (i) the informal sector makes 
a significant contribution to local economies, and (ii) urban 
authorities are chronically short of capital and operating funds. 
In recent years, urban authorities have greatly benefited from 
the participation of citizens, business, community and other 
civil society groups that have become actively involved in the 
governance process. Accordingly, the past two decades have seen 
a broadening of the scope of governance in Asia with a shift away 
from the ‘business’ of government to the ‘process’ of governance 
which involves various stakeholders.

Recent constitutional and statutory changes in a number of 
Asian countries reflect the recognition of the vital role of civil 
society participation in urban governance, as non-governmental 
and grassroots organisations demand greater involvement in local 
affairs. For instance, the 73rd and 74th amendments to the 
Constitution of India have specified the roles to be played in 
governance by grassroots or community-based organizations, 
women’s groups, the urban poor and various emanations 
of civil society. In Pakistan, the law reorganizing urban 
authorities grants a formal role to non-elected members of the 
public: ‘Citizen Community Boards’ are empowered to spend 
one fourth of budgets on community needs. In Thailand, 
the Constitution Act of 1997 prescribes the establishment 
of local personnel committees with representatives not only 
from government agencies, but also “qualified persons” from 
local populations.

Basic stakeholders in urban governance. Eight types of 
governance stakeholders are considered crucial to economic, 
social and environmental sustainability in urban areas; local 
authorities, civic institutions, interest groups (including 
the business sector and labour/trade unions), the academic 
community, national government, non-governmental 
organizations, individual citizens and local communities. 
These stakeholders contribute to urban governance in the 
following ways: (i) Individual citizens, interest groups and 
communities, together with civic institutions, the academic 
community and non-governmental organisations, provide for 
the accurate identification of peoples’ needs and requirements 
through interest aggregation and expression, a process that 
can guide public authorities when devising policies and 
programmes, facilitate monitoring and evaluation as well as 
promote transparency and accountability. Civil society can 
act as a two-way channel, including for feedback about the 
nature and performance of public policies and the need for 
any changes. (ii) Local and central governments are guided by 
grassroots participation in the formulation, implementation 
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and evaluation of those policies and programmes designed to 
achieve common societal goals. (iii) Good urban governance 
enhances direct or indirect involvement of communities 
and various sectors of society in government affairs, which 
contributes to democratic decision-making. (iv) Active 
involvement of individuals, communities, interest groups, 
civic institutions and non-government organisations in 
urban governance facilitates the collection and allocation 
of resources in a fair, equitable and inclusive manner. (v) 
Good urban governance comes hand in hand with agreed, 
appropriate ethical standards of behaviour and performance 
for holders of public office.

1.6.2  The principles of urban governance
In most Asian-Pacific cities, the population can participate 

in the performance of public functions such as elections, the 
budgetary process and reviews of public actions. Experience 
also shows that the process of urban governance requires 
more than formal adherence to government procedures. 
The emphasis on governance as a ‘process’ calls for active 
involvement from various stakeholders, including business 
and the public. The following four principles of urban 
governance are increasingly put to good use in Asian and 
Pacific cities: 

Participation and representation. In most Asian-Pacific 
cities, urban populations participate in ballots to elect local 
representatives, i.e., councillors and mayors. While local 
elections generally secure fair degrees of public participation, 
the fact that the lowest tiers of municipal authority generally 
lack resources to pursue public programmes acts as a major 
hindrance. With ever more complex urban conditions and 
pervasive globalization, grassroots and special-interest groups 
as well as non-governmental organizations have demanded 
greater participation in local affairs. Beside local elections, 
the most direct form of participation includes referendums, 
petitions and attendance at committee meetings. In China, for 
instance, direct participation has taken the form of community 
consultation and dialogue with local officials. In the Republic 
of Korea, urban communities have come up with frequent 
demands for audits of, and investigations in, government 
programmes. In Thailand, the government has set up a “court 
of governance” which citizens can turn to in order to resolve 
conflicts with public authorities. Participatory policymaking 
has been introduced in a number of Asian-Pacific cities, for 
instance in India and Pakistan, as mentioned above. Some 
Asian-Pacific governments have deployed ‘accommodating’ 
policies that include marginalized groups in governance; for 
example, most low-cost housing programmes for the urban 
poor in Asian cities now include clear provisions for self-help, 
mutual aid and co-financing, as well as tapping the capacities 
of the urban poor themselves in a bid to augment limited 
government resources through so-called ‘enabling’ strategies. 

Participatory budgeting. Participatory budgeting leads to 
improvements in infrastructure, services and accountability, but 
various elements in Asian urban governance are standing in the 
way. Participatory budgeting, whereby ordinary residents 

decide local resource allocations among competing items, has 
been quite late in coming to the Asia-Pacific region but it is 
gaining in popularity. In Pune, India, municipal authorities 
enabled participatory budgeting to involve residents at 
the ward level. Pilot projects on participatory budgeting 
implemented by the Asian Development Bank in Indonesia 
and Pakistan showed that: (i) municipal technical staff tended 
to dominate the budgetary process; (ii) community leaders 
and local politicians tended to be the main participants; (iii) 
as a result, projects tended to benefit mainly to specific groups, 
and (iv) the interests of the poor and marginalized groups 
were upheld only when vocal civil society and other non-
governmental organizations championed their own causes. 
These lessons are useful for the promotion of participatory 
budgeting in Asian cities.

The mechanisms for accountability and transparency. Two 
of the most serious governance problems in Asian cities are 
how to enhance the transparency of public decision-making 
and how government officials can be made more accountable 
for their actions. Although legislation formally enhances 
transparency and accountability, corruption remains a serious 
issue in many Asian countries. The following measures and 
practices have put Asian urban authorities in a better position 
to tackle corruption: (i) turning corruption (specifically with 
regard to bribery, embezzlement, theft, fraud, extortion or 
abuse of authority) into a criminal offence, as in Hong Kong, 
China, and Singapore; (ii) adoption of a Code of Ethics 
to guide daily routines, as in the case of ‘City Managers’ 
Association Gujarat’; (iii) a strong and vocal press has not 
only enhanced transparency but also restrained corruption; 
and (iv) civil society activism has also forced local authorities 
to become more transparent and accountable.

New technologies and e-governance. Recent advances in 
information and communication technologies (ICTs) in Asia 
have had significant effects on urban governance. Many local 
authorities have by now introduced computers and the Internet 
in governance systems. Application of new technologies to 
governance ranges from improved transport management to 
accounting systems, payment of municipal charges, property 
assessment, tax collection, police operations, on-line response 
to public enquiries, grievances or complaints, electronic 
libraries, as well as information collection and dissemination 
campaigns (as in India and Malaysia). The new technologies 
have also enhanced efficiency with a shift away from 
manual paperwork, enabling a significant degree of services 
consolidation, for instance, the One-Stop Processing Centre 
for foreign companies looking to invest in projects in Suzhou, 
China. At the moment, three issues stand in the way of more 
widespread application of information and communication 
technologies to e-governance: (i) equity, as there is a wide 
gap among citizens (and geographical areas) in terms of 
access to electronic communication (the ‘digital divide’); (ii) 
interoperability among the vast variety of information and 
communications systems available in the region; and (iii) 
security as applied to dealings with public authorities (related 
to the problems of computer hacking, identity theft, etc.).



25

T
h

e
 State





 of


 A

sian


 C
ities


: O

v
er


v

ie
w

 an


d
 K

e
y

 F
in

d
in

g
s

1.6.3  Types of urban governance systems
Asian-Pacific urban governance systems involve 

autonomous municipal corporations, metropolitan bodies 
and central government. Also involved are smaller local 
government units like districts, regencies, prefectures, 
cantonments and neighbourhood councils, but these are 
usually in a state of functional or other subordination under 
constitutional provisions or legislation. Municipal authorities 
are typically governed by charters that specify their objectives, 
territorial scope, structure and functionalities. Metropolitan 
entities can be set up by municipal bodies in a bid to create 
region-wide federations, or alternatively they can be imposed 
by higher tiers of government. Central government is usually 
in charge of the areas where national capital cities are located 
(e.g., the Kuala Lumpur federal territory in Malaysia and the 
Bangkok Municipal Authority in Thailand).

The governance of towns and smaller cities. In almost 
all towns and smaller cities in the Asia-Pacific region, 
governance structures include a policymaking body such as 
a town or city council and an executive arm like a mayor. 
For all the efforts at decentralization and local autonomy, 
most municipal officials are, in fact, vested with only limited 
authority and power, and any effectiveness they may have is 
a function of linkages with national legislative or executive 
bodies, including government departments. Many smaller 
urban settlements are finding it difficult to achieve development 
goals due to inadequate financial, human, institutional and 
legal resources or frameworks, as well as poor political leadership, 
but national governments tend to ignore their predicament.

City cluster development. City cluster development 
promotes the potential of cities and towns within a single 
urban region through strategic links with a combination 
of urban infrastructure and services as well as innovative 
financing schemes. Drawing the lessons of cluster-based 
economic and industrial development as a way of enhancing 
the competitiveness of certain areas where resources are 
concentrated, the Asian Development Bank has adopted 
the approach as an integral part of a long-term strategy 
designed to reduce poverty through “inclusive development 
and growth-promoting activities.” Well-formulated and 
well-executed city cluster development schemes can bring a 
number of benefits, including the following: (i) Deployment 
of integrated urban infrastructure and services over whole 
city-regions, rather than confined to individual towns and 
cities. (ii) Availability of financial and other resources to 
develop urban clusters, with common taxation standards and 
operations, improved credit ratings and more equitable tax 
burdens among cities and towns in any given cluster. (iii) 
Better opportunities for attracting private sector participation 
in area-wide development projects, especially those focused 
on urban infrastructure and services. (iv) Improved capacity 
to deal with urban problems like environmental pollution, 
health, flooding and others that ignore political boundaries. 
(v) Inclusive development that integrates both urban and 
rural areas in a region. The methodology can give rise to 
planned development of clusters of towns and small cities 

or urban authorities located close to a large city within a 
metropolitan region. The development of the Bangkok-
centred region shows how the cluster process can help plan 
mega-city expansion. 

Clustered development and smaller city-regions. Smaller 
city-regions generally lack urban infrastructure and services. 
Because urbanized nodes are typically separated from each 
other by rural areas, building and managing integrated 
infrastructure and services is expensive. In these conditions, 
the clustered development approach can enhance integrated 
development of urban and rural areas through well-planned, 
comprehensive provision of urban infrastructure and services. 
The method can also be used to strengthen economic links 
among urban clusters. China, India and Japan have used the 
city cluster approach for the planning and development of 
urban nodes and their rural hinterlands.

The governance of metropolitan and mega urban regions. In 
recent years, most Asian governments have been focused on 
mega-cities and mega urban regions. These sprawling city-
regions are usually governed by a plurality of bodies, and 
on top of this also suffer from administrative fragmentation 
among central and provincial/state departments and 
agencies. Lack of cooperation or coordination among urban 
authorities and central and provincial/state bodies poses 
major challenges to metropolitan planning and governance. 
In general, Asian governments currently resort to three types 
of approaches for the governance of metropolitan areas and 
city-regions: 

(i)	 Autonomous urban authorities, where cities, towns 
and municipalities within a city-region are distinct 
from each other both functionally and territorially. 
Every local authority is in charge of its own planning, 
policymaking, regulations and programme/project 
execution.

(ii)	 Mixed systems of regional governance, where authority 
and power are vested in formal structures such as 
central government departments, regional authorities, 
metropolitan bodies, special-purpose authorities, 
cities, towns and villages. Each of these government 
bodies is responsible for functions such as policy-
setting, financing, planning and implementation of 
programmes and projects. Specific functions can be 
carried out by separate agencies operating at different 
levels. These functions can also be shared by a number 
of government bodies.

(iii)	 Unified metropolitan government, where city-regions 
come under a single governing body which plans, 
manages, finances, supports and maintains services in 
an area-wide territory. Any local authorities within the 
city-region are subordinated to the unified government. 
This approach has been used mainly in national capitals 
where the central government’s authority is dominant 
(e.g., Seoul).

Historical and cultural factors have influenced the 
evolution of each type of governance system. Each type also 
comes with specific benefits and shortcomings.
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1.6.4  Mega urban region development
The emergence of mega urban regions in Asia has posed serious 

challenges to both urban planning and governance. According 
to UN-HABITAT, “Mega-regions, urban corridors and 
city-regions reflect the emerging links between city growth 
and new patterns of economic activity. These regional 
systems are creating a new urban hierarchy and the scope, 
range and complexity of issues involved require innovative 
coordination mechanisms for urban management and 
governance”. Traditional approaches to planning in the 
region have focused on the physical dimension, i.e., building 
and maintaining infrastructure and services. However, this 
focus on ‘hardware’ is sorely inadequate when it comes 
to managing the growth of mega urban regions whose 
development is closely linked to the economic and social 
forces of globalization. Governing frameworks in mega urban 
regions are extremely fragmented: vertical division among 
various tiers of government (national, regional, metropolitan, 
city, district and neighbourhood) mixes with the functional 
fragmentation of government departments (public works, 
transportation and communications, environmental control) 
and territorial fragmentation (metropolitan area, chartered 
cities, municipalities, villages). An important challenge posed 
by mega urban regions is the need to manage and govern the 
multiple political jurisdictions at work in expanded built-up 
areas. 

1.6.5  Decentralization and government 
functions

In their decentralising drive, Asian governments 
have resorted to three types of policies: deconcentration, 
administrative delegation and political devolution of authority 
and power. 
•	 Deconcentration shifts administrative responsibilities for 

urban affairs from central government ministries and 
departments to regional and local bodies, establishing field 
offices and transferring some decision-making to field staff.

•	 Delegation involves shifting management authority 
from the central government to local authorities, semi-
autonomous or parastatal bodies, state enterprises, regional 
planning or area development agencies, as well as multi- or 
single-purpose public authorities.

•	 Devolution is a form of decentralization that involves 
the transfer of authority and power from central to local 
government units with the aim of enabling the latter to 
provide services and infrastructure, raise local revenue, and 
to formulate, adopt and carry out policies and programmes. 
Recent decentralization in India and the Philippines is a 
good example.

1.6.6  Financing urban development
Urban authorities in Asia would need to spend close to US $10 

trillion over 10 years if they were to meet all their requirements in 
terms of infrastructures and institutional frameworks.

In almost all Asian cities, the lack of financial, human and 

technological resources poses a serious challenge to good 
governance. It has been said that many Asian countries have 
“rich cities, but [economically] poor city governments.” One 
possible reason for this is that most urban authorities in the 
region are not using to the full their powers to raise revenue 
from local sources. As a result, they are heavily dependent 
on tax revenue allocations, grants-in-aid and other forms 
of financial assistance from central and provincial/state 
government. Furthermore, the power of urban authorities 
to borrow from domestic and foreign sources to finance 
infrastructure and other capital-intensive projects is often 
legally constrained by central government. Institutional and 
private sector investors as well as foreign venture capitalists 
are often reluctant to extend credit for local urban projects 
without national government (‘sovereign’) guarantees. The 
following outlines the various sources of finance for urban 
development in Asian and Pacific region, and the related 
issues:

Intergovernmental transfers. Although recent decentralization 
drives have given urban governments more authority 
and power to raise revenue and decide on expenditures 
(such as in Thailand), they have traditionally been heavily 
dependent on central government fund transfers. When 
determining the allocation of authority between central and 
urban or local authorities, governments face two problems: 
vertical imbalance, where the bulk of resources go to central 
government, creating a serious “fiscal gap” at the local level; 
and horizontal imbalance, where inequality occurs across 
various local government units with different developmental 
resources and capacities.

Local revenue sources. In Asia, local authorities have the 
power to collect revenue within their jurisdictions. However, 
the tax base is rather limited for those revenues which local 
authorities can keep. In fact, the bulk of local revenues are 
collected by central governments under the form of personal 
or corporate income taxes, import duties, value-added (VAT) 
and excise taxes, user charges and income from government 
enterprises.

Property-based taxes. These are considered to be the most 
appropriate sources of local revenue, and one that is typically 
used to fund urban development and services. Still, evidence 
shows that in Asia, property tax proceeds account for less 
than 20 per cent of local authority revenues. As some of those 
authorities have found, streamlining collection and property 
assessment systems (such as the unit-area method in India), 
combined with information technology (and geographic 
information systems (GIS) in particular), has dramatically 
improved property tax collection.

Domestic and foreign borrowings. With their fairly large 
capital amounts, long durations and revenue-generating 
capacity, large urban infrastructure projects lend themselves 
well to domestic or foreign borrowings (including syndicated 
bank loans and bond issues). China and India have issued 
bonds to finance urban infrastructure. In most Asian 
countries, though, the problem with domestic or foreign 
market borrowings has to do with lack of access: either 
because it is formally restricted (especially in the case of 
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foreign borrowings), or because local banking or financial 
markets are not large enough, or because borrowers are not 
considered suitable for one reason or another. This is where 
regional development banks and their financial expertise can 
play a significant intermediary role. The Asian Development 
Bank, for one, has started issuing local currency loans that 
enable cities and other local authorities or bodies to avoid 
foreign exchange risk on interest and principal payments, 
making project costs more predictable.

The private sector and urban infrastructure finance. Private 
sector participation (PSP) is playing an increasingly 
significant role in urban Asia as a source of both revenue 
and management expertise. The benefits of private sector 
participation include access to capital in order to finance 
significant infrastructure projects, together with the ability to 
use the advanced technologies offered by modern firms and to 
secure funding from regional or global financial institutions 
that are familiar with the PSP format. China has taken 
advantage of these features in a large number of projects, so 
much so that by 2005, it was estimated that more than 40 per 
cent of the country’s total output, 60 per cent of economic 
growth and 75 per cent of new employment were contributed 
by the private sector.

Privatization of urban infrastructure and services. In many 
Asian cities, the private sector currently carries out the 
financing, operation and management of urban infrastructures 
such as transport, electricity, gas supply, telecommunications, 
and solid waste collection and disposal. All government does is 
to set policies and procedures for private companies to go by. 
The main argument in favour of privatization is that private 
companies tend to be more efficient than public bodies when 
it comes to managing business-like operations like public 
utilities. The crucial issue facing urban authorities in Asia is 
how to determine the benefits and drawbacks of privatization 
schemes. Important questions raised by privatization include: 
(i) Are such schemes really more efficient and cost-effective 
than publicly-run utilities? (ii) Do such schemes actually tap 
into private sector capital and expertise, within the overall 
context of the relationship between government agencies and 
service providers? (iii) How does privatization affect the lives 
of the urban poor? (iv) Are privatization schemes conducive 
to political interference, anomalies, graft or corruption?

Land as a resource for development. In Asian cities, urban land 
is a frequently neglected resource. Tapping land as a resource is 
a distinct advantage in socialist countries like China and Viet 
Nam where land is owned by government. In these countries, 
land is usually not sold outright but leased for periods of 
50 to 70 years. Land use fees fund urban infrastructure and 
services, with the attendant drawback that such investment 
tends to encourage short-term developments. Elsewhere in 
Asia, where land is privately owned, using it as a resource to 
support development is a more complex endeavour. In these 
countries (for instance, Bangladesh, India, the Philippines 
and the Republic of Korea), the government must purchase 
private land at fair market value if it is to be used for public 
purposes, though the process can entail expensive and long 
drawn-out litigation.

1.6.7  Performance in service delivery 
management

Water supply and sanitation. Traditionally in urban Asia, 
water providers tended to be more interested in expanding 
networks than in proper management. As a result, under 
the Millennium Development Goals, sustainable access to 
drinking water and basic sanitation has improved between 
1990 and 2008. However in recent years, good water managers 
have highlighted demand regulation and management 
as a solution to water problems. Demand regulation and 
management includes rational allocation of water among 
competing users based on a system of priorities, using quotas 
as a method of water allocation, and appropriate pricing. In 
the past few years, some utilities have proved particularly 
successful against various socio-economic and political 
backgrounds, such as Hai Phong, Jamshedpur (India), 
Manila, Phnom Penh and Singapore. Their experience can 
provide a basis for performance improvement by others. 
Experience has shown that community involvement in 
sanitation can help improve the provision of and access to 
these services. Successful experiences in utility management 
should be replicated in order to improve water supply and 
sanitation services in Asian-Pacific cities.

Solid waste collection and disposal. One of the major 
challenges faced by Asian-Pacific cities is the collection 
and disposal of solid waste. Most urban authorities have 
set up specialist departments to deal with this issue, but 
their efforts are often complemented by community-based 
alternatives where voluntary grassroots groups fill the gaps in 
waste collection. This type of scheme is found in Bangalore 
(garbage collection and composting), Dhaka (marketing of 
backyard-produced compost), Chennai (collection, sorting, 
recycling and composting), and Delhi and Hanoi (waste 
collection and recycling). However, in many instances, 
private solid waste collection and disposal companies and 
local government units have not been supportive, often 
viewing civil society groups as overly critical and, at times, 
confrontational competitors. As a result, these environment-
concerned efforts have rarely been integrated into municipal 
solid waste management systems. Local authorities should 
build and facilitate partnerships with civil society initiatives 
and community-based alternatives in order to improve solid 
waste collection and disposal services.

1.6.8  Cooperation networks
The recognition of good governance as a vital development 

instrument has given rise to national, regional and global 
cooperative networks that enable various types of participants 
to exchange ideas, best practice and lessons learned, 
sharing them with municipal officials, administrators and 
researchers. United Cities and Local Government (UCLG) 
is a worldwide association of local government organizations 
dating back to 1913. The UCLG Asia-Pacific Regional 
Section supports “strong and effective democratic local self-
government throughout the region/world through promotion 
of unity and cooperation among members” and facilitates 
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information exchange among local authorities in the region. 
CITYNET, a regional network of local authorities, supports 
the strengthening of institutional planning and management 
capabilities at the local and grassroots levels through technical 
cooperation among local authorities as well as governmental 
and non-governmental bodies. 

In almost all Asian countries, associations of local 
governments and local government officials are there to 
support good urban governance. For all their hard work, four 
main factors tend to dampen their effectiveness, namely: (i) 
local officials often belong to political parties and partisan 
groups and this tends to make sustained and truly collaborative 
actions difficult; (ii) elective local officials may be in office only 
for short periods, which stands in the way of continuity in the 
implementation of policies and programmes; (iii) many of the 
associations either lack or have poor financial and technical 
capacities of the type required for effective good governance; 
and (iv) given the wide variety of local governance systems in 
Asia, lessons learned in one jurisdiction might not always be 
replicable in others.

1.6.9  Urban governance, management and 
finance: Diagnosis and future challenges

The Asia-Pacific region has made significant strides in 
the transition to more participatory and democratic forms 
of governance. This is particularly apparent in Bangladesh, 
Indonesia, Malaysia, the Republic of Korea, and Taiwan, 
Province of China. Other countries – India, Pakistan, the 
Philippines and Thailand – have embarked on decentralization 
(in the form of deconcentration, delegation and devolution 
of powers to local/urban authorities), although any tangible 
benefits remain to be fully realized. In a number of countries, 
a significant proportion of urban dwellers now enjoy the 
benefits of liberal democracy, such as grassroots participation 
and engagement of civil society groups in public affairs. 

However, financial empowerment largely remains a 
challenge for Asia’s urban authorities, and many are still found 
struggling to provide basic infrastructure and services. If 
urban governance is to be effective and sustainable, devolution 
of authority and power to urban authorities is needed, 
along with adequate financial, revenue-raising and human 
capacities. Decentralization requires central government 
support to avoid excessive regional disparities within 
countries. The International Guidelines on Decentralization 
and Strengthening of Local Authorities (as approved by the 
UN-HABITAT Governing Council in 2007) highlight the 
principle of subsidiarity as the “rationale underlying the 
process of decentralisation”. While decision-making should 
be as close to the citizen as possible, decisions of public 
interest should be taken at the level where they can best be 
carried out; the Guidelines recommend increases not just in 
local authority functions, but also in the capacities needed for 
the effective exercise thereof. For instance, Indonesia’s 2001 
“autonomy laws” show how the principle of subsidiarity can 
be effectively mainstreamed into a country’s decentralised 
framework. 

With regard to urban management, the delegation of 
power to urban authorities encompassing metropolitan 
areas arguably has prevented these from fragmenting into 
autonomous units. This urban management approach has 
had positive effects in countries in transition like China and 
Viet Nam, where mixed or unified metropolitan governance 
has delivered urban services in an efficient way. As might have 
been hoped, water supply, public transport, energy generation 
and distribution, and wastewater and solid waste management 
are the services most favoured by coordinated management 
under area-wide authorities. At the same time, smaller local 
authorities have improved capacities in areas like water and 
electricity charge collection or even solid waste management 
thanks to community engagement.

In the same vein, since the highest rates of urban growth in 
the Asia-Pacific region are found in smaller cities and towns, 
these must be empowered to manage their own development. 
Urban governance initiatives should be directed to smaller 
settlements, in the process stimulating development in 
adjoining rural areas. Well-formulated, well-executed 
city cluster development schemes can bring a number of 
benefits, including much-needed employment and integrated 
infrastructure and services.

In the Asia-Pacific region, most urban authorities are still 
financially dependent on higher tiers (central and/or state/
provincial) of government, which control the bulk of tax 
revenues and are often reluctant to share with urban authorities. 
In some Asian countries, however, urban authorities have 
been able to tap dormant or fresh financial resources. In 
India, Malaysia and the Philippines, computerization of tax 
rolls has significantly increased revenues from property taxes. 
China, India, Indonesia and Viet Nam have harnessed private 
sector participation in large-scale urban infrastructure. On 
top of this, the Asian Development Bank has also developed 
innovative techniques (like loans denominated in local 
currencies) to finance urban infrastructure and services. Some 
urban authorities have resorted to information technologies 
and e-governance to improve revenue-raising, keep the 
populations informed and involved, and take advantage 
of global development opportunities. In this regard, the 
collection, analysis and dissemination of accurate and reliable 
information about urban trends has a crucial role to play if 
urban authorities are to be in a position to formulate and 
implement well-adapted, forward-looking reforms in the face 
of current and forthcoming challenges to achieve sustainable 
urban development. Raising the financial resources required 
to face those challenges remains a serious issue for most urban 
authorities in the Asian-Pacific region.

Environmental problems are increasingly making 
themselves felt in the cities and city-regions in Asia and the 
Pacific. However, most local officials are only beginning to 
understand how carbon taxes can raise the resources needed to 
mitigate or tackle climate change. More extensive sharing of 
information about carbon taxes and other innovative revenue 
generation methods is needed if local officials are to manage 
urban settlements and improve urban living conditions in a 
forward-looking way.
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In Asia and the Pacific, as in other developing regions, 
environmental issues represent an important future challenge 
for urban governance. However, current and basic urban 
development issues remain to be addressed, such as poverty 
eradication, sustainable development (economic, social and 
environmental), social equity and the security of individuals 
and their living environment, which together only strengthen 
the case for integrated approaches. Good urban governance 
is inextricably linked to the welfare of the populations. 
It enables women and men to access the benefits of urban 
citizenship, including adequate shelter, security of tenure, safe 
water, sanitation, a clean environment, health, education and 
nutrition, employment, and public safety and mobility. Most 
importantly, good urban governance provides citizens with 
the platform that allows them to use their talents to the full in 
order to improve their social and economic conditions.

Last but not least, local government associations have an 
important role to play in lobbying for devolution of powers 
to local authorities and promoting city-to-city (‘C2C’) 
cooperation in order to support sharing and exchange of 
lessons learnt and good practices in the areas of sustainable 
urban development. In the Asia-Pacific region, local 
government associations, both at regional- and national-level, 
must step up their efforts in order to support their members 
as well as partners in their quest for good urban governance.

1.7 The Structure of the Report

This first-ever State of Asian Cities 2010/11 report (the 
Report) is divided into five chapters. Throughout the Report, 
an effort has been made to discuss the issue of inclusive and 
sustainable urban development based on the latest information 
available, with documentation of good practices and examples 
in boxed items. The Report uses the demographic data from 
the World Urbanization Prospects 2009, the latest available 
from the United Nations.

Chapter 2, Urbanising Asia, reviews urban demographic 
trends and patterns in Asia-Pacific and its five subregions; 
this includes the ‘youth bulge’ and population ageing; the 
factors behind emerging mega-cities, mega urban regions and 
urban corridors; the demographic growth and roles of small- 
and medium-sized cities and towns and their development 
challenges; and urban densities and the pace of urbanisation 
in Asia-Pacific. 

Chapter 3, the Economic Role of Asian Cities, focuses 
on the role these play as engines of economic growth: the 
trends prevailing in the five subregions; the main drivers of 
their urban economies; and the issues related to urbanisation 
and the informal economy. The Chapter shows how Asia is 
gradually diversifying away from the role of the ‘factory of 
the world’ to embrace the global ‘knowledge economy’ and 
develop international financial centres, with the challenges 
the region faces in this process. The Chapter concludes with a 
review of the role of Asian cities in local development.

Chapter 4, Poverty and Inequality in Asian Cities, lists the 
region’s achievements in the drive against extreme poverty 

and examines the challenges of deprivation and inequality. 
The Chapter commends Asia for improving the lives of 172 
million slum-dwellers over the past decade, well beyond the 
relevant Millennium Development Goal. The Chapter goes 
on to discuss the critical issues of land and housing as well as 
access to basic urban services.

Chapter 5, the Urban Environment and Climate Change, looks 
into the challenges of economic growth and environmental 
sustainability, which are particularly acute in Asian-Pacific 
cities. The defining features of the environmental challenges 
are discussed, followed by a review of current conditions. 
With regard to cities and climate change, the Report examines 
the issues of mitigation and adaptation, and highlights some 
good practice. By way of conclusion, the Chapter outlines 
the ways in which urban planning and management could be 
improved to tackle environmental issues and climate change.

Chapter 6, Urban Governance, Management and Finance, 
first discusses urban governance and operational structures, 
and proceeds with a review of the principles of urban 
governance and their practice in Asia-Pacific. The types 
of urban governance systems operating in Asia today are 
examined next, followed by a review of mega urban regional 
development and its challenges, and decentralization efforts 
in Asia. The various institutional frameworks for financing 
of urban development are reviewed in detail, followed by a 
discussion of performance in service delivery management. 
Finally, the Chapter highlights the role of the regional and 
national cooperation networks of local authorities (especially 
city-to-city) and the challenges they face.

A Statistical Annex features the latest urban data available 
from the UN World Urbanization Prospects 2009 (published 
in 2010). The data on slums and related issues are reproduced 
from the State of the World’s Cities 2010/11 report and the 
2010 Update of the Joint Monitoring Programme for Water 
Supply and Sanitation.
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Urbanizing Asia
02

PART

Quick Facts
1.	 Asia is urbanising rapidly but the region’s population is still predomi-

nantly rural. However, the urbanization rates vary widely, from 33% in 
South and South-West Asia and 63 per cent in North and Central Asia to 
70 per cent in the Pacific in 2010.

2.	 While the world population became predominantly urban in 2008, this 
‘tipping point’ will not occur in Asia before 2026. 

3.	 Nearly half the world’s urban population now lives in Asian cities 
which, during the next decade, will absorb two-thirds of the growth in 
the world’s urban population. 

4.	 The number of mega-cities (those with populations of 10 million or 
more) is increasing around the world and half of the world’s mega-cities 
(12 out of 21) are now found in Asia. Seven of the 10 most populous 
cities are in Asia.

5.	 Many urban agglomerations in Asia are evolving into mega urban 
regions and urban corridors. 

6.	 Sixty per cent of Asia's urban population lives in urban areas with 
populations under one million. 

7.	 Small- and medium-sized cities act as economic growth centres, but 
most lack adequate infrastructure and services.  

8.	 Asian cities are characterised by high population densities and 
decreasing annual growth rates, averaging 2.2 per cent in 2010 (against 
3.8 per cent in the 1980s). 

Policy Points
1.	 Governments should encourage balanced urban growth, steering 

private capital expenditure towards cities of different sizes.

2.	 Urban and regional infrastructure should be given a higher priority in 
national development strategies.

3.	 The ageing phenomenon and reduced fertility rates will affect most 
Asian countries within one or two generations. Education and urbani-
sation policies should be better coordinated to address this problem.

4.	 Full advantage should be taken of the agglomeration effect and 
economies of scale provided by mega urban regions, which are 
already the engines of growth in many countries. 

5.	 Since small- and medium-sized cities in the Asia-Pacific region will 
continue to host around 50 per cent of urban populations in the next 
two decades, policymakers should focus on their needs regarding in-
frastructure and basic urban services, and increase urban governance 
capacities. 

6.	 Local authorities should see the forthcoming slowdown in urban demo-
graphic growth rates as an opportunity better to manage cities while 
maintaining the high densities and limited ecological footprints that 
characterize Asian conurbations.


Chengdu, China. ©Mark Henley/Panos Pictures
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Urbanization trends
2.1

The process of urbanization in developing 
countries has captured media attention. This is 
partly because the year 2008 marked a watershed 
in world history – the point where more than 

half the world’s population lived in places designated as 
urban (UN-HABITAT, 2008). With rapid economic growth 
in many countries, Asia is on a similar path, though with a 
significant lag. The region is expected to take some 15 years 
for the urban segment of its overall population to increase 
from 42.2 per cent in 2010 to 50 per cent at the beginning 
of 2026.

Asia is the largest of all major regions with 30 per cent of the 
global land mass and 60 per cent of world’s population. With 
an urbanization rate of 42.2 per cent in 2010, Asia ranked as 
the second least-urbanized major region of the world after Af-
rica’s 40.0 per cent. Asian cities are home to 1.7 billion people, 
nearly half the urban population of the world. This proportion 
is expected to increase slightly by 2020, when Asian cities will 
be host to 2.2 billion of the world’s 4.2 billion urban popula-
tion. Between 2010 and 2020, a total 411 million people will 
be added to Asian cities, or 60 per cent of the growth in the 
world’s urban population. 

Asia’s urban population has grown from 31.5 per cent of the 
total in 1990 to 42.2 per cent in 2010. Due to the region’s large 
size and diversity, urbanization patterns are geographically 
uneven. It is particularly important to point out that overall 
trends are dominated by two demographic giants, China and 
India. These two nations together account for 2.5 billion 
people and therefore include more than 37 per cent of the 
world’s total population. Moreover, six of the world’s most 
heavily populated countries are found in Asia: China, India, 
Indonesia, Pakistan, Bangladesh and Japan. Together, these 
account for 45 per cent of the global population and 77 per 
cent of all Asians (Biau, 2007). 

Why has urbanization been, on the whole, a much slower 
process in Asia than in most of the rest of the world? Five 
distinct factors are at work here.  First, there are varying 
definitions of what is ‘urban’ (see Box 2.1). Second, most 
countries define a place as ‘urban’ based on administrative 
criteria. Thus urbanization and urban population growth rates 
may be under-reported. On the other hand, there are also cases 
where municipal boundaries include rural populations. Fourth, 
where population growth occurs in the urban periphery, which 
may be beyond municipal or city boundaries, this may not 

▲

Old Dehli, India. Nearly half the world’s urban population now lives in Asian cities. ©Jeremy Richards/Shutterstock
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be reflected in official urban statistics. Finally, many large 
Asian countries like India, Pakistan and Bangladesh are still 
predominantly rural, with about one-third of their population 
living in urban areas. In the largest countries such as China and 
India, economic growth is a more recent phenomenon and has 
a significant influence on the region’s urban population growth. 
China is expected to become 50 per cent urban sometime 
between 2010 and 2014, while India will have to wait until 
2044 to reach this mark. 

Although Asia’s overall urbanization rate is admittedly 
low, the next two decades are to see unprecedented urban 
demographic growth. Urbanization in Asia typically 
comes with the economic transition from low-productivity 
agriculture to higher-productivity industry and services. 
Cities have stood at the forefront of the rapid economic 
growth prevailing in many Asian countries; this is because 
they have been able to attract manufacturing and services, the 
concentration of which enhances productivity and growth. 
These so-called ‘agglomeration economies’ in Asian cities 
have facilitated integration into regional and global markets. 
For all their relatively low rates of demographic growth, the 
region’s cities have made significant economic contributions 

‘Urban’ population refers to the de facto population 
living in areas classified as ‘urban’ according to 
the criteria used by each area or country. Far 
from any common, Asian-wide definition of what 
is ‘urban’, the variety of criteria is bewildering. 
For example, of the 26 countries and territories 
in Asia surveyed by the UN Economic and Social 
Commission for Asia and the Pacific (ESCAP), 
15 define urban areas based on administrative 
criteria and another four based on population 
size and/or density; two countries categorize 
as ‘urban’ those areas where certain economic 
functions or infrastructures and services are 
available, and in the remaining five countries in 
the sample, ‘urban’ refers to a combination of 
administrative boundaries, population size and 
density (ESCAP, 2008a:17).
Below is a select list of definitions used to classify 
a settlement as ‘urban’ in the Asia-Pacific region.
Cambodia: Towns as notified by the government. 
China: ‘City’ only refers to the city proper, as 
designated by the State Council. In the case of 
cities with district status, the city proper refers 
to the whole administrative area of the district 
if the population density is 1,500 per square 

kilometre or higher, or the seat of the district 
government, and other areas or streets under 
the administration of the district if the population 
density is less than 1,500 per sq km In the case 
of cities without district status, the city proper 
refers to the seat of the city government and 
other areas or streets under the administration 
of the city. As for city districts with population 
densities below 1,500 per sq km and cities 
without district status, if the urban construction 
of the district or city government seat has 
extended to some part of the neighbouring 
designated town(s) or township(s), the city 
proper does include the whole administrative 
area of the town(s) or township(s). 
India: ‘Urban’ refers to towns (places with a 
municipal corporation, municipal area committee, 
town committee, notified area committee or 
cantonment board). Also considered ‘urban’ 
are places with populations of 5,000 or more, 
a density of no less than 1,000 per sq. m. 
(or 400 per sq km) with pronounced urban 
characteristics and at least 75 per cent of the 
adult male population employed in pursuits other 
than agriculture. 

Indonesia: Places with urban characteristics.
Islamic Republic of Iran: Every district with a 
municipality. 
Japan: A city (‘shi’) is host to 50,000 or more, 
with 60 per cent or more of the houses located in 
the main built-up areas and 60 per cent or more 
of the population (including dependants) engaged 
in manufacturing, trade or other urban type of 
business. Alternatively, a shi with urban facilities 
and conditions as defined by a prefectural order 
is considered as urban. 
Republic of Korea: Any amount of population 
living in designated cities.
Malaysia: Formally designated areas with 
populations of 10,000 or more. 
Maldives: Malé, the capital. 
Mongolia: The capital and district centres. 
Pakistan: Places with a municipal corporation, 
town committee or cantonment. 
Sri Lanka: All municipal and urban council areas.
Thailand: Municipal areas.
Viet Nam: Urban districts or quarters and towns. 
All other local administrative units (‘communes’) 
belong to rural areas. 

BOX 2.1: THE DEFINITION OF ‘URBAN’ IN ASIA 

Source: United Nations, 2005 (footnotes to Table 6)

Chart 2.1: Global urbanization rates, 1990-2030

* Projections
Source: United Nations (2010)
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to national output (see Chapter 3 for details). For instance in 
Viet Nam, 30 per cent of the population live in urban areas 
(2010) but contribute 70 per cent of gross domestic product 
(GDP).  In China, 120 cities contribute as much as 75 per 
cent of the country’s economic production. In the Republic 
of Korea, the capital area of Seoul produces about half of the 
country’s wealth, while in the Philippines the contribution of 
Metropolitan Manila and its surrounding areas is about 60 
per cent (World Bank, 2007a). 

In many Asian countries, economic growth is reflected in 
rapid urban expansion. In the Asia-Pacific region as a whole, 
the urban population grew an average 2.8 per cent a year 
between 1990 and 2010, or higher than an overall (rural plus 
urban) 2.4 per cent pace. Moreover, this urban population is 
expected to increase by two-thirds over the next two decades 
(i.e., between 2010 and 2030), implying that 53 per cent 
of the world’s urban population growth will occur in Asia 
– an annual addition of 840 million, or a daily increase of 
115,000 (United Nations, 2010) see Table 2.1. Managing this 
transformation will pose enormous challenges to local and 
national governments. 

The diversity of urbanization patterns in Asia
In the past, urbanization patterns in Asia were a function 

of trade and colonization, with the region already a major 
contributor to world trade. Settlements developed with 
trade along the land-based Silk Road and maritime routes 
within Asia and all the way to the West. Many of these 
urban settlements later also became seats of political power. 
Colonization spawned urban processing and trade centres 
specializing in raw materials and agricultural products. Many 
settlements developed as harbour towns or administrative 
centres.

More recently, economic growth on the back of 
manufacturing and services sector expansion has led to 
accelerated urbanization in Asia (see Chart 2.2). Both 
demographic and economic patterns have remained diverse 
across the region, although up until the 1960s economic 
growth was concentrated in a few highly urbanized countries, 
with most others remaining largely rural.  Subsequent 
accelerated growth in the 1980s and 1990s changed Asia’s 
demographic features1 and four distinct patterns have 
emerged in the region, as follows:

(i)	 Well-developed countries combine high rates of urbani-
zation (exceeding 60 per cent) and low urban growth 
rates, like Japan (see Box 2.2) and the Republic of Korea.

(ii)	 Other countries, like Malaysia and the Philippines, fea-
ture urbanization rates (40 to 60 per cent) and urban 
growth rates (two to four per cent) that are both moder-
ate to high.

(iii)	 Some other countries combine low rates of urbanization 
(under 40 per cent) and fast-growing urban populations, 
as is typical of China and India. 

(iv)	 Another pattern of urbanization matches low with slow-
growing urban populations, as is the case in Myanmar, 
Nepal (see Box 2.3) and the Lao People’s Democratic 
Republic.

 

Region 1990 2000 2010 2020* 2030*

World 42.6 46.4 50.5 54.4 59.0
Asia 31.5 36.8 42.2 47.2 52.9

Oceania/Pacific 70.7 70.4 70.2 70.4 71.4

Europe 69.8 70.8 72.8 75.4 78.4

North America 75.4 79.1 82.1 84.6 86.7

Latin America and the Caribbean 70.3 75.5 79.6 82.6 84.9

Africa 32.1 36.0 40.0 44.6 50.0

Table 2.1: Urban share in total population, 1990-2030*

* Projections.
Source: United Nations (2010)

▲

Yangon City, Myanmar. Myanmar features a low urban growth rate.
©UN-HABITAT/ Veronica Wijaya
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Japan has a long urban history and currently 
combines a high degree of urbanization with 
slow demographic growth. Urbanization and 
economic development have occurred in 
tandem, and this bears an important lesson for 
other Asian countries: high urbanization rates 
do not necessarily come with high economic, 
social or environmental costs, provided that the 
urbanization process is properly managed. In 
Japan’s case, this process today is largely due to 
natural increases rather than to rural migration; 
although the urban population keeps increasing, 

the pace is uneven with a trough in the year 
2000, probably reflecting the country’s sluggish 
economic performance at the time.
A number of defining features set Japanese cities 
apart from their counterparts elsewhere in Asia. 
First, although the major modern cities have not 
necessarily proved successful when it came to 
managing their own expansion, on the whole they 
can be commended for bringing about stable, well-
balanced communities. Much of this success is 
attributable to high national incomes and a social 
structure characterised by a narrow gap between 

rich and poor. This equity-orientated, egalitarian 
approach is a unique feature of Japanese cities. 
Starting with the post-war dissolution of the 
‘zaibatsu’ (family-run conglomerates), a series 
of equality-orientated policies – including the 
local tax system and income redistribution 
through social security schemes, with Keynesian 
approaches to economic development and public 
sector management – proved quite successful. 
Second, Japanese cities cater well to the basic 
needs of everyday life such as health care, peace 
and security. Average life expectancy in the 
country is 81.9 years, with the infant mortality 
rate at a very low 0.3 per cent – both of these 
figures being among the very best in Asia. Thanks 
to a low crime rate, Japan is also known as one of 
the safest countries in the world. 
Third, Japanese cities promote harmony with the 
environment. Although they have had their share 
of problems due to rapid economic growth, they 
have overcome many of them. For instance, most 
of the cities that had flourished during the coun-
try’s economic boom had to face major environ-
mental challenges such as extensive air and water 
pollution by manufacturing industries. Municipal 
authorities have responded with a series of well-
adapted environmental policies while also deploy-
ing more energy-efficient urban configurations. 

BOX 2.2: JAPAN: ONE OF ASIA’S MOST URBANIZED COUNTRIES 

Year Total 
Population 

(1,000s)

Urban 
Population  

(1,000s)

Urban
Population

(%)

Average Annual
Urban Growth Rate 

 (%)

1990 123 191 77 726 63.1 0.82 (1985-1990)

1995 125 442 81 079 64.6 0.48 (1990-1995)

2000 126 706 82 633 65.2 0.18 (1995-2000)

2005 127 449 84 068 66.0 0.23 (2000-2005)

2010 126 995 84 875 66.8 0.26 (2005-2010)

2015* 125 791 85 527 68.0 0.34 (2010-2015)

2020* 123 664 85 848 69.4 0.42 (2015-2020)

Table 2.2: Urbanization in Japan

▲

Tokyo, Japan. ©Neale Cousland/Shutterstock

*Projections
Source: United Nations (2010)
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Chart 2.2: Asia’s Urbanization trends, 1970-2030*

Nepal is a small country of 29 million people with a 
147,000 sq km surface area.  Its elongated territory 
stretches 500 km east-west and 290 km north-south. 
From a morphological point of view, Nepal lies in a 
transitional mountain area between the fertile Ganges 
plain in India and the arid Tibetan plateau. It ranks 
among the poorest countries in the world with an annual 
income per head equivalent of US $290, matched by 
low human development indicators. A large share of 
the population has little access to basic social services. 
Nepal is divided into three regions: Mountains, Hills and 
Terai (lowland plains). With the country’s development 
centred on the capital, Kathmandu, the valley has 
experienced rapid urbanization. It is host to five of 
the country’s 58 municipalities and to some 30 per 
cent of the total urban population. These towns act as 
economic hubs, attracting huge inflows of migrants. The 
environmental changes taking place in the Kathmandu 
Valley are a threat to sustainability. Air pollution and, 
more specifically the concentration of particulate 
matter, exceeds national and international standards by 
a wide margin.
The table shows that urban demographic growth 
peaked in the late 1990s, suggesting a slowdown in 
the numbers of rural people moving to towns and cities 
in search of better conditions. Human development 
has made progress in Nepal in recent years. Poverty 
has been reduced over the past decade. During that 
period, social and human development indicators – 
life expectancy, infant and maternal mortality rates, 
adult literacy and primary school enrolment – have 
all improved. Still, Nepal faces immense challenges 
on the way to stronger growth and sustainable urban 
development, in view of a tough topography, poor basic 
infrastructures and the weakness in institutions and 
governance.

BOX 2.3: NEPAL: ONE OF ASIA’S LEAST URBANIZED COUNTRIES

Census
Year 

Urban Population
(Million) 

Urban
Population (%)

Average Annual Urban 
Growth Rate (%) 

1990 1.7 8.9 3.63 (1985-1990)
1995 2.4 10.9 4.15 (1990-1995)
2000 3.3 13.4 4.19 (1995-2000)
2005 4.3 15.9 3.40 (2000-2005)
2010 5.6 18.6 3.14 (2005-2010)
2015* 7.0 21.6 2.95 (2010-2015)
2020* 8.7 24.8 2.76 (2015-2020) 

*Projections 
Source: United Nations (2010)

Table 2.3: Urbanization in Nepal

▲

Kathmandu Valley is the most urbanized region in Nepal. ©Shutterstock

Source:  Basyal & Khanal (2001)
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*Projections
Note: The trend-lines for South-East Asia and Asia as a whole track each other very closely.
Source: United Nations (2010)
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Chart 2.3: Percentage of urban populations in the Asia-
Pacific Region

▲

Christchurch, New Zealand. Urbanization rates vary considerably across the Asia-Pacific region. ©Tupungato/Shutterstock

Sub-regional variations in Asia and the Pacific
North and Central Asia and the Pacific stand out as the 

most urbanized areas in the whole region (see Chart 2.3 
and Table 2.4). In the Pacific, this is largely due to Australia 
and New Zealand, where more than 85 per cent (2010) of 
the population live in urban areas. However, among the 
Pacific island-states, only a few feature large proportions 
of urban populations while in many others these are very 
low (under 25 per cent) (ESCAP, 2008a). In North and 
Central Asia, urban areas are host to over 50 per cent of 
the population in most countries, with the exception of 
Kyrgyzstan and Tajikistan, where the proportion remains 
under 35 per cent. This subregion is the only one in Asia-
Pacific where the urban population has not increased over 
the last two decades, demonstrating patterns more akin to 
those observed in Europe. In contrast, the East and North-
East Asia has urbanized rapidly over the last two decades 
and has crossed the 50 per cent mark in 2010. South-
East Asia’s urban growth has closely tracked that of Asia 
as a whole. South and South-West Asia remain the least 
urbanized, with under 40 per cent of the population living 
in urban areas. In the more heavily populated countries of 
the subregion, like India and Bangladesh, urbanization rates 
remain very close to 30 per cent.   
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Region

Urban Population (1,000s) Percentage Urban (%)

1990 2000 2010 2020* 1990 2000 2010 2020*

World 2 254 592 2 837 431 3 486 326 4 176 234 42.6 46.4 50.5 54.4

Asia 1 002 731 1 360 900 1 757 314 2 168 798 31.5 36.8 42.2 47.2

East and North-East Asia 430 533 594 676 784 688 940 684 32.2 40.4 50.2 57.3

South-East Asia 138 996 197 360 246 701 305 412 31.6 38.2 41.8 46.7

South and South-West Asia 351 062 467 323 598 207 765 125 27.9 30.6 33.3 37.4

North and Central Asia 140 475 139 358 137 184 140 435 65.4 63.9 62.9 63.6

Pacific 18 872 21 899 25 059 28 175 70.7 70.4 70.2 70.4
 
*Projections
Source: United Nations (2010)

Table 2.4: Urbanization in Asia and the Pacific, 1990-2020*

2.1.1  Urbanization patterns in Asia-Pacific 
subregions

East and North-East Asia
East and North-East Asia is rapidly urbanizing. Countries 

like Japan, Republic of Korea, Democratic People’s Republic 
of Korea and Mongolia are the most urbanized (nearly 68 per 
cent on average). 

The overall degree of urbanization is surprisingly high in 
Mongolia, despite slow economic growth. Two main factors 
lie behind the underlying rural migration: (i) rapid conversion 
from a centrally planned to a market economy, with the 
attendant dismantling of the agricultural/rural collective and 
the social services systems, and (ii) a combination of harsh 

winters and summer droughts in the late 1990s. Mongolia’s 
small urban population is dominated by one city, the capital 
Ulaanbaatar, which is host to nearly one-third of the country’s 
population. In 2010, the capital was host to 966,000 
inhabitants, dwarfing Darkhan the second largest (80,000). 
In some of the small provincial towns, known as ‘aimag’ 
(country subdivision) centres, populations are shrinking due 
to migration to Ulaanbaatar.

In the Republic of Korea, too, urban primacy stands out 
as a defining feature. The Seoul metropolitan area accounts 
for nearly 25 per cent of the national population, although 
other urban centres, and especially the port cities of Busan 
and Ulsan on the south-eastern coast, have grown rapidly over 
the past two decades.  

 In China, only 26 per cent of the population was urban in 
1990, but recent trends testify to a brisk rate of expansion to 
47 per cent in 2010. Such a vast country is bound to feature 
significant variations across its length and breadth. While 
the urbanization rate is above 50 per cent in Guangdong 
province (with Shenzhen and Guangzhou growing rapidly) 
and Liaoning province (with large cities like Shenyang and 
Dalian), in the more remote provinces of Yunnan and Tibet 
less than 20 per cent of the population reside in urban areas. 
Cities such as Jinan and Qingdao in Shandong province, 
and Nanjing in Jiangsu province, have experienced rapid 
demographic growth, but the pace of urbanization remains 
sluggish in Guizhou and Qinghai provinces. China’s rate of 
urbanization has averaged an annual 3.3 per cent over the last 
two decades, but is expected to slow down by about 50 per 
cent over the next 10 years (see Table 2.5).  

Thanks to China, East and North-East Asia’s population 
became more urban than rural in 2010. In contrast to 
China, though, other countries in the subregion feature low 
to moderate population growth rates, and urbanization has 
stabilised as a result. In urban Japan, the net reproduction 
rate is under one per cent, i.e., each generation of mothers 
no longer has enough daughters to replace themselves in the 
population. In the Republic of Korea, the urbanization rate 
has remained high on the back of the rapid expansion of ‘city 

Chart 2.4: Urbanization in East and North-East Asia
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Table 2.5: Urbanization in East and North-East Asia, 1990-2020*

Country

Urban Population (1,000s) Percentage Urban (%)

1990 2000 2010 2020* 1990 2000 2010 2020*

Asia 1 002 731 1 360 900 1 757 314 2 168 798 31.5 36.8 42.2 47.2

East and North-East Asia 430 533 594 676 784 688 940 684 32.2 40.4 50.2 57.3

China 301 995 453 029 635 839 786 761 26.4 35.8 47.0 55.0

Democratic People’s Republic of Korea 11 760 13 581 14 446 15 413 58.4 59.4 60.2 62.1

Japan 77 726 82 633 84 875 85 848 63.1 65.2 66.8 69.4

Mongolia 1 264 1 358 1 675 2010 57.0 56.9 62.0 67.0

Republic of Korea 31 740 36 967 40 235 42 362 73.8 79.6 83.0 85.6

*Projections
Source: United Nations (2010)

▲

The Republic of Korea has urbanized rapidly over the past two decades. ©JinYoung Lee/Shutterstock
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regions’ like Seoul and Busan. Clearly, the high urbanization 
rates prevailing in East and North-East Asia relative to the rest 
of Asia is largely due to differences in economic development. 
Japan, the Republic of Korea and China are the economic 
powerhouses of the global economy, contributing to over 
one-third of the world’s output. 

South-East Asia
South-East Asia is the most diverse subregion in the whole 

Asia-Pacific area: countries like Indonesia, Malaysia and the 
Philippines feature relatively high urbanization rates, but 
urban populations remain relatively small in many others like 
Cambodia, the Lao People’s Democratic Republic, Myanmar, 
Thailand and Viet Nam. 

In Cambodia and the Lao People’s Democratic Republic, 
the pace of urban population growth is brisk, but urbaniza-
tion rates remain low. In both countries, high urban demo-
graphic growth is primarily due to large-scale rural-to-urban 
migration. In Cambodia, after the 1991 Paris Peace Agree-
ment that put an end to three decades of civil unrest and 
war, the capital Phnom Penh experienced rapid demographic 
growth. At the same time, several intermediate-sized cities, 
such as Sihanoukville (with port, manufacturing and tourism 
activities), Battambang (with a significant agri-business sec-
tor), and Siem Reap (which benefits from tourism at Angkor 
Wat) are also growing as economically viable settlements. 

In a large country like Indonesia the urban population 
grew at a brisk 4.7 per cent annual pace during 1995-2000, 
which was nearly twice the rate for the whole of Asia (2.9 
per cent) during the same period. This pace of urban growth 

Country

Urban Population (1,000s) Percentage Urban (%)

1990 2000 2010 2020* 1990 2000 2010 2020*

Asia 1 002 731 1 360 900 1 757 314 2 168 798 31.5 36.8 42.2 47.2

South-East Asia 138 996 197 360 246 701 305 412 31.6 38.2 41.8 46.7

Brunei Darussalam 169 237 308 379 65.8 71.1 75.7 79.3

Cambodia 1 221 2 157 3 027 4 214 12.6 16.9 20.1 23.8

Indonesia 54 252 86 219 102 960 122 257 30.6 42.0 44.3 48.1

Lao PDR 649 1 187 2 136 3 381 15.4 22.0 33.2 44.2

Malaysia 9 014 14 424 20 146 25 128 49.8 62.0 72.2 78.5

Myanmar 10 092 12 956 16 990 22 570 24.7 27.8 33.6 40.7

Philippines 30 333 37 283 45 781 57 657 48.6 48.0 48.9 52.6

Singapore 3 016 4 018 4 837 5 219 100.0 100.0 100.0 100.0

Thailand 16 675 19 417 23 142 27 800 29.4 31.1 34.0 38.9

Timor-Leste 154 198 329 538 20.8 24.3 28.1 33.2

Viet Nam 13 418 19 263 27 046 36 269 20.3 24.5 30.4 37.0

Chart 2.5: Urbanization in South-East Asia – Trends, 1990-2020*

Table 2.6: Urbanization in South-East Asia, 1990-2020*

*Projections
Source: United Nations (2010)
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slowed down to 1.7 per cent between 2005 and 2010. In this 
country the bulk of urban demographic growth takes place 
on the island of Java, which is currently 65 per cent urban. 
Within this large island, expansion has been concentrated in 
the ‘Jabodetabek’ (Jakarta-Bogor-Depok-Tangerang-Bekasi) 
metropolitan area, which has a population of 17 million. Five 
other cities are hosts to over a million population on Java 
Island. It must be noted that a substantial part of the rise 
in urbanization in Indonesia has been due to reclassification 
of areas from ‘rural’ to ‘urban’. The number of rural ‘desa’ 
(villages) classified as ‘urban’ almost doubled between 1980 
and 1990, from around 3,500 to approximately 6,700. There 
also has been an increase in the lateral extent of cities, along 
main transport routes radiating out from major urban areas 
(Hugo, 2003).

The Philippines is highly urbanized and over 50 per cent 
of its population are expected to be living in urban areas by 
2015. The Extended Metropolitan Manila area is home to 
more than 12 million and accounts for over one-third of the 
country’s urban population, the growth of which has been 
slowing down – from a very rapid 5 per cent annual rate 
between 1960 and 1995, to some 3 per cent since then. Still, 
in view of the country’s relatively slow economic development 
over the last three decades, this pace of urbanization is 
rather brisk. This is partly due to the change in the national 
definition of urban areas. After decentralization, large tracts 
of rural areas were included into municipal boundaries. This 
may have led to an overestimation of the urban population 
during the 1990s. 

In contrast to the Philippines, Thailand has undergone 
rapid economic expansion but its urbanization rate is 
surprisingly low, being comparable to those of the Lao 

People’s Democratic Republic and Myanmar. This is largely 
due to the fact that demographic expansion and economic 
development in Thailand are concentrated in and around the 
capital Bangkok. The Bangkok Metropolitan Region (BMR) 
is host to almost half of the urban population; when the 
Eastern Seaboard (the area adjoining the metropolitan region) 
is included, the combined area would account for nearly 80 
per cent of the country’s urban population. Other factors that 
contribute to this trend include under-counting of urban 
populations in nominally rural areas, as well as large numbers 
of rurally registered migrants in urban areas. 

South and South-West Asia 
This is one of the least urbanized subregions in Asia and the 

Pacific. In the two larger countries – India and Bangladesh – 
seven out of every 10 people still live in rural areas. In 1950, 
India (17 per cent) was more urbanized than China (12 per 
cent), but by 2010 China was 47 per cent urban while the 
proportion in India lagged behind at just under 30 per cent. 
High concentrations of urban populations can be found in 
some countries. Dhaka in Bangladesh and Karachi in Pakistan 
dominate the economic and urban demographic landscapes 
of their respective countries – one out of three urban dwellers 
in Bangladesh lives in the capital Dhaka and one in five urban 
dwellers in Pakistan lives in Karachi, the country’s economic 
capital. In smaller countries like Nepal and Sri Lanka, only one 
in every five lives in urban areas. These urbanization patterns 
are comparable to those of many countries in Africa. In recent 
years, however, many countries in South and South-West Asia 
have experienced high economic growth. As a consequence, 
urbanization has been rapid, a pace that is expected to be 
sustained in future.

▲

The Bangkok Metropolitan Region is host to almost one half of the urban population of Thailand. ©Alistair Michael Thomas/Shutterstock
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India is expected to add 226 million people to its urban 
areas in the next two decades, with its urbanization rate 
reaching 39.7 per cent by 2030. Within India, the states of 
Maharashtra, Gujarat and Tamil Nadu are relatively more 
industrialised and experience more rapid urban expansion. 
Their populations are expected to become 50 per cent urban 
by 2025. However, in those few larger states like Uttar 
Pradesh, Bihar, Orissa and Assam, where agriculture remains 
predominant, the proportion of urban to total population 
remains below 20 per cent. 

In Pakistan, Sindh is the most urbanized province with 
49 per cent of the population living in towns and cities. 
The North-West Frontier Province (now formally known 
as Khyber Pakhtunkhwa) is the least urbanized (17 per 
cent). Approximately three-quarters of Sindh’s total urban 
population reside in three urban centres: Karachi, Hyderabad 
and Sukkur (Shirazi, 2006).

Afghanistan has been experiencing rapid growth in its urban 
population. However, the bulk of this growth has been due to 
the ongoing political conflict, with rural migrants moving en 
masse to the relative safety of the capital (see Box 2.4). From 
6.6 million in 2010, it is expected to reach 10.4 million by 
2020. The Islamic Republic of Iran is another country that 
has experienced rapid urban demographic expansion since 
the 1980s, to become the most urbanized nation in South 
and South-West Asia. In the adjacent provinces of Tehran and 
Qom, as many as 85 per cent of the population live in urban 
areas. The capital city of Tehran accounts for over 14 per cent 
(2010) of the country’s total urban population; other major 
cities and smaller urban centres are spread all over the country. 
Iran’s economic growth has been rapid in recent years, mainly 
due to oil resources. Rapid urban demographic expansion is 
expected to continue, and by 2020 just under 76 per cent of 
all Iranians will live in urban areas.

Sri Lanka’s urban population seems to be relatively low. 

In part, this is due to the definition of ‘urban’, which in this 
country only refers to the areas included in cities’ administrative 
boundaries. If Sri Lanka were to apply the concept of ‘urban 
agglomeration’ to its dense settlements, as is the case with India 
and other Asian countries, its urbanization rate might be as 
high as 48 per cent (Indrasiri, 2005).

The Pacific subregion
The Pacific subregion has been traditionally divided in 

three distinct geographical areas: Melanesia, Micronesia and 
Polynesia. It is made up of a diverse set of thinly populated 

Country

Urban Population (1,000s) Percentage Urban (%)

1990 2000 2010 2020* 1990 2000 2010 2020*

Asia 1 002 731 1 360 900 1 757 314 2 168 798 31.5 36.8 42.2 47.2

South and South-West Asia 351 062 467 323 598 207 765 125 27.9 30.6 33.3 37.4

Afghanistan 2 277 4 148 6 581 10 450 18.1 20.2 22.6 26.4

Bangladesh 22 908 33 208 46 149 62 886 19.8 23.6 28.1 33.9

Bhutan 90 143 246 348 16.4 25.4 34.7 42.4

India 220 260 288 430 364 459 463 328 25.5 27.7 30.0 33.9

Iran (Islamic Republic of) 31 958 42 952 53 120 63 596 56.3 64.2 70.7 75.9

Maldives 56 75 126 186 25.8 27.7 40.1 51.5

Nepal 1 692 3 281 5 559 8 739 8.8 13.4 18.6 24.8

Pakistan 35 400 49 088 66 318 90 199 30.6 33.1 35.9 39.9

Sri Lanka 3 217 2 971 2 921 3 360 18.6 15.8 14.3 15.5

Turkey 33 204 43 027 52 728 62 033 59.2 64.7 69.6 74

Chart 2.6: Urbanization in South and South-West Asia, 1990-2020*

*Projections
Source: United Nations (2010)

Table 2.7: Urbanization in South and South-West Asia, 1990-2020*

*Projections
Source: United Nations (2010)
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Ancient city of Yazd, Iran. ©Vladimir Melnik/Shutterstock
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islands, stretching from New Guinea to the tiny atolls of 
Micronesia (Federated States) and Polynesia. Melanesia is 
the largest area, extending from Indonesia to Fiji, with Papua 
New Guinea the most populated island. With the rapid 
growth recently experienced in the capital towns of these 
island nations, the overall urbanization rate is relatively high 
at 35 per cent (Connell & Lea, 2002). 

Overall, eight of the 22 Pacific countries are now 
predominantly urban, and by 2020 more than half the 
population in a majority of these countries will live in towns. 
Throughout the Pacific, high demographic growth has led to 
migration from smaller outer islands to larger ones and from 
rural areas to towns, especially national capitals (World Bank, 
2000). Storey (2005:8) captures the overall urbanization 
trends in this subregion as follows:  

“Throughout the Pacific there is a clear trend towards 
urbanization with very high growth rates in Kiribati and peri-
urban areas in Fiji and around Port Vila (Vanuatu). One of the 

difficulties is that often this growth is not recorded in ‘urban’ 
statistics. Typically official urban growth rates are double 
those of the national rate of population growth and peri-
urban areas are higher still. Though Fiji’s urbanization rates 
are comparatively modest, there has been a substantial shift 
to cities since 2000 as a result of the expiry of land leases for 
Indo-Fijians and issues of security following the 2000 coup. 
This has resulted in a rapid growth in informal settlements, 
especially evident in Suva and Lautoka”.

North and Central Asia
In the North and Central Asian subregion, the overall 

demographic growth rate is very low. This is also reflected 
in urban population growth rates, which range from quasi-
stagnant to less than one per cent. In countries such as 
Armenia and the Russian Federation, urban populations 
are shrinking. As for urbanization rates, they range between 
Russia’s 73.2 per cent and Tajikistan’s 26.3 per cent. Cities 

Country

Urban Population (1,000s) Percentage Urban (%)

1990 2000 2010 2020* 1990 2000 2010 2020*

Asia 1 002 731 1 360 900 1 757 314 2 168 798 31.5 36.8 42.2 47.2

Pacific 19 037 21 932 25 167 28 406 70.7 70.4 70.2 70.4

Australia 14 596 16 710 19 169 21 459 85.4 87.2 89.1 90.6

New Zealand 2 869 3 314 3 710 4 058 84.7 85.7 86.8 86.9

Melanesia 1 093 1 329 1 614 2 110 19.9 19.0 18.4 19.9

Fiji 301 384 443 501 41.6 47.9 51.9 56.4

New Caledonia 102 127 146 169 59.5 59.2 57.4 58.5

Papua New Guinea 619 711 863 1 194 15.0 13.2 12.5 14.1

Solomon Islands 43 65 99 152 13.7 15.7 18.5 23.0

Vanuatu 28 41 63 95 18.7 21.7 25.6 31.0

Micronesia 261 326 390 454 62.6 65.6 68.1 70.4

Guam 122 144 168 188 90.8 93.1 93.2 93.5

Kiribati 25 36 44 54 35.0 43.0 44.0 46.5

Marshall Islands 31 36 45 56 65.0 68.4 71.8 75.3

Micronesia (Federated States) 25 24 25 29 25.8 22.3 22.7 25.1

Nauru 9 10 10 11 100.0 100.0 100.0 100.0

Northern Mariana Islands 39 62 81 96 89.7 90.2 91.3 92.4

Palau 10 13 17 20 69.6 70.0 83.4 89.6

Polynesia 218 253 285 325 40.1 41.2 42.4 44.7

American Samoa 38 51 64 76 80.9 88.8 93.0 94.8

Cook Islands 10 11 15 17 57.7 65.2 75.3 81.4

French Polynesia 109 124 140 160 55.9 52.4 51.4 52.7

Niue 1 1 1 1 30.9 33.1 37.5 43.0

Samoa 34 39 36 38 21.2 22.0 20.2 20.5

Tonga 21 23 24 28 22.9 23.0 23.4 25.6

Tuvalu 4 4 5 6 40.7 46.0 50.4 55.6

*Projections 
Source: United Nations (2010)

Table 2.8: Urbanization in the Pacific subregion, 1990-2020*
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in former Soviet countries and the Central Asian Republics 
are coping with a unique set of challenges inherited from 
their centrally planned systems. Urban populations are now 
shifting away from the planned settlement patterns that 
prevailed during the Soviet era.

There are a few large cities in the Central Asian Republics. 
Tashkent (Uzbekistan) is the largest with over two million 
registered residents. In Uzbekistan and Kazakhstan, urban 
demographic growth rates exceed the sub-regional average. 

Testifying to this expansion is the emergence of new 
towns in Uzbekistan like Almalyk and Navoi, as well as 
the demographic growth of historic towns like Samarkand 
(Uzbekistan). Similarly, the population of Kazakhstan’s 
urban areas has increased 500 per cent over the past eight 
years. Even though Kyrgyzstan is one of the least urbanized 
Central Asian country, moderate migration to cities like 
Bishkek, Osh and Tokmok is now taking place. Migration 
nowadays takes on more rural-to-urban patterns, causing 
areas like Bishkek, the Chui Region and Almaty to become 
ever more crowded.

Economic growth in the North and Central Asia region 
has been robust in the past decade, largely on the back of 
rising fossil fuel prices. Continued worldwide demand for oil 
may sustain a high rate of income growth in the next decade 
and beyond. Urbanization rates in the oil-rich central Asian 
countries are also very high. In contrast, non-fossil-fuel-
producing and less diversified economies, such as Kyrgyzstan 
and Tajikistan feature low urbanization rates more akin to 
South Asia’s. 

2.1.2  The demographic ‘youth bulge’
The population of the Asia-Pacific region is young. A 

temporary increase in the proportion of young people (age 
group 15-24) in a population is known as a ‘youth bulge.’ The 
phenomenon typically results from a demographic transition 
that began some 15 years earlier. A youth bulge occurs 
within a population when large numbers of individuals are 
born during a short but intense period of increasingly high 
fertility. Thereafter fertility rates decline rapidly. As a result, 
a large number of individuals of similar age move through 
life together, creating a ‘bulge’ in the nation’s population 
structure, as graphically reflected in age pyramids. In Japan, 

Country

Urban Population (1,000s) Percentage Urban (%)

1990 2000 2010 2020* 1990 2000 2010 2020*

Asia 1 002 731 1 360 900 1 757 314 2 168 798 31.5 36.8 42.2 47.2

North and Central Asia 140 475 139 358 137 184 140 435 65.4 63.9 62.9 63.6

Armenia 2 390 1 989 1 984 2 087 67.4 64.7 64.2 65.7

Azerbaijan 3 876 4 158 4 639 5 332 53.7 51.2 51.9 54.2

Georgia 3 005 2 498 2 225 2 177 55.0 52.6 52.7 54.7

Kazakhstan 9 301 8 417 9 217 10 417 56.3 56.3 58.5 62.3

Kyrgyzstan 1 660 1 744 1 918 2 202 37.8 35.2 34.5 35.7

Russian Federation 108 670 107 582 102 702 100 892 73.4 73.3 73.2 74.5

Tajikistan 1 679 1 635 1 862 2 364 31.7 26.5 26.3 28.0

Turkmenistan 1 653 2 062 2 562 3 175 45.1 45.8 49.5 54.6

Uzbekistan 8 241 9 273 10 075 11 789 40.2 37.4 36.2 37.8

Table 2.9: Urbanization in North and Central Asia, 1990-2020*

*Projections
Source: United Nations (2010)

Chart 2.7: Urbanization in the Pacific subregion, 1990-2020* 

*Projections
Source: United Nations (2010)
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Chart 2.8: Youth aged 15-24: proportion in Asia-Pacific subregions, 1950-2050*

*Projections
Source: United Nations (2009)

the youth bulge occurred during the 1960s; in Singapore 
and Hong Kong, China, the phenomenon started during 
the 1970s and peaked by 1980. In contrast, countries like 
Nepal and Pakistan are only now beginning to experience 
declines in overall fertility; with this relatively late, incipient 
demographic transition, the number of young people will 
not peak until around 2040 (East West Center, 2006). In 
some countries in South-East and South and Central Asia, 
as in most of East Asia, the period of rapid expansion in the 
youth population is already over.

In 1960, 284 million Asians were aged 15 to 24; by 2007, 
they were 737 million. Over the past 40 years, the proportion 
of Asia’s population in the 15 to 24-year age bracket increased, 
and then declined – from 17 per cent in 1960 to 21 per cent 
in 1985 and 18 per cent in 2007. A further decline, to 14 per 
cent, is projected by 2040. 

Countries in Asia have benefited from the youth bulge 
(i.e., the acceleration in economic growth due to a rising 
share of working age people in a population). Between 
1965 and 1990, approximately one third of East Asia’s GDP 
increase can be attributed to this phenomenon2.  The extent 
to which Asian economies will continue to benefit from 
this demographic trend will depend on how they develop 
and harness the potential of the younger population. One 
challenge is that although many young people across Asia are 
now better prepared than ever before to enter the workforce, 
many are unable to secure employment.

In the Asia-Pacific region, nearly 11 per cent of people aged 
15 to 24 are without a job and looking for one. In South-
East Asia and the Pacific, youth are five times as likely as 
older workers to be unemployed; in South and East Asia, this 
multiple is ‘only’ three. In their recent national demographic 
surveys, Kiribati, Samoa and Vanuatu all reported relatively 
low rates of youth unemployment, but high rates of youth 
engaged in unpaid family activities. In contrast, the Marshall 
Islands and Micronesia (Federated States) reported high 

▲

Statue of a student in Ulaanbaatar, Mongolia. ©UN-HABITAT/Bharat Dahiya
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rates of youth unemployment, i.e., over 60 per cent and 35 
per cent respectively. In the latter, the rate was reported as 
50 per cent in Chuuk, the largest federated state (Abott & 
Pollard, 2004). The rates of youth unemployment conceal 
underemployment and poverty among working youth. Young 
women find it especially difficult to secure decent work and 
are more likely to be employed in the informal economy, 
where they are typically underpaid relative to men. They also 
perform disproportionate shares of unpaid domestic work 
(United Nations, 2007b).

Urbanization and globalization have transformed the 
values and culture of youth in Asia. The openness of Asian 
economies and the exposure of youth to foreign goods, 
services and information have encouraged the development 
of an international youth culture. Rapidly developing 
communication technologies have enabled many young 
people from countries large and small to access information 
that may otherwise have been unavailable. Rapid economic 
growth and higher incomes have enabled Asian youth to 
adopt Western consumption patterns and lifestyles. Asian 
youth more readily challenge traditional authority structures 
and experience both the disorientation and anomie caused by 
the day-to-day experience of clashes between traditional and 
modern norms and values (Yap, 2004).

2.1.3  An ageing population
Many countries in Asia are facing dramatic demographic 

changes. Some are to expect declines in working populations 
and concomitant increases in the numbers of aged dependants 
sometime between 2015 and 2020. All across Asia, the 
numbers of people aged 65 or more are expected to grow 
significantly. In the year 2000, the average age in Asia was 
29. An estimated 6 per cent of the region’s total population 
were aged 65 or more, 30 per cent were under 15, and 64 per 
cent were in the working-age group of 15 to 64 years (United 
Nations, 2001a). It is estimated that by 2050, the proportion 
under 15 will drop to 19 per cent, and the proportion of 
those aged 65 or more will rise to 18 per cent. By that time, 
the average age in Asia will be 40 (United Nations, 2009). 

Macroeconomic theory suggests that those economies with 
large shares of ageing populations are likely to grow more 
slowly than those with relatively fewer elderly people, largely 
due to attendant reductions in labour force and output. 
To some extent, this can be anticipated and mitigated by 
increases in labour productivity. However, the process of 
population ageing is occurring much more rapidly in Asia 
than it did in Western countries, and in some parts of Asia 
it is bound to occur at a much earlier stage of economic 
development. Facing an unprecedented pace of population 
ageing, Asian cities must prepare to cater to the needs of the 
elderly which will include: (a) housing for the elderly; (b) 
medical facilities (and attendant financing) for the elderly; 
(c) changes in building regulations that take into account the 
needs of the elderly; and, (d) appropriate changes in urban 
planning standards. This large-scale demographic shift will 
also have implications for the economic growth of cities, as 

the urban labour force will increasingly become older (Heller, 
2006; East West Center, 2008).

Japan’s population is to undergo a protracted period of rapid 
ageing over the next several decades. Average life expectancy 
in the country climbed sharply after World War II, and today 
is the highest in the world. In 2007, life expectancy at birth 
was 86.0 years for women and 79.2 years for men. Japan’s 
senior population (65 years and over) was approximately 
27.5 million, or 21.5 per cent of the total population, and 
reaching record highs both in terms of absolute numbers 
and percentage (Government of Japan, 2007). According to 
UN estimates, in 2010, there will be 34 elderly dependants 
for every 100 people working in Japan. By 2050, the ratio 
will rise to 74 retired dependants for every 100 working 
people. Unless birthrates rise, Japan’s total population is to 
shrink by one half of its current size by 2100. In an ageing 
society, medical and pension costs increase but the number 
of workers who pay for the welfare support system decreases. 
The declining working-age population will arguably affect 
the country’s productivity, economic growth and global 
competitiveness. 

Another country in Asia that is ageing rapidly is China. 
Unique among developing countries, the phenomenon is 
extremely fast (United Nations, 2009) and very similar to 
patterns in more developed Japan, Singapore, the Republic 
of Korea and Hong Kong, China. The difference is that in 
China this is happening at a time when the country is still 
relatively poor. The ‘old before rich’ phenomenon in China is 
partly due to the stringent ‘one couple, one child’ policy that 
has proved highly effective in stabilising population growth 
(this policy is now being reconsidered).3 Over the next few 
decades, the ratio of elderly dependants to people of working 
age is to rise steeply, from 10 per cent in 2005 to 40 per cent 
by 2050. The pace of ageing in China’s cities has been much 
faster than in rural areas, reflecting both sustained lower 
fertility and higher longevity in urban compared with rural 
areas. With rapid growth in the urban population expected 
over the next two decades, Chinese cites are bound to face 
many critical policy issues regarding care for an ageing society 
(United Nations, 2008b; England, 2005).
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The factors behind urban growth
2.2

Rural-to-urban migration is often viewed as the 
main factor behind urban demographic growth. 
Many countries that have experienced rapid 
urbanization have attempted to reduce rural-

urban flows. There is not a single precedent, however, of a 
country that has succeeded to do that over the long term. Past 
experience notwithstanding, the major factor behind urban 
growth in most countries nowadays is the natural increase 
in the urban population. Another factor is reclassification of 
areas from ‘rural’ to ‘urban’, or expansion of urban boundaries 
to include the rural periphery and/or to absorb settlements 
in the urban periphery – a process often referred to as in situ 
urbanization (United Nations, 2001b). 

In many countries in South Asia where urban populations 
are in a minority, natural increase accounted for over half of 
urban demographic growth during the 1980s. For example, 
in India estimates suggest that the contribution of net rural-
urban migration remained relatively constant at 18 to 20 per 
cent of total urban growth from the 1960s to the 1980s (Pathak 
& Mehta, 1995a, 1995b). Reclassification and expansion of 
urban boundaries was another major factor of urban growth 
in India. Similarly in Nepal, most of urban growth was due to 
natural increase and reclassification (United Nations, 2001b).

In East Asia, where urbanization rates are higher than in the 
southern part of the region, rural-to-urban migration is often 
the most visible factor behind the ongoing rapid urban de-
mographic growth. This is the case in China, although reclas-
sification is another significant factor, accounting for over 70 
per cent of urban growth in the 1980s and about 80 per cent 
in the 1990s (United Nations, 2001b:31). Reclassification in 
China occurred alongside two major administrative changes: 
in 1984, the criteria for township status were relaxed and in 
1986, urban areas were encouraged to incorporate adjoining 
counties. This resulted in significant reclassification of rural 
into urban areas over the course of the 1980s.

Estimates for Indonesia indicate a steady decline in the 
contribution of natural increase to urban demographic 
growth, from nearly 70 per cent in the 1960s to 32 per cent in 
the 1990s (United Nations, 2008b). The share of migration/
reclassification in urban growth rose over this period, 
from 32 per cent in the 1960s to 59 per cent in the 1980s 
(United Nations, 2001b). Jakarta and its periphery in West 
Java experienced significant migration in this period. Urban 
migration, especially to the national capital Jakarta, started 
in the 1950s due to civil unrest in other parts of the country. 
Even after the unrest subsided, streams of people moving 
to urban centres continued through the 1990s, primarily 
because of rapid industrialization in and around Jakarta and 
other major cities (Sarosa, 2006).

▲

Jakarta, Indonesia. Jakarta has experienced significant migration over the past decades. 
©Veronica Wijaya
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More recent estimates of the factors behind urban 
demographic growth are available from the World Bank 
(2007a). These estimates are based on a number of assumptions 
about natural growth rates in select East Asian countries. 
The residual growth is then attributed to migration and 
reclassification of rural into urban areas. The findings based on 
this model suggest that migration and reclassification together 
account for an increasing share of urban population growth in 
East Asia, from 45 per cent in the 1970s to a projected 76 per 
cent in the 2020s (see Table 2.10)4. Exceptions to this pattern 
are Malaysia and the Philippines, where urban demographic 
growth will be due solely to natural increases. 

  
2.2.1  Internal migration

According to economic theory, individuals migrate from 
low-wage to high-wage areas seeking to maximize their 
earnings. Migration is a strategy adopted by rural populations 
to improve family livelihoods and benefit from better services 
in urban areas. Migration also enables rural households 
to ensure against a number of risks and, in the absence of 
well-functioning credit markets, to fund investment in 
rural housing and economic activities. Rural migrants with 
education and skills are often more likely to do well in urban 
areas. Rural-urban migration is only one component of 
internal migration, though. Other forms include rural-rural, 
urban-urban and urban-rural migration. Many migrants to 
urban areas come from other towns or cities. Furthermore, 
not all rural-urban migrants are poor; many come to the 
city because they are educated and cannot find suitable jobs 
elsewhere. Rural-urban migration is generally beneficial 
for migrants, including access to better opportunities and 
remittances for relatives back home. 

Rural-urban migration benefits cities as well, as it provides 
a steady supply of labour for a range of economic activities. 
Migration opens opportunities for women, giving them 
access to jobs outside the home, thereby contributing to 
their empowerment. Maintaining rural-urban links through 
remittances enables rural households to improve incomes and 
sustain local development.

Many rapidly expanding Asian economies have seen 
increases in the rate of internal migration over the past two 
decades, because of increased opportunities in urban areas. Of 
these movements, circular migration – where trips vary from 
daily commutes to those lasting several months and where 
urban migrants retain strong links to rural areas – appears to 
be emerging as a dominant trend for poorer groups. This is 
partly because rural migrants are unable to find permanent 
jobs in cities. Circular migration is a coping mechanism, 
enabling them to keep families in rural areas and migrate to 
the city during lean agriculture periods.

While most Asian countries do not impose any barriers 
to internal population movements, some have adopted 
mechanisms to regulate migration to urban areas. Reducing 
or even reversing the flow of rural-urban migrants has been 
the most common policy goal pursued by governments 
bent on changing the spatial distribution of the population. 
Most governments have sought to control rural-urban 
flows through a combination of rural employment creation 
programmes, anti-slum drives and restricted entry to urban 
areas. While some have relaxed restrictions recently, others 
continue to design policies and programmes that discourage 
people from moving. 

For example, in China internal migration is predominantly 
temporary and from rural to urban areas. In 2006, the 
National Bureau of Statistics estimated at 132 million 
the number of rural-to-urban migrants in the country.  
Another phenomenon is a continuous outflow of labourers 
from agricultural areas to industrializing regions in China. 
A majority of these are circular migrants (known as the 
“floating population”) (ODI, 2006). Migration affects and is 
also affected by the hukou [household registration], which is 
essentially a migration regulatory system in force over the past 
half century (Chan, 2008). The hukou system, directly and 
indirectly, remains a major barrier preventing China’s rural 
population from settling in the city.5

In Viet Nam, people have traditionally migrated from 
north to south and from rural to urban areas. Still, migrants 
need residency permits to work in cities. Temporary permits 
are now granted to ensure a steady supply of labour. Surveys 

Country  1970s 1980s 1990s 2000s 2010s* 2020s* 

East Asia 45 58 64 68 72 76 

Cambodia  33 24 40 53 57 59 

China  45 65 72 76 80 86 

Indonesia  53 62 67 66 63 61 

Malaysia 45 44 44 41 35 34 

Philippines 35 46 48 43 38 37 

Republic of Korea 65 65 54 48 61 85 

Thailand 41 40 34 47 67 75 

Viet Nam 29 28 44 57 65 72 

Table 2.10: Contribution of migration/reclassification to urban growth in East Asia, 1970-2030* (%)

*Projections
Source: World Bank (2007a:64).  
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have shown that after the economic reforms of the late 1980s, 
temporary migration to urban areas and rapidly industrialising 
zones became a major form of spatial mobility. Every year, 
Ho Chi Minh City receives around 700,000 new registered 
temporary migrants; these include so-called ‘KT3’ migrants 
with temporary registration for a period of six months and 
more; and ‘KT4’ migrants with temporary registration for a 
period of under six months (ODI, 2006).

In Cambodia, rural migration has emerged in response 
to the pressures of a rapidly growing labour force in search 
of livelihoods. Increasing numbers of migrants are also 
(informally) moving to neighbouring Thailand. Currently, 
the top destination for rural migrants is Phnom Penh, which 
alone receives about one third of all inter-provincial migrants 
in Cambodia.  Alternative destinations include Kandal, 
Banteay Meanchey and Koh Kong (which together account 
for another 30 per cent of total migrants). Phnom Penh and 
Kandal are the main urban destinations, while the two rural 

provinces of Koh Kong and Banteay Meanchey feature large 
average farm sizes and low population densities. Therefore, 
Cambodians move to locations where they find potential for 
employment (Acharya, 2003). 

As an indirect way of controlling the movement of people 
out of rural areas, India has recently introduced the National 
Rural Employment Guarantee Act (NREGA).  The policy 
promises 100 days of wage labour for one adult member in 
every rural household who volunteers for unskilled work. 
The NREGA ranks among the most powerful initiatives 
ever undertaken for the transformation of rural livelihoods 
in India. The unprecedented commitment of financial 
resources is matched only by its imaginative structure, which 
promises a radically fresh programme of rural development. 
The NREGA effectively enshrines the right to work in Indian 
law.  This development-orientated initiative focuses on critical 
public investments and durable assets, short of which the 
growth processes will not gather momentum as required in 

▲

Dhaka, Bangladesh. Circular migration appears to be emerging as the dominant trend for poorer groups. ©Manoocher Deghati/IRIN
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acquiring a house or a job, are regarded as illegal. In some 
countries, however, migrants without formal housing and 
jobs do obtain legal registration and can even vote. The 
informal sector is discussed further in Chapter 3.

2.2.2  International migration6
Along with international flows of capital, information and 

technology, international migration is one of the major forces 
of change in the world. Many emigrants move to urban areas 
abroad. The number of international migrants in Asia nearly 
doubled between 1960 and 2005, growing from an estimated 
28 million in 1960 to more than 53 million in 2005. In the 
Pacific area, the number increased from two to five million 
over the same period. In 2005 and relative to the total 
population, international migrants represented 15 per cent 
of the population of the Pacific subregion. In contrast, they 
accounted for less than 2 per cent of the total population in 
Asia. The Asia-Pacific region currently hosts over 30 per cent 

the most backward regions of rural India. The emphasis on 
water conservation as well as drought and flood-proofing is 
also critical, underscoring water security as the pre-requisite 
and foundation for rural transformation. The legislation 
does not allow any middlemen or contractors to interfere 
in the implementation of this policy, and transparency and 
accountability are highly emphasized (Ambasta et al., 2008). 

For all the restrictions on migration flows and rural 
development programmes such as NREGA, however, rural 
populations continue to move to cities. By comparison 
with rural areas, cities seem to offer better choices for 
employment, access to better social services, such as health 
and education, and higher social status. However, many 
migrants remain in the urban informal sector for long 
periods of time. Their informal status excludes them from 
the wider benefits of economic growth in cities. Across Asia, 
large numbers of temporary migrants and others intending 
to stay permanently, but who have moved without formally 

▲

Roadside settlements in Karachi, Pakistan. ©Asianet-Pakistan/Shutterstock
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of the world’s estimated 191 million international migrants 
(ESCAP, 2008b).

In the region, flows of people across borders, especially 
to neighbouring countries, have been prevalent for a long 
time. As in the case of internal migration, people move 
across borders in search of better economic opportunities or 
safety, although such movements face more restrictions than 
domestic migration, through national migration policies. 
However, movement of people across countries in the region 
has become easier, especially within the Association of 
Southeast Asian Nations (ASEAN) and other sub-regional 
economic groupings. Cross-border emigration in Asia is 
propelled by various ‘push’ and ‘pull’ factors, including 
persistent inter-country disparities in development, stronger 
regional economic integration and divergent demographic 
dynamics. Changes in labour markets combine with technical 
progress and economic inter-linkages to create new demand 
for both skilled and less skilled migrant workers. Cross-
border emigration is also influenced by government policies, 
existing migration networks and private agencies that recruit 
migrant workers. The ‘push’ factors behind cross-border 
emigration include, inter alia, protracted natural disasters, 
wars and internal conflicts.  For example, war and drought 
have triggered cross-border emigration from Afghanistan into 
Pakistan and Iran, as has internal conflict from Myanmar into 
Thailand (ESCAP, 2008b).

The Asia-Pacific region is a major source of permanent emi-
gration to Australia, Canada, Europe, New Zealand and the 
United States. Several labour-surplus countries in Asia are ac-
tively involved in promoting labour emigration. However, the 
limited role of governments in the process of recruitment has 
led to widespread commercialization of migrant labour flows. 
Asian countries like China, India and the Philippines rank 
among the top 10 sources of immigrants to those more devel-
oped countries. Several others in the region report large-scale 
outflows in the form of contractual labour. Over the past few 
decades, the Philippines has remained at the top of the list of 
major source countries of migrant workers (UNHCR, 2006). 

Between 1990 and 2005, annual labour emigration from 
Bangladesh more than doubled from 103,000 to 252,000, 
soaring beyond 800,000 in 2007, with the Middle East and 
Malaysia as the main destinations.  From 1992 to 2002, 
labour migration from India to the Middle East averaged 
about 355,000 per year.  In 2006, some 712,000 Indonesians 
left to work abroad. Between 2000 and 2006, an average 
204,000 labour migrants left Sri Lanka every year, the ma-
jority to destinations in the Middle East. While these figures 
are high, they remain estimates and the actual numbers of 
migrant workers from the region are likely to be greater, since 
unknown numbers do not register with national authorities.

Human trafficking is a pernicious form of irregular migration 
that involves elements of deception, coercion, exploitation, 
abuse and violence. The economic vulnerability of the victims 
is often compounded by physical and psychological abuse, 

exposure to life-threatening conditions including sexually 
transmitted diseases and HIV/AIDS, as well as abuse at the 
hands of authorities. Human trafficking has been a growing 
category of transnational crime and a major issue of concern 
for many governments in the Asia-Pacific region. Initiatives 
have been taken by the South Asian Association for Regional 
Cooperation (SAARC) and the Association of South East 
Asian Nations (ASEAN) to combat human trafficking in their 
respective regions (ESCAP, 2008b).

Some countries like Thailand and Malaysia are both receivers 
and senders of international labour. For instance, Thailand 
exports labour to places such as Singapore and Taiwan, 
Province of China, and imports labour from Cambodia 
and Myanmar. The main reason for importing labour is the 
continuing need for a cheap workforce, in order to be able 
to produce goods and services in countries where economic 
development has already reached, or is on the threshold 
of reaching, industrialized status. Another reason is the 
depletion in the number of people amenable to agricultural 
and manual work in many receiving countries, which creates 
opportunities for foreign low-skilled workers.  Exporting 
labour occurs where unemployment is growing and through 
expansion of local business abroad. The complex system of 
recruitment and deployment of migrant workers is in itself an 
industry that supports the economic growth of the region.7

In the mid-1990s, 400,000 people from the Pacific 
subregion lived abroad. While not very significant relative to 
the sub-regional population as a whole (six million), the figure 
matters to the small countries and territories across that area, 
including Polynesia and Micronesia (Federated States). For 
instance, emigrants account for 75 per cent of the Polynesian 
population. As many as 30 to 40 per cent of the population of 
Samoa and Tonga are estimated to be living abroad. Most are 
in New Zealand (170,000), where between 1992 and 1997 
the three Pacific island countries of Samoa, Fiji and Tonga 
were among the top 10 countries of origin for immigrants 
(Connel, 2003).

A major benefit of international emigration is the flow of 
remittances to the home countries. In 2007 in the Asia-Pacific 
region, migrant remittances totalled US $121 billion (World 
Bank, 2008a). This is equivalent to nearly two-thirds of all 
foreign direct investment in developing countries. In India, 
China, Pakistan, Bangladesh and the Philippines, remittances 
are a major source of foreign currency holdings. At the 
household level, remittances improve economic security 
on top of providing income for investment, savings and 
entrepreneurial activities. Emigrant remittances have boosted 
the urban real estate market, as housing and property are safe 
and profitable forms of investment. For example, in the state 
of Kerala, India, and in many cities in the Philippines, the 
urban real estate market is driven largely by remittances from 
migrants in the Middle East. Although the average value of 
remittances per emigrant is small, the cumulative impact on 
land and house prices is quite tangible. 
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Forced migration due to conflicts and natural disasters
Forced migration is a general term that refers to the move-

ments of refugees and internally displaced people (those dis-
placed by conflicts, by natural or environmental disasters and 
by development projects). Since the year 2000, the world has 
witnessed over 35 major conflicts and some 2,500 disasters. 
Over two billion people have been affected, and millions have 
been forced to migrate. Many displaced persons move to-
wards cities in the hope of finding shelter and basic support. 
It happens often that displaced persons do not return back to 
their homes for fear of insecurity. As a result, destination cities 
experience demographic bulges (UNHCR, 2006). 

Many Asian countries have seen sudden increases of 
migrants in their urban areas, mainly in the capital cities, 
as a result of conflict. For example, and as a result of forced 
migration, the population of Kabul has more than doubled in 
the last 15 years from 1.6 million in 1995 to 3.7 million in 
2010 (see box 2.4).

Natural disasters have already caused considerable 
displacement in recent years in Asia. The impact of a 
disaster is not determined entirely by the magnitude of the 
event itself, but also by communities’ ability to respond. In 
many instances, the poor are the hardest hit. The late 2004 
Asian tsunami affected 14 countries after an earthquake off 
Indonesia. The tsunami accounted for 37 per cent of all 
recorded fatalities from natural disasters since the year 2000. 
The 2005 earthquake in the mountains of Pakistan garnered 
significant media attention because of the scope of the 
disaster. Almost 75,000 people died and 3.5 million were left 
homeless at the onset of winter. Cities near disaster-affected 
areas are usually the destination for many of the displaced 
persons (UNHCR, 2006). The number of forced migrants to 
cities in connection with global environmental and climate 
change (‘eco-refugees’) is likely to increase in the future (see 
Chapter 5 for more details).

Asian cities lack the capacity to deal with forced migrants. 
Forced migration leads to sudden rises in local populations, 
putting inordinate pressure on already inadequate urban 
services and infrastructure. Furthermore, in the short run, 
with more low-skilled workers available in the local labour 
market, wages decline, especially in the construction sector. 
Sudden large inflows of forced migrants also pose security 
risks in cities. For example, internal conflict has become the 
predominant threat to the security and stability of many 
of the small island nations in the Pacific, and particularly 
Melanesia. Since the late 1980s, social conflicts of varying 
nature and intensity have occurred in Papua New Guinea, 
Fiji, Vanuatu and the Solomon Islands. In the latter, ethnic 
conflict has led to deterioration in law and order and a 
flight of foreign investment from the capital and tourist hub 
Honiara. Whereas in rural areas a majority of the population 
lives on customary land and therefore retains access to food, 
the consequences of social and economic breakdown are most 
apparent in urban centres. Rapid population growth, poor 
infrastructure and inadequate labour markets have led to a 
crisis in urban governance (Talbot & Ronnie, 2007). 

As the internal strife of the previous decades abated somewhat, 
since 2002 3.5 million Afghan refugees have returned from 
neighbouring countries, of which one million to the Kabul area. 
In addition, many internally displaced persons (IDPs) have also 
moved to the capital. As a result, Kabul’s population grew by as 
high as 17 per cent per year between 1999 and 2002, before 
slowing down to about 5 per cent for the past few years, making 
the city one of the fastest growing in the world for its size class. 
The current population of Kabul is 3.7 million (2010), or 56.7 per 
cent of the country’s total urban population. 
As the capital and the largest city in the country, Kabul has a 
critical role to play in economic development and poverty 
reduction. At the same time, however, the challenges are 
daunting. For instance, basic services remain scarce due to 
massive wartime destruction, poor investment in infrastructure 
and rapid population growth. As a result, more than 50 per cent of 
the drains are not functional, with wastewater often over-flowing 
on the roads; only 10 per cent of households have the benefit 
of piped water supply, less than 5 per cent of households are 
connected to the sewerage network, and only about 50 per cent 
of solid waste is collected and transported to dumpsites. The 
extent of the damage to the city’s infrastructure, combined with 
a rapid increase in the population due to refugees and internally 
displaced people over the past five years, places an additional 
burden on central and local government, increasing the scale of 
reconstruction and development needed in the city. 

BOX 2.4: THE CHALLENGE OF 
RECONSTRUCTION AND DEVELOPMENT 
IN KABUL 

Source: Pushpa Pathak, Senior Urban Adviser to Kabul Municipality

▲

Kabul, Afghanistan. ©Manoocher Deghati/IRIN
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Urban corridors, mega-cities 
and mega urban regions

2.3

Mega-cities

Mega-cities in developing countries have 
long been the focus of media attention.  In 
popular writings on cities of the developing 
world, the largest receive the most 

attention. It may be a natural thing, when considering Asian 
conurbations, that those the size of Tokyo, Mumbai, Bangkok 
or Shanghai come readily to mind. The reasons are obvious 
and related to economic and social conditions. In 2005, the 
world’s 30 most productive cities generated 16 per cent of 
global output. The top 40 mega urban regions, which make 
up about 18 per cent of the world’s population, produce 66 
per cent of goods and services and 86 per cent of patented 
innovations (UN-HABITAT, 2010a; World Bank, 2008b; 
Montgomery et al., 2004; da Silva, 2008).

The number of mega-cities is increasing around the world 
and half of the world’s mega-cities (12 out of 21) are now 
found in Asia. In 1975, Tokyo stood out as the only mega-city 
in Asia. By the year 2000, the region housed 9 of the world’s 
largest urban agglomerations and by 2020, the number of 
such mega-cities might increase to 16 (see Table 2.11 and 
Chart 2.9). Mega-cities share common features like very large 
populations (from 10 million in Istanbul to 36 million in To-
kyo, as in the year 2010), extensive geographic sprawl, and 
economic and social dominance over regions or even coun-
tries (see Box 2.5). Two Asian mega-cities (Tokyo and Osaka-
Kobe) are located in a technologically advanced country where 
they play significant global roles. Tokyo is the largest city in 
the world (see Box 2.6) and will remain so for the next three 
decades. Cities in rapidly growing Asian economies – Delhi, 

Mumbai (formerly Bombay), Shanghai and Kolkata (former-
ly Calcutta) – are on the list of the top five Asian mega-cities 
(2010). Those in China (Shanghai, Beijing and Tianjin) have 
grown after decades of governmental attempts to limit their 
size. Initially, this took the form of outright controls on in-
ternal migration; but after liberalization, Chinese economic 
modernization policies effectively opened up many cities to 
the outside world, particularly those on the eastern seaboard. 
In South Asia, internal migration and natural increases con-
tribute to high rates of population growth in Delhi, Mumbai, 
Kolkata, Dhaka (see Box 2.7) and Karachi. Two Asian mega-
cities are national capitals (Istanbul and Metro Manila) and 
primate cities. They are the seats of national political power 
and significantly larger than other cities in the national urban 
hierarchy. The governance of mega urban regions is discussed 
in Chapter 6.

Some studies suggest that the United Nations underesti-
mates the populations of mega-cities. For example, the UN 
estimates the population of Seoul at 9.8 million (2010), 
which is consistent with municipal boundaries. Others, how-
ever, have estimated the city’s population at between 17 to 
23 million, depending on the way the urban agglomeration 
is defined. Likewise, the UN figure for Manila’s population 
is 11.63 million (2010), based on official boundaries and in-
clude Manila city together with 16 other municipalities. If 
the surrounding suburban expansion is included, however, 
the city’s population reaches 19 million. On the other hand, 
both Shanghai and Beijing rank as ‘Special Municipalities’ 
with the status of provinces, and include rural counties within 
their borders. In these cases, UN population numbers refer to 

▲

Kobe, Japan. ©J. Aa/Shutterstock
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As the world becomes more urban, new resi-
dents will continue to be distributed across cities 
of all sizes and much along the current prevalent 
pattern. In many instances, though, cities are 
merging together to create urban settlements 
on a scale never seen before. These new con-
figurations take the form of mega-regions, ur-
ban corridors and city-regions. Mega-regions 
are natural economic units that result from the 
growth, convergence and spatial spread of geo-
graphically linked metropolitan areas and other 
agglomerations. They are polycentric urban clus-
ters surrounded by low-density hinterlands, and 
they grow considerably faster than the overall 
population of the nations where they are located. 
Urban corridors, on the other hand, are charac-
terized by linear systems of urban spaces linked 
through transportation networks. Other dynamic 
and strategic cities are extending beyond their 
administrative boundaries and integrating their 
hinterlands to become full-blown city-regions. 
These are emerging in various parts of the world, 
turning into spatial units that are territorially and 
functionally bound by economic, political, socio-
cultural, and ecological systems. All of these new 
urban configurations—cities in clusters, corridors 
and regions—are becoming the new engines of 
both global and regional economies.

Mega-regions today are accumulating even larger 
populations than any mega- or meta-city (defined 
by UN-HABITAT as a city with a population 
over 20 million), and their economic output is 
enormous. The population of China’s Hong Kong-
Shenzhen-Guangdong mega-region, for example, 
is about 120 million, and it is estimated that 
Japan’s Tokyo-Nagoya-Osaka-Kyoto-Kobe mega-
region is likely to be host to 60 million by 2015. 
Although more widespread in North America 
and Europe, mega-regions are happening in Asia 
and other parts of the world as cities converge 
apace, with the typical huge demographic 
concentrations, large markets, significant 
economic capacities, substantial innovative 
activities and high skills that come with them. 
Recent research shows that the world’s 40 
largest mega-regions cover only a tiny fraction 
of the habitable surface of our planet, and are 
home to fewer than 18 per cent of the world’s 
population, even as they account for 66 per cent 
of global economic activity and about 85 per cent 
of technological and scientific innovation.
Urban corridors, in contrast, present a new type 
of spatial organization with specific economic 
and transportation objectives. In urban corridors, 
a number of city centres of various sizes are 
connected along transportation routes in linear 
development axes that are often linked to a 
number of mega-cities. New developments 
in fringe areas experience the fastest growth 
rates and the most rapid urban transformation. 
An example is the industrial corridor developing 
in India between Mumbai and Delhi, which 
will stretch more than 1,500 kilometres from 
Jawaharlal Nehru Port (in Navi Mumbai) to Dadri 
and Tughlakabad (in Delhi). Another good example 
is the manufacturing and service industry corridor 
in Malaysia’s Kuala Lumpur, clustered within the 
Klang Valley conurbation that stretches all the 
way to the port city by the same name. The best 
illustration of a mature urban corridor is the 1,500 
kilometre-long belt stretching from Beijing to 
Tokyo via Pyongyang and Seoul, which connects 
no less than 77 cities with populations of 200,000 
or more. Over 97 million people live in this urban 
corridor, which, in fact, links four separate 
megalopolises in four countries, merging them 
into one as it were.
Urban corridors are changing the functionality 
of cities and even towns both large and small, 
in the process stimulating business, real estate 
development and land values along their ribbon-
like development areas. They are also improving 
inter-connectivity and creating new forms 

of interdependence among cities, leading to 
regional economic development growth. In some 
cases, however, urban corridors can result in 
severe urban primacy and unbalanced regional 
development, as they strengthen ties to existing 
economic centres rather than allowing for more 
diffused spatial development.
City-regions come on yet another, even larger 
scale as major cities extend beyond formal 
administrative boundaries to engulf smaller ones, 
including towns. In the process, they also absorb 
semi-urban and rural hinterlands, and in some 
cases merge with other intermediate cities, 
creating large conurbations that eventually form 
city-regions. Many such city-regions have grown 
enormously over the last 20 to 30 years, owing 
to the effects of agglomeration economies and 
comparative advantages. The extended Bangkok 
Region in Thailand, for example, is expected to 
expand another 200 kilometres from its current 
centre by 2020, growing far beyond its current 
population of over 17 million. Some of these city-
regions are actually larger in both surface area 
and population than entire countries like Belgium, 
the Czech Republic or the Netherlands. 
Mega-regions, urban corridors and city-regions 
are creating a new urban hierarchy. The scope, 
range and complexity of issues faced by these 
regional urban systems require innovative 
coordination mechanisms for urban management 
and governance. The World Bank* has identified 
the three main issues that these configurations 
face, namely:

•	 Coordination, “conceiving the development 
of cities in parallel with the development of 
regions and subregions, rather than isolated 
nodes in economic space”, a process that calls 
on metropolitan, regional and even national 
planners to work together;

•	 Broader plans for regional planning/
development, “requiring dispersion of specific 
urban functions (i.e., solid waste treatment, 
airports, skills and training centres) within a 
continuous region, rather than crowding them 
in a large city”; and

•	 Coping with horizontal fiscal disparities, and 
more specifically “designing mechanisms 
to transfer fiscal resources among urban 
governments in a region.” 

* Indermit & Homi. An East Asian Renaissance: Ideas 
for Economic Growth. Washington, D.C.: World  
Bank, 2007

BOX 2.5: ASIA’S NEW URBAN CONFIGURATIONS

▲

Kuala Lumpur, Malaysia. ©Ronen/Shutterstock

Source: UN-HABITAT (2010a)
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these special municipalities, and therefore overestimate their 
populations (Richard et al., 2006).

Mega-cities account for only 11 per cent of Asia’s urban 
population (see Table 2.13), but like all those around 
the world they act as dominant forces in the regional and 
global economies on top of significant contributions to their 
respective countries. They are also knowledge centres, often 
concentrating the best national educational and research 
institutions, as well as cultural centres, allowing a variety of 
cultures to coexist and thrive. 

Many of these mega-cities have grown on the back of 
concentrations of manufacturing industries. Over time, the 
top segments of the services sector have come to concentrate 
in these cities, too, in order to benefit from agglomeration 
economies. Many mega-cities are also the seats of power, 
either as national capitals or as major economic or financial 
centres. People, infrastructure and capital are concentrated 
in mega-cities, and so is the political and social power 
that reinforces their role as powerful engines of national 
development. Media concentrations in mega-cities enable 
these to influence sub-national and national policies. Public 
investment in infrastructure is substantial and this, in turn, 
fuels urban agglomeration economies. The services sector 
is particularly prone to agglomeration and typically prefers 
central city locations.

The spin-offs from the concentrations of manufacturing 
and services in mega-cities are enormous and further attract 
people and capital. This continued expansion defeats efforts 
to move business away from the core of these cities. As the 
populations and surface areas of Asian mega-cities kept 
expanding, inadequate infrastructure in the peripheries 
caused densification of the core, since people prefer to remain 
in the inner city where infrastructure is relatively better. The 
compact form of Asian mega-cities results from these high 

  1975 2000 2010 2020*

Ranking City
Pop. 
(mil.) Ranking City

Pop. 
(mil.) Ranking City

Pop. 
(mil.) Ranking City

Pop. 
(mil.)

1 Tokyo 26.61 1 Tokyo 34.45 1 Tokyo 36.67 1 Tokyo 37.09

 

2 Mumbai 16.09 2 Delhi 22.16 2 Delhi 26.27
3 Delhi 15.73 3 Mumbai 20.04 3 Mumbai 23.72
4 Shanghai 13.22 4 Shanghai 16.58 4 Shanghai 19.09
5 Kolkata 13.06 5 Kolkata 15.55 5 Dhaka 18.72
6 Osaka-Kobe 11.17 6 Dhaka 14.65 6 Kolkata 18.45
7 Dhaka 10.28 7 Karachi 13.12 7 Karachi 16.69
8 Karachi 10.02 8 Beijing 12.38 8 Beijing 14.30
9 Moscow 10.00 9 Manila 11.63 9 Manila 13.69

 

10 Osaka-Kobe 11.34 10 Istanbul 11.69
11 Moscow 10.55 11 Moscow 11.66
12 Istanbul 10.52 12 Osaka-Kobe 11.37

13 Shenzhen 10.59
14 Chongqing 10.51
15 Guangzhou 10.41
16 Jakarta 10.26

densities and has also promoted mixed uses. While this may 
make streets more congested and chaotic, the flip side of urban 
density is enhanced efficiency through reduced commuting 
between residence and work places.   

The economies of mega-cities are often as large as those 
of some countries and, as is the case in Asia, their pace of 
growth can outstrip the national average. The problem is 
that the benefits of high economic growth are not necessarily 
shared by all residents. Indeed, Asian mega-cities display such 
stark inequalities in residents’ conditions that they seem to be 

*Projections
Source: United Nations (2010)

Table 2.11: Asian cities with populations of 10 million or more 
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Chart 2.9: The top 10 Asian mega-cities
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The greater Tokyo region, including the 
prefectures of Chiba, Kanagawa and Saitama, is 
the most heavily populated metropolitan region 
in the world with over 35 million. The Tokyo 
Metropolitan Region consists of 23 wards, 26 
cities, five towns and eight villages. It is home 
to 26 per cent of Japan's total population. The 
Japanese capital is one of the world’s three 
leading financial centres along with New York 
and London. Tokyo’s metropolitan economy 
is the largest in the world, with a total gross 
domestic product equivalent to US $1,191 billion 
in 2005. Tokyo also serves as a hub for Japan’s 
transportation, publishing and broadcasting 
industries.
The history of the city of Tokyo stretches back 
some 400 years. Originally named Edo, the 
city started to flourish after Tokugawa Ieyasu 
established his shogunate there in 1603. As 
the centre of politics and culture in Japan, 
Edo grew into a huge city with a population 
of over a million during the 18th century. The 
Edo Period lasted for nearly 260 years until the 
Meiji Restoration in 1868, when the Tokugawa 

shogunate ended and imperial rule was restored. 
The Emperor moved to Edo, which was renamed 
Tokyo. 
Like many other cities in Japan, Tokyo is prone 
to earthquakes and flooding. In September 
1923, the city was devastated by the Great 
Kanto Earthquake. During the rebuilding process, 
suburban districts were developed with rail 
connections to the city centre. In 1941, the dual 
administrative system of Tokyo-fu (prefecture) 
and Tokyo-shi (city) was abolished and a 
metropolitan structure was established with a 
governor as head of the city administration. Tokyo 
expanded dramatically after World War II. By the 
1980s, the city had become a major centre for 
global business, finance, technology, information 
and culture.
Being home to a relatively wealthy and 
homogenous population, the city is composed 
of narrow building plots and closely packed 
commercial districts such as Shibuya, Shinjuku, 
Ginza or the new Roppongi Hills development. 
The Greater Tokyo area is a consistently dense 
and multi-centred urban region that is well-served 

by an integrated system of trains, underground 
and buses used by nearly 80 per cent of daily 
commuters. For all its scale and complexity, 
Tokyo provides a highly efficient urban model 
and is now seeking to make greater use of its 
assets based on denser development clusters 
near the centre, and regenerating the under-used 
waterfront along Tokyo Bay. 
Rapid developments in the Tokyo region 
have led to a slew of urban problems such as 
environmental degradation, traffic congestion 
and deficient disaster preparedness. From 
1986 onwards, land and stock prices spiralled 
upwards, a phenomenon known as a ‘bubble’. 
While development spread to the suburbs, 
urban infrastructure such as drainage and the 
road network did not catch up with the rapid 
increase in housing construction. Restricting 
demographic growth to the outskirts has become 
difficult; associated problems such as excessive 
demographic concentrations, heavy congestion 
of railways and roads, and the deterioration 
of the urban environment in residential areas, 
remain major challenges. 

BOX 2.6: TOKYO, THE WORLD’S LARGEST MEGA-CITY

split between a rich and a poor city, with large proportions of 
the poor living in slum and squatter settlements. Chapter 4 
focuses on poverty and inequality in Asian cities.

A consequence of the large size of mega-cities is that they are 
also plagued by a variety of problems. One of the more common 
of these has to do with highly competitive land markets that 
drive the poor, as well as long-established businesses, away to 
the periphery, resulting in longer commuting distances. This 
phenomenon calls for efficient, high-speed transit systems, 
which many Asian mega-cities lack. As a consequence, all 
roads to the city centre are congested during the morning 
and evening peak commuting hours. Congestion leads to 
long delays, air and noise pollution. These types of nuisance 
have cascading effects on the costs of transport and on 
health, not to mention those, of a longer-term nature, on the 
environment. High concentrations of activities in mega-cities 
also put infrastructures and services under severe strain.

However, multiple business and other connections with 
the rest of the world are not the sole privilege of mega-
cities. Some medium-sized cities also play significant roles 
in global trade through product specialization. For example, 
in Pakistan, Sialkot produces sports and medical goods, and 
Faisalabad specialises in apparel, like Bandung in Indonesia. 
In India, Jaipur produces gems, as does Kanchanaburi in 
Thailand. These urban centres compete in the global market 
and command major shares of trade in these specialty items. 
The problems they face are similar to those of mega-cities, 
albeit on an admittedly smaller scale.

Source: Inputs from UN-HABITAT Regional office for Asia and the Pacific; and	  http://www.metro.tokyo.jp/ENGLISH

‘Mega’ urban regions and urban corridors
These are very large urban areas the size of fully-fledged re-

gions and are often referred to as Extended Metropolitan Re-
gions (EMR). Many such mega-urban regions have emerged 
in Asia. For example, the “bullet train” corridor making up 
the Tokyo-Yokohama-Nagoya-Osaka-Kobe-Kyoto backbone 
of Japan’s development, and the Beijing-Tianjin-Tangshan-
Qinhuangdao transportation corridor in Northeast China, 
are huge mega-urban regions characterized by almost unbro-
ken urban, built-up areas. The Manila-centred mega-urban 
region in the Philippines nearly spreads over the whole island 
of Luzon. In Indonesia, the so-called ‘Jabodetabek’ (Jakarta-
Bogor-Debok-Tangerang-Bekasi) area stretches all the way to 
the medium-sized city of Bandung. In southern China, the 
population of the urban cluster made up of Shanghai, Nan-
jing, Suzhou, Changzhou, Zhenjiang, Nantong, Yangzhou, 
and Wuxi is estimated at more than 73 million, while the 
Guangzhou-Shenzhen-Hong Kong-Macao-Zhuhai region in 
the Pearl River Delta is host to 150 million.

These mega urban regions are important for national 
economies. They make major contributions to national 
output and are homes to large proportions of a country’s 
population. For example, Tokyo’s extended metropolitan 
region is host to 40 million, or almost one-third of Japan’s 
total population, and almost one in two South Koreans live 
in Seoul. In Taiwan, Province of China, 37 per cent of the 
population reside in Taipei. It often happens that in mega 
urban regions, demographic growth at the core is much 
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slower than in the periphery. Many rural settlements and 
small or medium-sized towns on the periphery of mega 
urban regions are growing rapidly (see Table 2.12). In the 
Bangkok Metropolitan Region, between 1990 and the year 
2000, the core population grew at less than one per cent per 
year, compared with 3.3 per cent in the peripheral area. A 
similar pattern prevailed in Jakarta during the same period. 
In Manila, however, the population in both the core and the 
periphery grew at similar rates during that same decade.

Mega urban regions and urban corridors are part of the 
restructuring of urban territorial space that comes with glo-
balization. While the concentration of economic activities in 
these large urban areas stands out as one of the positive out-
comes of agglomeration economies, the sheer size of these 
areas also generate diseconomies of scale. For instance, the 
mega-cities at the core of mega urban regions are beset with 
high real estate prices, traffic congestion and poor environ-
mental quality. These negative externalities drive firms and 
households away from core city locations to the periphery 
with cheaper land and better environmental quality. Such 
developments usually occur along transportation corridors, 
which link the small and medium-size cities along the cor-
ridor and help form the mega urban region. These connec-
tions relieve pressure on land and services in the core city, 
promote growth in the rural hinterland, and enable small and 
medium-sized towns in the mega urban regions to partake in 
the economic growth process.

Mega Urban 
Region

Population
1990 (1,000s) 

Population
2000 (1,000s) 

Average
Annual

Increase (%)

Bangkok (BMR) 5 882 6 320 0.72

Rest of BMR 2 707 3 760 3.30

BMR 8 590 10 080 1.60

Thailand 54 549 60 607 1.05

Jakarta 8 259 8 385 0.16

‘Botabek’1 8 876 12 749 3.70

‘Jabotabek’2 17 135 21 134 2.10

Indonesia 179 379 202 000 1.20

Metropolitan Manila 7 945 10 491 2.90

Manila outer zone 6 481 9 458 3.90

Manila EMR3 14 426 19 949 3.30

Philippines 60 703 72 345 1.80

Dhaka is one of the fastest expanding mega-
cities in the world, with its population growing an 
average 5.6 per cent per year. In 2010, its popu-
lation is 14.6 million that is projected to grow to 
18.7 million in 2020. The capital of Bangladesh 
receives an estimated 300,000 to 400,000 new 
migrants every year. The Centre for Urban Stud-
ies at Dhaka University estimates that around 
140,000 ‘eco-refugees’ (i.e., affected by floods) 
move to the city every year. Most come from 
rural areas in search of opportunities for new 
livelihoods. The migrants’ contribution to Dhaka’s 
economic growth is significant, as they provide 
much-needed labour for manufacturing, services 
and other sectors. However, this migration also 
adds tremendous strain on an already crowded 
city, with only limited scope for any expansion 
of habitable land due to Dhaka’s peculiar topog-
raphy (being located on the lower reaches of the 
Ganges Delta). 

The attractions of Dhaka to migrants come as no 
surprise – it is a dynamic city and has attracted 
substantial industrial investments, particularly 
in the readymade apparel industry, with the 
attendant demand for workers and services. 
However, the city is increasingly characterized 
by large slums, poor housing, traffic congestion, 
water shortages, and poor urban governance, 
which results in mounting law and order 
problems. The poor mainly live in slums scattered 
throughout the city, of which nearly 80 per cent 
are located on privately-owned land that is 
devoid of basic services. In the poorest quintile of 
Dhaka’s population, only 9 per cent of households 
are connected to the sewerage network, and only 
27 per cent obtain water through piped supply 
(compared with 83 per cent of the wealthiest 
quintile). Spatial mapping shows that only 43 
of the 1,925 identified slums have a public toilet 
within 100 metres. Many slum settlements are 

within 50 metres of the river and are exposed to 
frequent flooding. 
Urban management in Dhaka is a major 
challenge. As many as 40 different agencies 
are involved, with little coordination or planning. 
As a result, major gaps characterize services 
and infrastructure. The poorer segments of the 
population are particularly affected as they lack 
the resources to find alternative ways of meeting 
their basic needs. Dhaka has not been able to 
keep up with the needs of a rapidly growing 
population. The environment has deteriorated at 
a sustained pace. The city is prone to frequent 
flooding, especially during the rainy season. 
Traffic congestion causes serious air pollution. 
A large slum population and poor quality housing 
have combined with water shortages, poor 
sanitation and inadequate drainage to lower the 
quality of life in Dhaka to a significant degree for 
the average resident. 

BOX 2.7: DHAKA: MANAGING GROWTH IN A POOR MEGA-CITY

Sources: World Bank (2007b), UNEP (2005)

Table 2.12: Mega-urban regions in South-East Asia – 
Population, 1990-2000

¹ Short for the conurbation including Bogor, Tangerang and Bekasi
² Short for the conurbation including Jakarta, Bogor, Tangerang and Bekasi
³ Short for Extended metropolitan region
Source: Jones (2001) 
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Small and medium-sized cities
2.4

▲

Port Vila, Vanuatu. Small and medium-sized cities in the Pacific pose unique development challenges. ©Brian Philips

Urbanization in Asia is broad-based rather than 
concentrated in just a few cities. The urban 
population is distributed over a range of city 
sizes. Nearly half the urban population of Asia 

lives in small and medium-sized cities of less than 500,000.8 
The distribution of settlements in many Asian countries 
conforms to the ‘rank-size rule’.9 Cities of all sizes are often 
well distributed over the geographic expanse. There are, 
however, some exceptions to this rule. Some countries (e.g. 
Afghanistan, Cambodia, Mongolia and Thailand) exhibit 
clear signs of urban primacy, with Kabul, Phnom Penh, 
Ulaanbaatar and Bangkok accounting for over 50 per cent of 
the urban population of their respective countries.

In Asia, urban settlements with fewer than 500,000 
inhabitants have maintained that ‘primate’ share of around 
50 per cent in recent decades, and are expected to keep it 
over the next two decades (see Chart 2.10). Countries 
for which more details are available suggest that small and 
medium-sized towns account for significant proportions of 
the urban population. For example, in India, around 50 per 
cent of the 285 million urban dwellers live in towns with 
populations under 100,000. The demographic growth rates 
of many of these small towns are not very different from 

those of large cities. In China’s mega urban regions along 
the coast, small towns with populations under 100,000 have 
expanded rapidly, too, in a sharp contrast with the declining 
demographic growth rates in small towns in the hinterland.  

Small and medium-sized towns typically perform a vari-
ety of roles. They serve as local ‘growth centres’, i.e., markets 
for rural products and urban services. In a rapidly growing 
economy, where major activities are concentrated in large ur-
ban centres, small and medium-sized cities play an important 
role, providing indirect links between the rural and the global 
economy through connections to large cities. This is especially 
true of those small cities located in the mega urban regions, 
which have grown far more rapidly than those of the same size 
in rural areas. Many small towns also serve as administrative 
headquarters for district or sub-district administration.

Small and medium-sized cities often serve as temporary 
‘stepping-stones’ for rural migrants on their way to further 
destinations. In many countries, these subsequent urban-
to-urban migration streams are as significant as rural-to-
urban flows. The bulk of urban-to-urban migration is from 
small and medium-sized cities to larger ones. In mega urban 
regions, this may also involve migration from large to small or 
medium-sized cities in the periphery.
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Chart 2.10: The distribution of settlements in Asia

*Projections
Source: United Nations (2010)

Despite their significant role as links between rural and 
urban economies, small and medium-sized cities feature poor 
infrastructure – unpaved roads, inadequate water supply and 
sanitation, poor telephone and Internet connectivity and 
erratic power supply. Hewett and Montgomery (2001) show 
that smaller cities are less well served than larger ones. Far 
from negligible as they can be on occasion, these intra-urban 
differences are not as large as urban-rural differences in access 
to services. India’s smaller towns, and particularly those with 
populations under 50,000, typically feature low incomes per 
head and high incidence of poverty. This incidence is inversely 
proportional to the size class of cities, i.e., the smaller a town, 
the poorer it will be. The percentage of households that are 
deprived of access to basic amenities, such as drinking water, 
toilets and electricity, is also inversely proportional to the size 
of urban centres in India (Kundu & Bhatia, 2002). Smaller 
cities also typically benefit from fewer human, financial and 
technical resources. These deficiencies constrain economic 
growth in small towns, which as a result often remain as 
service centres for the rural hinterland. 

Population

Size Class of Cities Number of
Agglomerations

Combined Population 
(1,000s)

Urban Population 
(%)

10 million or more 11 184 642 11

5 to 10 million 20 145 062 8

1 to 5 million 191 372 490 21

500 000 to 1 million 275 190 525 11

Fewer than 500 000 - 864 595 49

Total urban - 1 757 314 -

Total rural - 2 409 427 -

Total - 4 166 741 -

Most Asian countries have deployed policies to strengthen 
the role of small and medium-sized towns, but it is generally 
agreed that these schemes have not worked well. One frequent 
reason was that such programmes were designed at national 
level, and therefore failed to recognize the factors specific to 
each urban centre. Moreover, in many countries, government 
control over agricultural prices did not provide adequate 
stimulus for agro-processing in small towns. Another factor 
was that industrialization policies were not often targeted at 
small enterprises (Satterthwaite & Tacoli, 2003). 

What seems to have worked in favour of small and 
medium-sized town development, though, is the trend 
toward decentralization in Asian countries. In many of these, 
smaller cities have begun to benefit from incipient political 
and administrative decentralization, under which national 
governments are devolving some of their powers, including 
revenue-raising, to local authorities. The smaller of these 
have found that devolution opened up fresh opportunities to 
become financially stronger and exercise the powers devolved 
on them (see Box 2.8). Better resourced, more adept and 

Source: United Nations (2010)

Table 2.13: Population distribution in Asia, 2010
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Decentralization and democratization have helped small towns 
in Indonesia and the case of Tarakan proves the point. This is a 
251-sq. km island-city in East Kalimantan with a population of 
160,000. Historically, Tarakan served as a trading centre and a 
stopover or transit point for travellers in the East Kalimantan–
Sulawesi–Sabah area. During Dutch occupation, the town was 
an oil exploration centre and as such attracted many migrants. 
However, the oil sector now contributes only around 6 per cent 
(US $7.7 million) of Tarakan’s total annual production of goods and 
services (equivalent to US $120 million). After decentralization 
became effective in 2001 and under the strong leadership of 
its mayor, Tarakan underwent significant changes, especially in 
the areas of good governance, urban management, financing, 
and cost recovery as well as environmental sustainability. 
These innovations and changes have led to a development-
orientated approach in which economic growth is balanced with 
environmental protection and social advancement. The initiative 
behind innovative changes in Tarakan is mostly local with the 
mayor taking a dominant role, and with minimum external support 
from national government or aid from donor agencies.

BOX 2.8: DECENTRALIZATION: BEST 
PRACTICE FROM TARAKAN, INDONESIA

Source: Sarosa (2006)

accountable local authorities in smaller urban centres are able 
to compete with larger cities for new investment, and help 
retain added value from local productions that hold the best 
promise for more decentralized urban systems. However, due 
to their poor management capacities, local authorities have 
not been able fully to benefit from the opportunities afforded 
by decentralization (Tacoli, 2003).

In many Asian countries, efforts are underway to support 
infrastructure development in small and medium-sized 
towns. India, for instance, launched an Urban Infrastructure 
Development Scheme for Small and Medium Towns in late 
2005. Beyond improved infrastructures, the objective is 
to “help create durable public assets and quality-orientated 
services in cities and towns, and promote planned integrated 
development” (GoI, MoUD, 2009:3).

In China, small town development policies have resulted 
in a massive effort to build small cities across the country, 
in a bid to absorb excess rural populations that were surplus 
to requirements on farms. This ‘rural urbanization’ policy 
is encapsulated in the slogan, “Leave the land, but not the 
countryside; enter the factory, not the city”. The aim is to 
channel agricultural labourers into new towns and small 
cities that are close to the countryside. Small market towns 
and townships are upgraded into incorporated towns, and 
major towns are being developed into small cities (Gale & 
Dai, 2002).

▲

Feng Huang Cheng (Phoenix Town), Hunan Province, China. ©Henry Tsui/Shutterstock
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Density and the pace of urbanization
2.5

2.5.1  Urban densities in Asia-Pacific

Unlike their counterparts in other regions, Asian 
cities are very dense from a demographic point 
of view. Average urban densities range from 
10,000 to 20,000 per sq. km, which is almost 

double the rates in Latin America, triple those in Europe, and 
10 times those found in US cities. This comparison across 
continents clearly suggests that although many Asians do not 
live in cities, those who do are crowded into relatively small 
areas (World Bank, 2007a).

Of the top 20 densest cities in the world, 16 are in Asia (see 
Chart 2.11), the other four are Bogotá, Kinshasa, Lagos and 
Lima. A good way of gauging the demographic density of Asian 
cities is to compare them with others in the world – London, 
Moscow and Tokyo have approximately the same density, but 
Mumbai is six times denser. Densities in New York and Paris 
are lower by half than those found in Bangkok. Shanghai 
accommodates six million people within a seven km. radius, 
but Seoul hosts just as many within a 10 km radius and Paris 
within a 14 km radius. Still, the geographic expanse of a city is 
not the only factor affecting demographic density: also at play 
are complex interactions among land markets, transportation 
systems, local culture and government decisions.

At the moment, the inner cities of Asia’s urban areas are 
undergoing major spatial transformations, the origins of 
which are of a cultural nature. 

“The production of globally orientated spaces in the inner city 
cores can be seen in the massive and continuing construction of 
office and hotel space mostly by transnational corporations… 
The production of consumption spaces can be observed by the 
immense conversion of living space into commercial space 
in the city cores…[which] are increasingly developing into 
a place of consumption, with modern supermarkets, fancy 
restaurants, and posh coffee and retail shops…in the urban 
periphery, large shopping complexes have been established” 
(Douglass & Huang, 2007:22).10

Asian cities have been dense for centuries. Beijing’s hutongs, 
Hanoi’s Old Quarter (the ‘36 streets’), Delhi’s Katras and 
Ahmedabad’s Pols provide glimpses of how dense these cities 
already were in medieval times. In modern Asian cities, 
demographic densities vary significantly within built-up areas, 
with high concentrations in some locations. The pattern of 
densities within the built-up area is an important factor in 
land use efficiency (Bertaud, 2007). In general, a city’s land 
use is considered more efficient when the pattern of densities 
reduces daily commuting distance, with employment 
concentrated in or around the centre or in a few specific areas. 
Higher densities towards the centre and lower densities in the 
periphery is the pattern prevailing in most cities of the world. 

Density in cities is affected by the modes of transport 
available to commuters. In high-density cities, the commuting 

▲

Mumbai is the densest city in the Asia-Pacific region. ©Sapsiwai/Shutterstock
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Chart 2.11: Density in Asian cities (residents per sq km)

Source: http://www.citymayors.com/statistics/largest-cities-density-125.html 11

population typically resorts to the proper public transport 
services available rather than to personal vehicles, and the 
situation is the reverse in low-density cities. High-density 
cities are not suitable for high rates of private car use, as road 
capacity per person is low. Moreover, private automobiles take 
up large amounts of space when in motion and for parking, 
and these two types of congestion can become very serious in 
dense cities even when only a small proportion of the resident 
population own cars. Still, in some high-density cities like 
Tokyo, Singapore, Mumbai and Hong Kong, China, public 
transport systems work well and carry millions of commuters 
daily. These tend to be the exception, though, as many 
Asian cities lack well-functioning public transport systems 
and commuters have little alternative but personal vehicles. 
This creates major traffic congestion and results in longer 
commuting times. Such cities must plan for lower densities in 
central areas; they must also spend more on public transport 
(Bertaud, 2007), as some Asian cities have done in recent 
years: Delhi and Bangkok now have underground railway and 
skytrain networks, and both Manila and Kuala Lumpur have 
introduced light rail transit (LRT) systems.

Walking or cycling is an efficient mode of individual trans-
port, and one that is compatible with high densities, including 
the narrow streets of the old quarters of Asian cities. In Viet 
Nam, the contrast between two dense cities is very visible. 
The capital Hanoi has retained its character, with traditional 
old residential buildings and shops in the central area. While 
bicycles remain a major mode of transport, motorcycles and 
electric bikes are becoming the preferred form, and cars are 
the exception. One of the defining features of Ho Chi Minh 
City, on the other hand, is a more modern make-up, includ-
ing wide boulevards and increasing numbers of automobiles. 
The commercial core of the city is crowded and as in so many 
Asian cities, it has become increasingly difficult to travel there 
by foot or bicycle. Chapter 4 (on poverty and inequality in 
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Asian cities) further discusses urban transport.
Land markets in high-density cities reflect the growing 

demand for land in central urban areas. Scarce supply drives 
up land prices in prime locations. The business districts in 
Mumbai, Shanghai and Hong Kong, China, command 
higher property values than those in London, New York or 
Tokyo. Of the world’s top 10 expensive cities in terms of 
property prices, four are in Asia – Tokyo, Singapore, Mumbai 
and Hong Kong, China, with Mumbai being the only one in 
10 located in a developing economy. Residential apartment 
prices in Hong Kong, China, range from US $10,490 to US 
$14,780 per sq. m., compared with US $7,600 to US $11,870 
in Tokyo, up to US $11,500 to US $13,340 in Singapore 
and US $8,600 to US $10,300 in Mumbai. By comparison, 
Chinese cities are significantly cheaper by global standards. 
Prices of flats in Shanghai range between US $2,870 and US 
$3,540 per sq. m. while those in Beijing are priced at US 
$2,100 to US $2,330 per sq. m. In South-East Asia, the price 
of a 120 sq. m. condominium in Jakarta is around US $1,073 
per sq. m., i.e., cheaper than in Kuala Lumpur (US $1,400), 
Manila (US $1,969) or Bangkok (US $2,819).12

As a market response to land demand, high density results 
in more efficient use of space. It acts as a cure for urban sprawl 
as it makes cities more compact and hence more efficient from 
the perspective of infrastructure investment. Government 
actions, through planning regulations and investments in 
infrastructure, can also have a significant impact on densities 
and prices. Density is measured with the floor-area ratio 
(FAR), i.e., the ratio between the total built-up space and the 
plot area, which assesses the intensity of land use. For instance 
in New York City, the floor-area ratio varies from 15 in the 
Wall Street district to 0.4 in suburbs. In some Asian cities like 
Bangkok and Shanghai, the maximum authorised floor-area 
ratio is 10, i.e., total built-up space can be up to 10 times 
the plot area. In market economies, local floor-area ratios are 
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closely linked to local demand for floor space: high demand 
means high ratios. When local planning laws restrict floor-
area ratios in order to control densities, the resulting shortages 
in the supply of built-up space lead to higher property prices. 
While there is no ideal floor area ratio, urban planning in 
Asia must recognize that demand for land is bound to grow in 
rapidly expanding cities, a phenomenon which planning laws 
must facilitate rather than constrain. 

2.5.2  Pace of urbanization in Asia-Pacific
The high density of Asian cities is also often seen as a 

result of their own rapid expansion. Together with lack of 
serviced land, inadequate infrastructure in the periphery 
leads to higher concentrations of people in and around city 
centres. Cities’ ability to invest in infrastructure in response 
to expanding populations has a direct bearing on densities.

Although the growth in the Asia-Pacific region’s urban pop-
ulation is faster than in Latin America and the Caribbean and 
the world average, it is slower than in Africa. In Asia, urban 
population growth is projected to slow down from an annual 
3.2 per cent rate during 1990-1995 to 2.2 per cent between 
2010 and 2015 (see Table 2.14).  Within the Asia-Pacific re-
gion, this slowdown is clearly visible since the early 1990s (see 
Chart 2.12).

The pace of urbanization is dependent on many factors, and 
simple projections based on past trends may not be correct. 
For example, Kolkata, Seoul and Chennai (formerly Madras) 
had fewer residents in the year 2000 than was forecast by 
the United Nations in 1985. In many Asian countries, the 
prospective ‘tipping point’ of 50 per cent urban populations 
has been pushed back due to the above-mentioned slowdown 
in urban demographic expansion. For instance, India’s 2001 
census showed that urban population numbers were much 
lower than predicted earlier. On a worldwide scale, the growth 
rate of the urban population is expected to slow down over 
the next few decades.   	

Asia’s 20 fastest-growing cities are listed in Table 2.15. All 
had populations above 500,000 in 2005, and as many as 15 

Region 1990-1995 1995-2000 2000-2005 2005-2010 2010-2015* 2015-2020* 2020-2025* 2025-2030*

World 2.4 2.2 2.2 1.9 1.8 1.8 1.7 1.5

Asia 3.2 2.9 2.8 2.3 2.2 2.0 1.9 1.7

Oceania/Pacific 1.5 1.4 1.5 1.3 1.2 1.2 1.2 1.1

Europe 0.3 0.1 0.3 0.4 0.4 0.3 0.3 0.2

North America 1.7 1.7 1.4 1.3 1.2 1.1 1.0 0.9

Latin America and the Caribbean 2.5 2.2 1.9 1.6 1.4 1.2 1.0 0.9

Africa 3.8 3.4 3.4 3.4 3.3 3.1 3.0 2.8

Table 2.14: Urban growth rates in world’s regions, 1990-2030* (%)

*Projections
Source: United Nations (2007a)

▲

Residential apartments in Hong Kong, China, range from US $10,490 to US $14,780 
per sq. m. ©Oksana.perkins/Shutterstock
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Rank Country City Urban Population
1995

(1,000s)

Urban Population
2005

(1,000s)

Urban Population 
Growth Rate

(% /Year)

Population
Doubling Time

(Years)

1 China Shenzhen       2 304       7 233 11.44 6.4

2 China Suzhou, Anhui         623       1 849 10.88 6.7

3 China Shangqiu         574       1 650 10.56 6.9

4 China Xinyang         571       1 450 9.32 7.8

5 China Nanyang, Henan         753       1 830 8.88 8.1

6 China Xiamen       1 124       2 371 7.46 9.6

7 China Wenzhou       1 056       2 212 7.39 9.7

8 China Luzhou         706       1 447 7.18 10.0

9 China Nanchong       1 029       2 046 6.87 10.4

10 China Fuyang         376         726 6.58 10.9

11 China Zhuhai         518         963 6.20 11.5

12 Afghanistan Kabul       1 616       2 994 6.17 11.6

13 China Quanzhou         745       1 377 6.14 11.6

14 India Ghaziabad         675       1 237 6.06 11.8

15 Malaysia Klang         466         849 6.00 11.9

16 India Surat       1 984       3 558 5.84 12.2

17 Republic of Korea Goyang 493 859 5.55 12.8

18 China Shaoxing         426         731 5.40 13.2

19 China Dongguan, Guangdong       2 559       4 320 5.24 13.6

20 China Yantai       1 188       1 991 5.16 13.8

Table 2.15: Asia’s fastest growing cities, 1995-2005

Source: United Nations (2007a)

were located in China. All but one on the list have grown 
rapidly on the back of economic expansion. The exception is 
Kabul, where demographic growth is largely due to migration 
of internally displaced people. Many Chinese cities on the list 
are in the rapidly growing Pearl River Delta region. Others 
on the list are near major mega-cities, e.g., Ghaziabad (near 
Delhi) and Goyang (near Seoul). Surat, western India, is a 
major national centre for diamond polishing and textiles. If 
these cities continue to grow at the same rates as in the last 
decade, some stand to double their populations in less than 
10 years.

These prospects raise a critical question, which has to 
do with the capacity of Asian cities to accommodate such 
demographic growth. Many cities in China have plans for 
major capital investment in infrastructures and therefore seem 
to be in a better position to cater to the needs of business and 
people. In contrast, a city like Kabul (see Box 2.4) struggles to 
cope with a rapidly expanding population that does not come 
associated with economic development.

Chart 2.12: Urban growth rates in Asia-Pacific, 1990-2005 (%)
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Urbanization in Asia: 
Diagnosis & policies

2.6

Asia is home to nearly two-thirds of the world 
population, and to the world’s three most heavily 
populated nations. Many Asian countries have 
benefited from the ‘demographic dividend’ in the 

form of cheaper labour as well as the large pool of qualified 
technicians required for rapid economic growth.   

The basic diagnosis based on the foregoing analysis is 
that urbanization in Asia is inevitable. According to the 
latest available figures from the United Nations, by early 
2026 half of Asia’s population will live in urban areas. This 
is inevitable because urbanization comes hand in hand 
with economic development. Historically, the relationship 
between urbanization and economic development is seen 
as an ‘S’ shaped curve. Low levels of development typically 
go hand in hand with low urbanization rates and moderate 
urban demographic growth. The more sustained development 
phase of a country is characterised by rapid urban population 
growth (largely through migration and reclassification). In 
more mature economies, urban demographic growth tapers 
off and urbanization stabilizes at high rates. This is the path 
that countries in other regions of the world have trodden, 
and this is the path the Asia and the Pacific region is to follow 
in turn. 

Various Asian countries find themselves on different 
trajectories of economic development and demonstrate 
different urbanization patterns. Many are still classified 
as ‘low income’ and consequently, are less urbanized than 
others. Thus while on the whole, the Asia-Pacific region is less 
urbanized as compared with others, many countries there are 
gradually catching up and are expected to cross the tipping 
point of ‘50 per cent urban’ in the next two decades. 

What, then, makes the Asian urbanization process different 
from other continents? Asian cities are in a constant state of 
flux and a major difference lies in the scale of the demographic 
expansion. Over the last two decades (1990 to 2010), Asia’s 
urban demographic expansion amounted to the combined 
populations of the USA and the European Union. No other 
continent has experienced any increase this size and in such a 
short time span.

A second defining feature of urban Asia is high densities – 
indeed, the highest in the world, ranging between 10,000 to 
20,000 residents per sq km. This is due not just to modern 
skyscrapers and high-rise residential buildings, but also to the 
myriads of small, low-rise, high-density buildings that are typ-
ical of the traditional layout of older areas. As one might ex-
pect, high densities come with average spaces per head – both 
open and residential – that are among the lowest in the world.

The third defining feature of Asian cities comes under 
the form of mixed land-use development. More specifically, 
residential areas sit next to commercial activities, just as 
traditional buildings stand alongside modern skyscrapers, and 
formal and informal activities take place in the same space.   

This diagnosis clearly suggests that the scale of Asia’s 
urban population growth calls for significant increases in 
infrastructure investment. Short of this, the growth and 
prosperity of Asian cities could be seriously jeopardised. 
Given the continent’s large population and rapid economic 
growth, it is imperative to ensure that urban development in 
Asia is ‘green’ and low-carbon. Chapter 5 discusses the urban 
environment further. 

In the past, adequate investment in urban infrastructure has 
been lacking as policy-makers did not view urbanization as 
a process that was compatible with economic development. 
More specifically, the notion prevailed that urbanization per se 
did not contribute to development, and instead came only in 
response to poor economic and living conditions in rural areas. 
Public policy was regarded as biased towards cities which, in 
turn, increased the attraction of rural people to urban areas. 
The dominant policy paradigm was to prevent urbanization 
and encourage potential migrants to remain in rural areas. 
In many countries this was evident in restrictive policies 
regarding rural to urban movements of people, combined 
with a lack of funding for urban infrastructure development. 
A survey by the United Nations (2008:12) reports that:

“Faced with the numerous opportunities and challenges 
associated with urbanization, many Governments have con-
sistently considered their population’s spatial distribution as a 
concern. In 2007, 85 per cent of Governments expressed con-
cern about their pattern of population distribution, a percent-
age comparable to that recorded in the 1970s... Among devel-
oping countries, 56 per cent wished to make a major change 
in the spatial distribution of their populations, whereas 32 
per cent desired a minor change. Among developed countries, 
37 per cent desired a major change and 39 per cent a minor 
change. Dissatisfaction regarding patterns of population dis-
tribution was highest in Africa (74 per cent of its countries 
desired a major change) and Asia (51 per cent desired a major 
change). In Latin America and the Caribbean, Oceania and 
Europe, about 40 per cent of Governments considered that 
major changes in spatial distribution were desirable.”

For example, in Papua New Guinea, opposition to 
urbanization has continued from both urban authorities and 
influential leaders. In the mid-1990s, the prime minister of 
Morobe province sought to expel all illegal settlers from the 
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coastal capital city Lae. Similar policies in other centres in 
Papua New Guinea have continued throughout the decade. 
In Vanuatu, too, slum settlements have been seen as blighted 
places from which people had to be removed. Pervasive 
opposition to urbanization is not specific to the Pacific island 
countries, though. Policymakers in many other countries 
have held similar notions.

The turning point in many Asian countries came during 
the 1990s with a shift of focus in national policies that clearly 
linked urbanization and economic growth. This came with 
a recognition that economic growth required links between 
national and global economies and that this could be achieved 
through urban development. Subsequently, many Asian 
countries have implicitly promoted urbanization, though 
political rhetoric may have stated otherwise.

In Viet Nam, the Doi Moi process13 which the government 
endorsed in 1987 effectively ended a period of urban neglect. 
The policy changes that accompanied Doi Moi made cities 
more acceptable and attractive as centres for formal and 
informal business and opportunity. Controls on official 
migration continued but were less strictly enforced over time. 
It became politically and socially acceptable to move to a 
town or city, although government policies to this day still 
seek to balance development and capital investment between 
urban and rural provinces.

In China since the 1990s, controls on population 
movements have become weaker, and recently many rural 
people have been able to migrate to cities. Nearly 100 million 
rural Chinese did so over the course of the 1990s. China also 
took to granting city or town status to many settlements, with 

the attendant prestige and other benefits.  Although freedom 
of movement remains restricted somehow in China, the 
need to urbanize is widely accepted by now. In anticipation 
of rapid urban expansion, major investments in urban 
infrastructure are taking place. For example, throughout the 
1980s, Shanghai spent five to eight per cent of its GDP on 
urban infrastructure and redevelopment. Beijing and Tianjin 
now spend more than 10 per cent of their respective GDPs 
on roads, water and sewerage networks, housing construction 
and transportation (Yusuf & Saich, 2008).

Many Asian countries have benefited from the ‘demograph-
ic dividend’ and have achieved rapid economic growth. Far 
from being considered a drawback, demographic size is now 
seen as providing major benefits such as cheaper labour, large 
pools of skilled technical staff and more generally the ability 
to tap the enormous potential of the Asian population. The 
positive benefits deriving from urbanization include a diverse 
and strong economy, together with the potential for pov-
erty reduction. Thanks to economies of scale, demographic 
concentrations in urban areas greatly reduce the unit costs 
of good quality services, healthcare, education and cultural 
activities (Satterthwaite, 2002).

Most Asian countries are still in the early stages of 
urbanization. This gives them an opportunity to prepare for 
urban expansion. If they are able to plan and pave the way 
for such expansion with proper infrastructures, they will find 
themselves in a better position to alleviate the negative aspects 
of urbanization, such as congestion, pollution and slums. For 
this to happen, urban policies must become part and parcel of 
national development policies. 

Endnotes

1 	 The only exception to this region-wide pattern was 
the Philippines. Most of the country’s urbanization 
occurred between 1980 and the year 2000 but real 
GDP per head changed little over the period. It is 
unlikely that a single factor can fully explain this 
phenomenon, but the highly concentrated nature 
of the country’s urbanization, coupled with the 
haphazard fashion in which it has been occurring (and 
possibly a fragmented geography, too), may offer 
some clues, as mentioned in World Bank (2007a - 
East Asia and Pacific update).

2 	 According to Bloom, Canning & Jamison (2004), 
declining mortality and fertility rates in Asia between 
1960 and the year 2000 led to a rise in the ratio 
of working-age people (15–64) to the dependent 
population (0–14 and 65 plus), from about 1.3 to 
over 2, resulting in substantial increases in worker 
productivity and GDP per head.

3 	 Shanghai’s Municipal Population and Family Planning 
Commission has launched a public information 
campaign to highlight exemptions to the country’s 
otherwise uniform one-child policy. For instances, 
those couples whose members were both only 
children are now allowed a second child (BBC News, 
2009).

4 	 It is not possible to split the ‘migration’ and 
‘reclassification’ components of these estimates.

5 	 Hukou is the household registration system in 
China under which some changes of permanent 
residence are subject to approval from one or 
more authorities. Movement within urban or rural 
areas is free. However, permits are required for 
changes from rural to urban areas or from a smaller 
to a larger city. The “floating population” (liudong 
renkou) is a unique concept in China that is tied to 
the hukou system. Individuals who are not living 
at their hukou location are considered “floating”. 
This concept is based on the notion that the hukou 
location is where one belongs and that migration 
is not considered official and permanent until the 
migrant’s hukou location is also changed (Chan, 
2008; Fan, 2008).

6 	 This section is based on ESCAP (2008b and 
2008c).

7 	 The source of this information is Osaka (1996). 
This situation appears to have held even in recent 
years.

8 	 World Urbanization Prospects 2007 does 
not provide information on settlements with 
populations below 500,000. For the purpose of this 
section, the small and medium towns are referred 
to as towns below 500,000, although for some 
countries in Asia this may not be an adequate 
assumption.

9 	 The rank-size rule, or Zipf’s law, refers to the 
distribution of cities by size within a system. Cities are 
listed in descending order of population and given a 
rank, with the city of highest population as rank one, 
and the next city as rank two etc. The Zipf’s law states 
that the size of the city ranked second is roughly half 
of the one ranked first, and the size of the one ranked 
third is roughly half that of the one ranked second, etc. 
(see Soo, 2004).

10	Waibel, M. (2006) “The production of urban space 
in Viet Nam’s metropolis in the course of transition”. 
Trialog 89(2): 43-48, as quoted in Douglass and Huang 
(2007).

11	The boundaries of the cities in the chart may not 
match those in the UN World Urbanization Prospects, 
resulting in discrepancies in density figures.

12	The figures are based on the average price of a 120 
sq. m, good-condition, high-end apartment in the 
city centre, i.e., where most foreigners are likely to 
buy. Data were collected during 2008. The US dollar 
exchange rate is as at January 27, 2009 (Global 
Property Guide, 2009).

13	The Doi Moi process was an economic reform and 
poverty eradication programme which the Government 
of Viet Nam launched in 1986. The comprehensive 
scheme enabled the country’s transition from central 
planning to a market-orientated economy.
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The Economic Role 
of Asian Cities

03
PART

Quick Facts	

1.	 Asian cities are highly productive – the 40 per cent of the population 
living in urban areas contribute 80 per cent of the region’s gross 
domestic product. 

2.	 Asian cities are economically resilient, as demonstrated by their 
response to the global economic crises.

3.	 The cities in Asia-Pacific region are well positioned to capitalise on the 
opportunities provided by their own demographic expansion as well as 
the forces behind globalization.

4.	 Synergies between the formal and informal sectors account for the socio-
economic dynamism of Asian cities.

5.	 Asian cities are diversifying away from their role as the factories of the 
world to one of innovative service providers.

6.	 Asian cities are drivers of rural development by bringing investments 
into rural regions and providing markets to agricultural products.

Policy Points
1.	 Asia’s least advanced countries should learn from more developed and 

emerging economies in the region in order to make their cities more 
productive and competitive.

2.	 Fiscal and regulatory incentives should be reviewed and expanded to 
attract more domestic and foreign investment in Asian cities.

3.	 The informal sector should be supported rather than harassed and play 
a more positive role in employment generation and housing production.

4.	 Asian cities must build the institutional capacity and strategic vision that 
will enable them to manage economic growth in a more inclusive sort 
of way. 

5.	 Cities must pay attention to the way infrastructure programmes fit with 
broader development strategies and political circumstances, how those 
strategies are formulated and how they bring about tangible outcomes. 

6.	 It is for political leaders and senior policymakers in the Asia-Pacific 
region to evolve a vision for long-term development based on holistic 
approaches that merge spatial policy with macro-economic, industrial, 
agricultural, energy, environmental and labour policies.


Jaisalmer 'the Golden City', India.

©Dirk Ott/Shutterstock
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Cities as engines of economic growth
3.1

Cities have become the major drivers of national 
economies in the Asia-Pacific as in other regions. 
Being highly productive, they make significant 
contributions to national economies. On the 

whole, just over 40 per cent of the Asian-Pacific population 
contributes 80 per cent of the region’s gross domestic product 
(GDP) (see Chart 3.1).

3.1.1  Asian economic growth is led by cities
Over the past few decades and in many Asian countries, 

urban economies have grown rapidly, thanks to the superior 
productivity resulting from location-specific factors. 
Economies of agglomeration, representing the efficiency 
benefits of business concentrations in urban areas, are known 
to induce growth. Urbanization enhances productivity and 
increases gross domestic product per head. In other words, 
the contributions of urban areas to national wealth keep 
increasing in Asia, and are turning into major determinants 
of economic strength.

Economic growth in Asia-Pacific region has been robust 
over the past two decades, except for the short 1997-98 
financial crunch and the effects of the global economic 
crisis from which the region is now recovering. The region’s 
combined production nearly doubled between 1990 and 

▲

Guangzhou, China. ©Agophoto/Shutterstock
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Chart 3.1: Share of urban areas in GDP, Asia and the Pacific, 
1990-2008

Source: Computed from ESCAP (2010b)
Note: Data for urban share of GDP is not readily available. Estimates are derived from the 
share of non-agricultural sectors in GDP as provided by ESCAP Statistical Yearbook 2010. It is 
assumed that 90 per cent of non-agricultural production is generated in urban areas.
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2008 (see Chart 3.2), in the process turning into a significant 
contributor to world economic output (30 per cent in 2008).

Table 3.1 shows that GDP growth per head in the Asia-
Pacific region has been increasing without interruption since 
1990, and between 2000 and 2005, the region experienced 
the world’s highest growth rate per head – an annual 4.4 per 
cent average rate, nearly double the average rates for the world 
as a whole and for Africa, the second best-performing region 
(see Chart 3.3).

3.1.2  The global economic crisis and Asian 
economies

The recent economic crisis has caused world economic 
growth to slow down from 2.6 per cent in 2007 to 1.0 per 
cent in 2008 (see Chart 3.3). Although the impact was most 
felt in North America (especially the USA) where it started, 
the crisis has undermined the strength of export-orientated 
Asia-Pacific economies, where growth fell from a robust 4.7 
per cent in 2007 to 2.7 per cent in 2008.

The effects of the global economic crisis have been uneven 
across Asian-Pacific subregions. However, domestic demand 
and timely fiscal responses (e.g. fiscal stimulus policies) have 
helped the Asian and Pacific economies to sustain economic 
growth. The pace was relatively robust where domestic 
demand accounts for large shares of GDP growth, such as 
in India, the Philippines, Viet Nam and Indonesia (ESCAP, 
2010a). Fiscal stimulus mainly took the form of infrastructure 
spending, cash transfers and tax cuts. In China, Japan, 
Malaysia and Viet Nam fiscal stimulus helped these countries 
to overcome the crisis and sustain economic growth. Along 
with other expansionary policies, these have helped Asian and 
Pacific economies to reverse their declines by the second half 
of 2009. The annual Economic and Social Survey of Asia and 
the Pacific 2010 noted “[a] notable recovery is expected in 
2010. For the developing economies of the region, GDP is 
expected to grow by 7.0% in 2010, following an estimated 

growth of 4.0% of the previous year” (ESCAP, 2010a:41). 
The same Survey also forecast (as of mid-April 2010) real (i.e., 
adjusted for inflation) GDP growth rates of 4.0 per cent for 
East and North-East Asia, 5.1 per cent for South-East Asia, 
6.1 per cent for West and South-West Asia, 3.7 per cent for 
North and Central Asia, and 2.3 per cent for the Pacific 
subregion (ESCAP, 2010a:42-43).

3.1.3  Foreign financial inflows

Foreign direct investment
Asia is a major destination for foreign direct investment 

(FDI). Capital expenditure by multi-national or foreign com-
panies has made a significant contribution to Asia’s rising 
importance in global production networks. Low labour costs 
and the attractions of large consumer markets made Asian 
urban areas the favoured destination for foreign direct invest-
ment over the 2000-2007 period. Asia as a whole received 40 
per cent of the cumulative FDI going to developing countries 
during that period. Foreign direct investment has risen rap-
idly in Central Asia since 2005 (and in Europe as well – see 
Chart 3.4). 

Those enterprises associated with foreign direct investment 
are typically located in and around major cities. In some 
countries like China, such investment takes place in special 
economic zones that offer many advantages and tax conces-
sions. Foreign direct investment in industrial enterprises has 
led to further concentrations of populations and businesses in 
and around major cities. The mega urban regions described in 
Chapter 2 are among the spatial by-products of foreign direct 
investment in the manufacturing sector.  
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Chart 3.2: GDP per world region, 1990-2008 (in 1990 US $ billion)

Source: Computed from ESCAP (2010b)

Region 1990-1995 1995-2000 2000-2005

Asia and the Pacific 1.4 2.6 4.4

Africa -1.2 1.8 2.3

Europe 0.3 2.8 1.9

Latin America and the 
Caribbean 1.6 1.5 1.4

North America 1.1 3.0 1.4

Rest of the world 2.0 1.4 2.1

World 0.7 2.2 2.3

Table 3.1:  GDP per head: growth rates in major regions, 
1990-2005

Source: ESCAP (2010b:104)
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Foreign indirect (portfolio) investment
Asia also attracts a high share of global foreign indirect 

(‘portfolio’) investment. Of the total estimated US $145.1 
billion of portfolio equity investments that were made in 
developing countries in 2007, about US $84 billion (58 per 
cent) went into Asia-Pacific stock markets, particularly East 
and South Asia. These inflows contributed to rapid economic 
growth and infrastructure investment through private capital 
(see Table 3.2).

3.1.4  National & sub-regional economic growth
On the whole, 42 per cent of Asia’s population live in urban 

areas and they contribute around 80 per cent of the region’s 
total output of goods and services. As can be seen in Chart 
3.5, only the Pacific and North-Central Asian subregions 
feature higher than average urbanization levels; in all other 
subregions, the proportions of urban populations and urban 
shares of gross domestic product are similar.

East and North-East Asia 
Asia’s brisk pace of economic growth is linked to rapid 

urbanization in the East and North-East subregion, where 47 
per cent of the population now reside in urban areas. The 
share of urban areas in GDP is as high as 86 per cent. East 
and North-East Asia as a whole grew an average 5.3 per cent 
in 2007, which declined to 3.4 per cent in 2008 (ESCAP, 
2008, 2010b). The subregion includes the two largest, 
trillion-dollar economies in the whole Asia-Pacific region – 
China and Japan – and contributes 63 per cent of its total 
production of goods and services. With a GDP amounting 
to a projected US $4.9 trillion in 2010, China is the second 
largest economy in the world in both nominal and Purchasing 
Power Parity (PPP) terms (World Bank, 2009a). In 2007, 
China experienced the highest economic growth rate (11.4 
per cent) in the entire Asia-Pacific region (ESCAP 2008), 
which slowed down to 9.0 per cent in 2008 (ESCAP, 2010b) 
and 8.5 per cent in 2009, before re-accelerating to 11.1 per 

cent in the first half of 2010 (tradingeconomics.com, 2010). 
However, these figures being only nationwide averages, some 
cities in China have experienced higher growth rates. China 
has attracted more foreign direct investment than any other 
country in Asia. The country has performed much better than 
the East and North-East Asia subregion as a whole, where the 
average annual growth rate was about 60 per cent lower at 
3.4 per cent during 2008 reflecting the sluggish performance 
of the Japanese economy, which grew only 0.4 per cent 
but contributes 54 per cent to the subregion’s total output. 
Another robust performer is Mongolia, whose economy grew 
9.9 per cent in 2007 and 8.9 per cent in 2008, buoyed by 
a robust mining sector, which contributes one third of the 
country’s total output (ESCAP, 2008, 2010b). 

South-East Asia
South-East Asia grew 6.3 per cent in 2007 and 4.6 per 

cent in 2008. This performance came as the tail end of the 
rebound from the 2.5 per cent annual average of the 1996-
2000 period, which reflected the 1997-98 Asian financial 
crisis. Prior to that, cities had made a robust contribution to 
South-East Asia’s 7.6 per cent annual average growth rate of 
the 1990-95 period. Economic recovery has gone hand in 
hand with rapid urbanization in most countries. Urban areas 
contribute 79 per cent of the subregion’s combined output 
and account for 46 per cent of its population. In 2008, the 
Lao PDR recorded the highest economic growth rate (7.5 
per cent) in the subregion on the back of high commodity 
(tin) prices, although it was lower compared with 2007 (8.0 
per cent). In 2008, economic growth remained relatively 
strong in Cambodia (6.0 per cent, compared with 10.2 per 
cent in 2007) and Viet Nam (6.2 per cent, compared with 
8.3 per cent in 2007), driven by domestic consumption and 
booming private investment (see Box 3.1). As for Indonesia, 
the main factors behind its performance (6.0 per cent growth 
in 2008) shifted from external demand during the first half 
to investment and domestic consumer demand in the second 
half. Similarly, Malaysia’s economy grew 4.5 per cent in 2008, 

Chart 3.3: GDP per head: changes in growth rates in major regions, 2007-2008 (%)
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Chart 3.4: FDI growth in the world, 2000-2007 (US $ billion)

urban economies, which typically focus on manufacturing 
and services. This is why, although the share of urban areas in 
the region’s population is quite significant (85 per cent), their 
demographic growth remains slow. Thanks to an abundance 
of minerals, both public and private capital expenditure 
have soared in a few countries, which have subsequently 
experienced rapid growth. For example, Azerbaijan’s annual 
average growth was the highest in the subregion – as much 
as 10.8 per cent in 2008 (though down from 25.1 per cent 
in 2007). 

The Pacific
This subregion’s economic performance remained moderate 

to sluggish these past few years. The global financial crisis and 
its impact on major trading partners caused the average an-

with domestic demand offsetting slower export growth. In 
the same year, the Philippines grew 4.6 per cent, down from 
7.3 per cent in 2007, which reflected higher public capital 
expenditure and private consumption (ESCAP, 2008, 2010b; 
World Bank, 2008a).

South and South-West Asia
The South and South-West Asian economy grew a brisk 

7.4 per cent in 2007, slowing down to 5.3 per cent in 2008. 
Cities in this subregion, currently the least urbanised in Asia, 
are expected to experience faster demographic and economic 
expansion as they increase their relative shares in national 
economies. On the whole, urban areas today account for 
33 per cent to the total population and 76 per cent to the 
subregion’s combined output. The sub-regional giant is India, 
contributing 68 per cent of total production, with an annual 
growth rate of 7.3 per cent in 2008. Between the years 2000 
and 2007, India doubled its share of foreign direct investment 
within the Asia-Pacific region (from 2 to an estimated 4 per 
cent). Urban centres in India contribute nearly two-thirds of 
the country’s output of goods and services. As for Pakistan, its 
economy grew 6 per cent in 2007 and 2008. In Bangladesh, 
the economy grew 6.2 per cent in 2008; however, poor 
infrastructure, especially unreliable power supply, remains a 
significant constraint, costing the country as much as 2 per 
cent in GDP growth every year (World Bank, 2008a; ESCAP, 
2008). South and South-West Asia as a whole has experienced 
consistent growth and was not significantly affected by the 
1997-98 Asian financial crisis.

North and Central Asia
In 2008, with a 5.7 per cent annual average rate, North 

and Central Asia remained the continent’s fastest growing 
subregion (down from 8.4 per cent in 2007). After the 
turmoil that followed the disintegration of the Soviet Union 
in 1990, high commodity prices, especially oil, natural 
gas, metals as well as cotton and cereals have boosted the 
subregion’s economies. These trends have little to do with 
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nual growth rate to decline from 3.8 per cent in 2007 to 0.9 
per cent in 2008. The effect was most acute in Nauru, where 
the economy contracted by 12.1 per cent in 2008, due to 
lower consumer demand and slackening of capital expendi-
ture by the private sector (ESCAP, 2010b). Tonga and Fiji 
grew 1.2 per cent each in 2008; this came as an improvement 
over 2007 when their economies contracted 3.5 and 3.9 per 
cent respectively as Tonga was struggling with civil disorder 
and Fiji with a military coup. On the other hand, Papua New 
Guinea and the Solomon Islands benefited from the com-
modity boom in early 2008 and grew 7.6 and 6.0 per cent 
respectively. Samoa owed its own 4.7 per cent growth in 2007 
to agricultural and industrial expansion, which was followed 
by a 3.4 per cent contraction in the following year (ESCAP, 
2008, 2010b).

3.1.5  Employment growth in Asia
Around two-thirds of the world’s working population are 

employed in the Asia-Pacific region, although that proportion 
has been falling over the past two decades. In 2008, China 
(with 752 million workers), India (452 million), and 
Indonesia (103 million) accounted for 43 per cent of world 
employment, and 68 per cent in the Asia-Pacific region. While 
employment numbers have been increasing – from 1.8 billion 
in 2005 to 1.9 billion in 2008 – they have done so at a slower 
pace:  from 1.5 per cent in 2006 to 1.3 per cent in 2008 
(ESCAP 2008, 2010b). In 2006, countries with employment 
growth above 5 per cent included Bhutan (7.2 per cent), 
the Maldives (6.1 per cent), Timor-Leste (5.9 per cent) and 
Pakistan (5.4 per cent); however, by 2008 the highest growth 
rate was only of 4.5 per cent, and was recorded in Singapore.

▲

Thimphu, Bhutan. ©Oksana.perkins/Shutterstock

2007e: Estimates for 2007
Source: World Bank (2008a:46)

Table 3.2: Equity inflows by major world region, 2000-2007 (US $ billion)

Region 2000 2001 2002 2003 2004 2005 2006 2007e

East Asia 6.6 1.8 3.8 12.5 19.3 26.1 54.8 48.6

Europe 0.7 -0.4 0.1 -0.7 5.1 7.9 11.1 20.7

Latin America and the Caribbean -0.6 2.5 1.4 3.3 -0.6 12.5 11.4 28.1

Middle East and North Africa 0.2 0.0 -0.6 0.2 0.9 2.6 2.0 2.1

South Asia 2.4 2.7 1.0 8.0 9.0 12.4 10.4 35.4

Sub-Saharan Africa 4.2 -0.9 -0.4 0.7 6.7 7.4 15.1 10.2

Total 13.5 5.7 5.3 24.0 40.4 68.9 104.8 145.1
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This picture of employment success in the Asia-Pacific re-
gion must be qualified. The quality of employment is reflected 
in the respective proportions of formal-sector jobs (which are 
generally considered as ‘high quality’) than of own-account 
(self-employed) workers or contributing family workers; these 
in 2007 accounted for 58.8 per cent of total employment in 
the Asia-Pacific region. A sub-regional breakdown shows that 
the share of these jobs in total employment was highest in 
South-East Asia (74.4 per cent) and South and South-West 
Asia (60.1 per cent). Overall, the quality of jobs being created 
in Asia and the Pacific remains poor (ESCAP, 2008).

In most countries, economic development results in higher 
proportions of workers in the services sector. In Asia and the 
Pacific, this share has been growing continuously since the 
1990s: from 25.8 per cent of total employment in 1991 to 
36.4 per cent by 2007. The highest proportion is found in the 
Pacific subregion, where in 2007 the tertiary sector provided 
63.3 per cent of all jobs, followed by North and Central Asia, 
where this proportion was 56.4 per cent. However, East and 
North-East Asia is where the most rapid growth in services has 
taken place: from 22.9 to 37.1 per cent of total employment 
between 1991 and 2007. Being inherent to urbanization, 
the growth in services has been accompanied nearly every-

where by a declining share of agriculture in total employment, 
which over the same period fell from 53.7 to 41.1 per cent 
in the region as a whole. In this respect, the most dramatic 
decline, from 60.2 to 43.1 per cent of total employment (a 
difference of 17.1 percentage points), occurred in South-East 
Asia, and was largely due to massive inflows of rural people 
moving into an expanding services sector in urban areas. Dur-
ing the same period, the share of agriculture declined from 
52.9 to 39.1 per cent (a difference of 13.8 percentage points) 
in East and North-East Asia, followed by South and South-
West Asia (from 59.2 to 47.1 per cent, a difference of 12.1 
percentage points).

Changes in manufacturing have occurred at a slower pace 
in the Asia-Pacific region, with a slight overall decline in the 
1990s (from 20.5 per cent in 1991 to 19.7 per cent in 2000). 
However, the trend in manufacturing in Asia as a whole has 
been looking up again, with the sector providing 22.6 per 
cent of total jobs in 2007 (ESCAP, 2010b).

In Asia and the Pacific, unemployment has remained stable 
at low rates from 1990 to 2007, averaging between 4 and 
5 per cent of the active population, with surprisingly little 
variation between males and females. However, this overall 
picture conceals significant variations across subregions. For 

The past 30 years have seen dramatic changes 
in Ho Chi Minh City, as the former Saigon has 
evolved into a thriving metropolis. Now Viet 
Nam’s economic pacesetter, the southern city 
that used to be dependent on foreign aid is well 
on its way to full integration with the global 
economy. Ho Chi Minh City serves as one of 
the country’s largest hubs for trade, services, 
science, technology and culture. In the last 30 
years, the city’s economy has grown steadily, 
with an average annual pace of 5.2 per cent in 

the 1986-90 period – the initial phase of what 
is locally known as doi moi (renewal). By 2005, 
the city’s pace of growth had accelerated to an 
annual 11 per cent, or 1.5 times faster than the 
economy as a whole.
Ho Chi Minh City owes its economic development 
and leadership to the deployment of new 
management mechanisms based on specialised 
institutions that can combine the benefits 
of both the public and the business sectors. 
These, for instance, include the Ho Chi Minh City 

Investment Fund for Urban Development (HIFU), 
established in 1997. This independent body has 
leveraged its equity capital of US $12.84 million 
to end up investing as much as US $39.75 million 
in infrastructure by 2003. HIFU has also raised 
US $120 million through municipal bonds to fund 
further infrastructure development. The city is 
the country’s richest in terms of GDP per head 
– some US $1,800 in 2009, or 3.75 times the 
national average. With only 7 per cent of the Viet 
Nam’s population, Ho Chi Minh City contributes 
20 per cent of the country’s total output, 30 per 
cent of manufacturing output, 40 per cent of 
export value, 30 per cent of national tax revenues 
and 25 per cent of Viet Nam’s retail and service 
trade volume.
The state-owned sector retains a major role in 
the city’s economy, but private enterprises have 
been booming in recent years, with over 50,000 
new businesses now accounting for 25 per cent 
of the country’s total. With a combined capital 
of US $5.6 billion, these businesses contribute 
30 per cent of Ho Chi Minh City’s total industrial 
output and 78 per cent of retail sales, and have 
created hundreds of thousands of jobs. On 
top of these, foreign investment backs 1,600 
enterprises with a combined capitalization of US 
$12.2 billion, contributing 19 per cent of Ho Chi 
Minh City’s production of goods and services.

BOX 3.1: HO CHI MINH CITY, VIET NAM’S ECONOMIC POWERHOUSE

Source: Asia Times (2005)

▲

Ho Chi Minh City: a thriving metropolis. ©Muellek Josef/Shutterstock
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instance, in North and Central Asia the unemployment rate 
has been almost double the regional average, largely on the 
back of structural adjustment in the transition to market-
based economies (ESCAP, 2008).

As Asian economies have been growing at a brisk 
pace, though, employment elasticity has become more 
unfavourable. For example, in the 1980s in China, every 
additional 3 per cent in total output would lead to a 1 per 
cent increase in employment, which by the 1990s took 8 
per cent GDP growth. This unfavourable pattern holds for 
most countries and cities in Asia. Another distinctive feature 
is that for all the rapid growth in the formal economy, the 
informal sector has remained stable or increased marginally 
in size. Globalization has brought competition in the labour 
market as well, and wages in the formal economy have 
risen. As a result, employers tend to hire fewer workers and 
look to improve productivity. In the manufacturing sector, 
automation has reduced the labour-capital ratio. As Asia’s 
urban economies gradually move closer to global markets, 
many ‘old’ enterprises have closed down and most of the 
redundant workers have ended up in the informal economy.

Many Asian governments provide incentives to attract 
foreign investors; however, unless the policy mix is right, 
capital-intensive investment may not create new jobs 
(resulting in “jobless growth”) and can even lead to downsizing 
or retrenchment (i.e., job losses). Those investors looking 
for cheap rather than skilled and productive labour tend to 
favour informality. For instance, the apparel industry works 
with contractors who pay workers by the piece and in most 
cases eschew minimum wages. Moreover, supply-side support 
as provided by the government to enhance competitiveness 
in global markets (through incentives or subsidies for export 
promotion, technology upgrading, tax holidays, etc.) is 
typically biased in favour of larger industrial enterprises. 
These policies may not only prevent smaller enterprises from 
developing their own potential or gaining access to global 
markets: they may also crowd informal operators and workers 
altogether out of a given market segment. For instance, in 
Sri Lanka, export promotion policies in favour of the coir 
(coconut fibre) industry have led to a shift in the supply of 
coconut husks to mechanized units owned by males with 
access to credit, and away from the manual units typically 
owned by females with little access to credit (ILO, 2002a).

▲

Delhi, India. Many employers in the textile industry eschew minimum wages. ©Paul Prescott/Shutterstock
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The main drivers of Asia’s  
urban economies 

3.2

Cities have become the economic engines not just 
of Asia but also, and increasingly, the world. 
Looking to the future, they are well positioned 
to capitalise on the opportunities provided by 

their own demographic expansion as well as the forces behind 
globalization.

3.2.1  Export-led growth: Taking advantage of 
globalization

Trade liberalisation is a major factor behind the global 
economy, thanks to the gradual elimination or lowering of 
national trade barriers. An open economy can offer consumers 
a wider variety of goods at lower prices, as well as strong 
incentives for domestic industries to remain competitive as 
the geographical reach of their markets keeps expanding. 
Exports have become a significant source of economic growth 
for many Asian countries, stimulating domestic job creation. 
More generally, trade enhances national competitiveness, 
steering the workforce into those industries where their skills, 
and their country, have a competitive advantage. Greater 
openness can also stimulate foreign investment, which in turn 
can boost local employment while bringing along new and 
more productive technologies (IMF, 2009).

Cities in East and South-East Asia have been particularly 
keen to capitalize on the opportunities the global economy 

has been making available for some time. In the late 1980s, 
many cities across Asia were struggling with poor economic 
performance under protectionist policies, and by the early 
1990s the continent was still one of the most adverse to 
trade in the whole world. Subsequently, many countries 
proceeded to dismantle barriers to international trade and to 
take advantage of the benefits of reciprocal tariff and other 
concessions, in the process making the most of improved 
access to the global economy. As a result, a significant share 
of Western manufacturing has relocated to the region on the 
spur of lower production costs. Cities, and especially those 
along or close to seaboards, flourished during this period. 

This was when many countries in the Asia-Pacific region 
came to realise that exports to the rest of the world opened up 
the opportunities for economic progress which their respective 
narrow or as yet under-developed domestic markets had so far 
been unable to afford or sustain. An added, significant benefit 
was that in the process, these economies were forced to adjust, 
if only gradually, to the norms and standards prevailing in 
more developed countries, helping them to secure market 
shares and adapt supply to changes in demand. As the export-
orientated manufacturing sector expanded, so did domestic 
markets, especially as these found it easy to integrate with 
increasingly homogenised regional and global markets in 
manufactured goods. As a result, the share of emerging Asia in 
world trade flows rose to 34 per cent in 2006, up sharply from 

▲

The port in Hong Kong, China - the third largest in Asia. ©Leungchopan/Shutterstock
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Chart 3.6: Contribution of exports to GDP, 1990 and 2007 (%)

21 per cent in 1990. Regional specialisation is a significant 
factor (see Section 3.4 below), as reflected in the fact that the 
rise in trade within emerging Asia accounted for roughly 40 
per cent of the total increase in world trade over the period.

Between 1990 and 2007, the region experienced significant 
increases in the contribution of exports to production of goods 
and services. The average ratio of exports to total output in 11 
selected countries (see Chart 3.6) was 25.1 per cent in 1990. 
By 2007, the proportion had increased to 47.4 per cent.

3.2.2  Infrastructure and services
Growth is higher in cities since these are more productive 

than rural areas, due to infrastructure and services, proximity 
to markets, economies of scale and concentrations of cheap 
labour. It is essential for cities to maintain their productive 
edge. Besides serving people, infrastructure enhances the 
efficiency of cities. For example, the manufacturers surveyed 
in the World Bank’s most recent Investment Climate Assessment 
noted that power shortages cost them around 12 per cent in 
lost sales every year (World Bank, 2008b).

Cities with proper infrastructure facilitate higher 
productivity, and the resulting higher returns attract foreign 
direct investment. Within Asia, urban infrastructures display 
wide variations in terms of quality. In this regard, East and 
North-East Asia provides the best the region has to offer 
and therefore has attracted larger amounts of foreign direct 
investment than any other subregion. However, it must be 
noted that the quality of that infrastructure still falls short of 
the standards prevailing in OECD countries. 

If they are to make any progress, Asia’s urban local 
governments must deploy land use policies that are geared 
to rationalization of logistics, infrastructure and ports. This 
could include priority earmarking of land resources for future 
road or rail development, together with land banks, and also 
ensuring that land is available for those ancillary and other 
services that require access to ports, airports, etc. Businesses 
tend to cluster together because it is to their mutual advantage. 

The resulting positive productivity externalities include a 
stimulus to innovation, information exchange, access to 
inputs and specialized skills – the so-called ‘agglomeration 
economies’. These become more important as production 
moves up the value-added chain. Infrastructure development 
plays a significant role in Asia’s high-growth story. 

3.2.3  FDI and competition among cities
Sassen (1991) has shown how ‘global city’ economies 

are hosts to broad, complex ranges of specialized service 
industries that enable transnational corporations to coordinate 
production, capital expenditure and finance on a world 
scale. The worldwide geographical dispersion of production 
is intrinsically linked to an increasing centralization of key 
command and control capacities within the agglomeration 
economies of global cities. These trends are becoming 
more and more visible in many cities located in developing 
countries (Sassen, 2002).

Urban and regional economies are now shaping the 
development of national economies. Cities are complementary 
to one another in the sense that they are involved in mutual 
trading of specialized products. But they also compete 
strongly with one another, as each city is anxious to secure its 
own position in the global economy. Each has a direct interest 
in securing new investment, in widening external markets 
for its products, and in attracting visitors from outside. The 
competitive benefits of globalization are jointly appropriated 
as externalities by all firms and residents within a city (Scott, 
2006).

Integration of cities in global production systems has 
been made possible through the deregulation of national 
economies, together with allocation of greater powers to 
urban authorities when it comes to attracting domestic and 
foreign investments. Today, cities compete against each other 
to attract investment – be it domestic or foreign. Cities have 
been able to attract large shares of world trade, finance, 
communication and information, in the process turning 

 Source: Asian Development Bank (2008a)
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into major engines for modern economies. Resource-rich 
regions that can supply raw materials also attract productive 
investment. Competition among cities has resulted in the 
geographical concentration and specialization of industrial 
development, as cities come to find their own special niches 
in the regional and world markets. 

In Asia, a good illustration of this phenomenon can be 
found in Singapore, Shanghai, Tokyo and Hong Kong, China, 
four cities that dominate regional finance and transport 
logistics, just like Bangkok does with the automobile 
industry, while Bangalore and Taipei are global centres for 
information technology research and development. The 
growing specialization of cities is leading to the emergence of 
powerful industrial clusters, which often involve very broad-
ranging agglomerations of interdependent industries and 
supplier networks. 

Regardless of variations across countries, the policies adopted 
in Asia have effectively boosted the export competitiveness of 
cities. There is no one-size-fits-all standard solution. Instead, 
policies and strategies have been continuously adjusted to 
the vagaries of business cycles and market requirements. 
The emergence of Thailand as a hub for automobile exports 
from South-East Asia, instead of Malaysia, Indonesia or the 
Philippines, is an outcome of the deliberate policies adopted 
by distinct national governments (see Box 3.2).

Cities must remain competitive if they are to avoid long-
term emigration, stagnant capital expenditure, declines 
in income per head and rising unemployment. This is 
why they need a flexible strategic vision (UN-HABITAT, 
2010) that allows them continually to adjust to changing 
circumstances, promote competitiveness, ensure a 
diversified range of interdependent ventures, and link the 
academic and manufacturing spheres. So far, high-quality 
infrastructure, public gardens and improved residential areas 
have contributed to the economic success of Asian cities, 
attracting foreign and domestic investors as well as highly 
qualified professionals and tourists.

3.2.4 Cities’ connectivity to markets
Economic development depends critically on connections 

between production centres and markets. Progress can be 
monitored using data on cargo and passenger movements. 
Between 2005 and 2006, the number of containers handled by 
the world’s ports increased by 12 per cent, half of which in the 
Asia-Pacific region. In 2006, of the world’s top 25 container 
ports in terms of throughput, 17 were located in Asia. The 
countries handling the most traffic were China, Singapore, 
Japan and the Republic of Korea (ESCAP, 2008). China has 
made substantial investments in container ports, several of 
which now handle many million TEUs (20-foot equivalent 
container units) annually. Table 3.3 shows that among Asia’s 
10 busiest container ports in 2008, six were located in China.

Major investments in transport infrastructure have also 
facilitated connections between cities, hinterlands and external 
markets. Examples include the Republic of Korea’s Seoul-
Busan highway built in the 1960s, Malaysia’s road network 

built in the 1970s and 1980s, China’s rail network and more 
recent expressway development, as well as Viet Nam’s Hanoi-
Ho Chi Minh City and Hanoi-Hai Phong highways, all of 
which have contributed to enlarge and integrate domestic 
markets.  Further investment in links to global markets can 
facilitate the development of urban economies of scale and 
enhance specialized production of goods and services. Even 
with the diminishing returns that come with it, “the creation 
of infrastructure networks could contribute to the rate of 
innovation and technological advance in the economy, and 
thereby lift the long-term growth rate.” (Straub et al., 2008:4).

Asian policy-makers rightly see infrastructure as an essential 
growth factor. The two fastest-growing economies in the 
region, China and Viet Nam, are currently investing around 
10 per cent of GDP in infrastructure, and even at that rate 
they are struggling to keep pace with demand for electricity, 
telephones and major transport networks. Plans for growth 
in the Greater Mekong area – the Cambodia, China, Lao 
People’s Democratic Republic, Myanmar, Thailand and Viet 
Nam – are centred on greater integration of transport and 

▲

Singapore's financial district. Singapore is Asia's number one city in terms of GDP.
©Junjie/Shutterstock
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energy markets. In India, investment in infrastructure is a 
top priority among policymakers. The Golden Quadrilateral 
highway project launched by the Indian government almost a 
decade ago is an ambitious, ongoing scheme that will link the 
four major metropolitan areas in the country.

The ability to move both people and freight into, out of 
and around a city in an efficient manner is crucial to its own 
future economic growth and survival. Shanghai services 
a large number of airline carriers and receives high marks 
for international freight access. In Beijing, over the last five 
years the number of air passenger arrivals city has increased 
by 98 per cent, catapulting the Chinese capital from 26th 
to 9th busiest international airport in the world with 55.9 
million passengers in 2008 (when China hosted the Olympic 
Games). This success is reflected in the number of airlines 
servicing Beijing and testifies to the quality and efficiency 
of the airport. Beijing’s air cargo traffic grew 15.8 per cent 
in 2007. In this particular market, China (including Hong 
Kong) accounts for 13 per cent of worldwide air shipments 
and comes second only to the United States. Other busy 
airports in Asia include Bangkok, Tokyo, Singapore and 
Hong Kong, China, and which each handle more than 30 
million international passengers annually (PwC, 2008; 
Airports Council International, 2009).

As they develop their potential as business centres and loca-
tions for major international sports or other events (see Box 
3.3), Asian cities are also waking up to another dimension 
of globalisation, i.e., tourism, with an attractive mix of his-
torical heritage and dramatic modern buildings and skylines. 
The Asia-Pacific region is to experience the highest growth in 
urban tourism of all regions in the world by 2020. Tourism 
already features as a major economic sector in many Asian 

countries including Cambodia, Indonesia, the Maldives, Ne-
pal, Sri Lanka and Thailand. As a result, many cities in Asia 
today are investing heavily in the development of various 
amenities such as museums, shops, theatres, theme parks, ren-
ovated historic buildings, sport stadiums, concert halls, etc., 
to attract more visitors (World Tourism Organization, 2008).

3.2.5  Business practices in cities
The World Bank’s annual Doing Business report provides a 

quantitative assessment of regulations for starting a business. 
Recent issues in the series have focused on specific sub-
national and urban areas, as summarised below with regard to 
China, India and the Philippines. 

Global Rank Port

Annual Container
Handling Volume

(Million TEUs)

1 Singapore 29.92

2 Shanghai 27.98

3 Hong Kong, China 24.25

4 Shenzhen 21.41

5 Busan 13.43

7 Ningbo 11.23

8 Guangzhou 11.00

10 Qingdao 10.23

Table 3.3: Asia’s busiest ports

Source: Statistics of Ministry of Transportation and Communications, 2009, Taiwan, Province 
of China, from The China Post (2009)

▲

Beijing airport – now the 9th busiest worldwide. ©yxm2008/Shutterstock
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China
The attractions of Chinese cities are well documented in 

the Doing Business series. The criteria include ease of starting a 
business, registering property, obtaining credit and enforcing 
contracts. Findings suggest that China’s coastal cities offer 
the friendliest environments for business in the country, 
with Guangzhou ranked as the best overall, followed by 
Nanjing, Shanghai, Hangzhou, Jinan, Fuzhou, Tianjin and 
Beijing. On the other hand, cities in the western and central 
Chinese hinterland provide the most challenging business 
environments.

Under China’s nationwide regulations, it takes 14 distinct 
procedures to set up a business. Some cities like Hangzhou, 
Nanjing and Fuzhou have opened one-stop administrative 
centres for some of the procedures. The most efficient city is 
Guangzhou, where it takes 28 days to complete the process to 
start a limited liability company. In contrast, in Yinchuan and 
Taiyuan would-be entrepreneurs must spend an average 55 
days, or nearly a month longer (World Bank, 2008b).

Chinese cities actively promote business. For instance, as 
many as 53 different reforms have been introduced at the local 
level to accelerate the property registration process (land titles, 
ownership of buildings, etc.). In this particular respect, the city 
of Chongqing stands out as the top reformer, having managed 
to streamline existing procedures into four stages only, instead 
of 12 as in other Chinese cities. Still, even the country’s best 
performers leave room for improvement when compared with 
those in the rest of the world. For example, starting a business 
in Hangzhou still takes 12 procedures, 30 days and 5.7 per 
cent of annual income per head, against Hong Kong, China’s 

five procedures, 11 days and 3.1 per cent of annual income per 
head for the same process (World Bank, 2008b).

Prior to reforms in Zhengzhou, completing a building 
survey used to take almost five months, compared with only 
one to two weeks now. In this respect, the ‘one stop shop’ 
service has been adopted in cities like Shanghai, Guangzhou 
and Fuzhou, where distinct windows within a single centre 
take applicants through the successive administrative steps. 
Chongqing, Guangzhou, Shanghai, Tianjin and Xiamen  
have also merged the former land and building certificates 
into a single format, improving efficiency and reducing costs, 
including when compared with the national average (World 
Bank, 2008b).

India
Although Mumbai stands out as India’s undisputed 

financial centre, the city does not rank high in terms of 
business-friendly environment. The process of starting a 
business in Mumbai is fairly smooth, but the city lags behind 
others in India on several crucial counts, such as the time 
required to have a contract enforced, to process construction 
permit applications and to transfer property titles, as well as 
starting costs, and the cumulative tax burden on businesses. 
Hyderabad, on the other hand, sits at the top of the rankings 
for business-friendly cities in the country. Bhubaneswar and 
Jaipur also stand as examples of lower-income cities that have 
made efforts to offer more business-friendly environments 
through better efficiency and modern technologies, while 
keeping low the costs of doing business.

Thailand’s automobile cluster emerged during 
the 1990s and grew rapidly after the Asian 
financial crisis of the late 1990s to become one 
of the country’s leading export sectors. The 
‘automobile belt’ is concentrated around Bangkok, 
the adjoining province of Samut Prakan and the 
Eastern Seaboard. Between 1997 and 2004, 
automobile production increased by an average 
81.2 per cent per year. By 2005, Thailand was the 
largest hub for automobile production in South-
East Asia, exporting about 540,000 cars per 
year and generating over US $5 billion in export 
revenues. Thailand is also currently the second 
largest exporter of pickup trucks in the world and 
offers more customized model variations than 
anywhere in the world. 
Thailand owes this success to favourable 
economic and policy environments in the late 
1980s and early 1990s. To begin with, demand 
for motor vehicles in the region is nowhere higher 
than in Thailand. From 1989-96, an average 
405,800 motor vehicles were sold every year in 

the country, accounting for as much as 42 per 
cent of total sales in the four largest South-
East Asian countries (the other three being 
Indonesia (27 per cent), Malaysia  (21 per 
cent) and the Philippines (10 per cent). 
Another major factor behind Thailand’s 
automobile success was none other than 
the policy environment, which was relatively 
more liberal and stable than in the other 
three major countries in the subregion. The 
first and foremost advantage of production in 
Thailand was the absence of an explicit goal 
to promote a national car – a major difference 
with Malaysia – or of nationalizing local parts 
firms, as was the case with Indonesia and 
the Philippines. Furthermore, the degree of 
policy uncertainty, i.e., the frequency of policy 
shifts and reversals, was relatively higher in 
Indonesia and the Philippines than in Thailand. 
Furthermore, Thailand was the first country 
in South-East Asia to embark on unilateral 
liberalization of the automobile industry, 

which gave it ‘first mover’ advantage. Thailand 
could even afford to stimulate import competition 
with a dramatic reduction in tariffs, although 
this still left the country’s domestic automobile 
industry better protected than other sectors. 
Moreover, in 1997 in Bangkok, the government 
relaxed the Foreign Business Act to allow 
greater foreign ownership in Thai enterprises, in 
response to the need to recapitalize the export-
orientated sector. Together with the depreciation 
in the national currency (which made foreign 
capital expenditure cheaper and exports more 
competitive), these policies promptly sparked 
further inflows of investment by foreign-based 
assemblers and auto-parts manufacturers. 
These various factors have combined further 
to entrench Thailand’s automobile ‘cluster’ and 
increase the country’s value-added exports. As 
a result, the value of imported parts per 1,000 
cars dropped from US $8.1 million (in real terms) 
during the late 1980s to around US $1.2 million 
during 2004-05.

Source: Kohpaiboon (2008) and Zsin Woon et al. (2007)

BOX 3.2: THAILAND’S EMERGENCE AS A HUB FOR AUTO EXPORTS
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The time it takes to start a business in India is shortest in 
Noida and Mumbai (30 days) and lengthiest in Kochi (41 
days). The differences in start-up costs among cities can be 
pronounced. In Patna, Kolkata and Bhubaneswar, would-be 
entrepreneurs need to spend less than 40 per cent of income 
per head2 to launch a business. For those in Bangalore and 
Mumbai, the cost is almost double due to local government 
fees and taxes. Registration for value-added tax costs the 
equivalent of 12 per cent of income per head in Mumbai, but 
is free of charge in Jaipur and Ahmedabad. Similarly, it costs 
entrepreneurs 15 per cent of income per head to register under 
the Shops and Establishments Act in Bangalore, a service that 
comes free of charge in Chennai (World Bank, 2009b).

When it comes to registering property in Indian cities, 
Ahmedabad, Bangalore and Chennai are where the number 
of procedures is the smallest – 15, compared with 37 distinct 
steps in Mumbai. Property registration will take 80 days or 
so in Hyderabad, but as many as 258 in Kolkata. Variations 
are due mainly to the time it takes to obtain pre-construc-
tion clearances, zoning and building permits, as well as con-
nections to power grids. The procedures required to register 
property are similar across the 17 Indian cities surveyed by the 
World Bank (2009b). However, the time and costs required to 
complete these procedures vary substantially across cities. In 

Gurgaon, it would take an entrepreneur 26 days and 7.7 per 
cent of the value to transfer property, while in Guwahati the 
same process would last three times longer and cost 15.4 per 
cent of the property value. Cost differences have to do mostly 
with stamp-duty rates, as set by individual states, which ac-
count for an average 69 per cent of all the costs incurred. 
Stamp duty can be as high as 12.5 per cent of the property 
value in Kochi, and as low as 3 per cent in New Delhi (World 
Bank, 2009b).

The Philippines
In the Philippines, business regulations and enforcement 

vary widely across cities. While all local authorities come 
under one and the same legal and institutional framework, 
they also enjoy some degree of leeway when it comes to 
interpretation and implementation. Some cities like Taguig 
and Marikina (both in the Metropolitan Manila area) have 
used their authority to streamline procedures and reduce 
regulatory costs for business. Local requirements account for 
12 of the 23 procedures to start a business in Davao, but only 
four (out of a total of 15) in Marikina and Taguig. The time it 
takes to start a business ranges from 27 days in Taguig to 52 in 
Manila. The delays to obtain a permanent connection to the 
power grid also vary widely across cities: from only five days 

the river Yangtze). It was among the few cities 
opened to foreign trade by the 1842 Treaty 
of Nanking. Shanghai subsequently continued 
to play an important role in China’s social and 
economic development. The city flourished as a 
trade centre between East and West, and by the 
1930s had become an international banking and 
business centre. 
The 1990 economic reforms triggered an intensive 

China’s most populated city (over 16 million) 
Shanghai is also one of the largest in the world, 
and its hosting of the 2010 World Expo (with 
‘Better City, Better Life’ as its theme) came as 
an apt symbol of its recent revival. Originally 
established as a fishing and textiles town, 
Shanghai grew in national importance during the 
19th century due to the favourable location of its 
port (midway along the coast, at the mouth of 

effort to improve infrastructures across the city. 
In 2005, Shanghai became the world’s largest 
cargo port. Today, the city on its own contributes 
8 per cent towards China’s total industrial output, 
17 per cent of the country’s port cargo handling 
volume, 25 per cent of its total exports and 13 
per cent of financial revenues.
On top of port facilities, Shanghai has expanded 
its role in finance, banking, and as a location for 
corporate headquarters. These developments are 
fuelling demand for a highly educated, forward-
looking workforce.
Between 1992 and 2007, Shanghai’s economy 
grew at double-digit rates every single year. In 
2007, the city’s nominal GDP grew 13.3 per cent 
to reach US $176 billion. Up until the end of 2008, 
combined foreign direct investment amounted to 
over US $73 billion, which supported as many as 
31,440 distinct projects. Shanghai is also making 
its presence felt as a business centre of choice 
among international investors. As far as foreign 
indirect investment is concerned, Shanghai’s 
emergence is also becoming conspicuous in the 
financial world. Foreign banks hold 14 per cent 
of the financial assets domiciled in Shanghai. As 
China gradually liberalizes its financial sector, 
Shanghai’s foreign exchange market may come 
to rival those in Singapore and Hong Kong, China.

BOX 3.3: SHANGHAI, AN URBAN REVIVAL

Source: Abhay Kantak, CRISIL Infrastructure Advisory Services, India, based on various sources.

▲

Shanghai, China. ©Mateo Pearson/Shutterstock
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in Tanauan, to about three months in Metropolitan Manila. 
Differences in costs and delays reflect those in local practice 
and administrative efficiency from one city to another. 
Registering property takes 21 days in Mandaluyong, but as 
many as six weeks in Mandaue.

3.2.6  Productivity and competitiveness
High productivity of factors is essential to any city’s 

competitiveness. Some Asian cities produce more goods and 
services than some smaller countries in the whole region. Their 
total outputs per head can be much higher than nationwide 
averages. For example, Ho Chi Minh City’s output per head 
is nearly eight times as high as that of Viet Nam as a whole; 
in Bangalore, the multiple is nearly sevenfold. In Bangkok, 
Jakarta and Shanghai, output per head is three times as high 
as the nationwide average. 

Cities where gross domestic product per head is the highest 
are also those with the best infrastructure, a significant factor 
in productivity (see Table 3.4). Asian cities like Singapore, 
Shanghai and Hong Kong, China,  have built world-class urban 
infrastructure, allowing them to compete with other major 
cities in the world. Singapore has positioned itself as a business 
hub for the whole Asia-Pacific region. Other cities in Asia, 
such as Mumbai, aspire to turn themselves into international 
financial centres but lack of quality infrastructure is the major 
stumbling block, for all the sophistication of the city as a 
financial marketplace. If Mumbai remedies its perennial lack 

Table 3.4: Asia’s top 20 cities for gross domestic product

Ranking City/Urban Area Country GDP (US $ bn) GDP Per Head (US $)

1 Singapore Singapore 161 37,597

2 Hong Kong China              244 35,159

3 Tokyo Japan            1,191 33,835

4 Osaka/Kobe Japan              341 30,177

5 Seoul Republic of Korea              218 22,602

6 Bangkok Thailand                89 13,499

7 Shanghai China              139 9,586

8 Beijing China                99 9,238

9 Ho Chi Minh City Viet Nam                40 7,935

10 Jakarta Indonesia                98 7,424

11 Bangalore India                48 7,080

12 Hanoi Viet Nam                30 7,073

13 Mumbai India              126 6,923

14 Pune India                32 6,829

15 Bandung Indonesia                28 6,685

16 Kolkata India                94 6,573

17 Wuhan China                40 6,542

18 Ahmedabad India                34 6,364

19 Hyderabad India                40 6,359

20 Chengdu China                22 6,342

of proper physical infrastructure, it is likely to attract more 
capital from some of the well-established financial centres of 
the world (GoI, Ministry of Finance, 2007).

Singapore and Hong Kong, China, are both global finan-
cial centres and major transhipment ports. Both are vying to 
create a niche for themselves as the ‘business centre of choice’ 
in Asia. Hong Kong, China, is ranked number one and Sin-
gapore number three in the MasterCard Worldwide Centers of 
Commerce Index (MWCCI) (MasterCard Worldwide, 2008). 
For all their well-entrenched economic power, though, these 
two centres are not without regional rivals. Shanghai’s expan-
sion comes as a direct threat to Hong Kong, China. Most of 
Hong Kong’s gross domestic output is linked to the vagar-
ies of global trade and financial markets, both of which are 
susceptible to severe volatility during swings in the business 
cycle. Singapore faces similar challenges on account of com-
parable economic structures.

Shanghai and to a lesser extent Beijing and Jakarta, are 
emerging as financial powerhouses, too. Shanghai’s market 
capitalization is second only to Tokyo’s and is growing at a 
faster rate. However, according to the MasterCard report, 
Tokyo still inspires more investor confidence due to strong 
financial and regulation systems. As for Beijing, it is home to 
the world’s second largest number of headquarters of ‘global 
500’ companies. In Indonesia, Jakarta is beginning to show 
signs of growing financial influence in the region. Its market 
capitalization is now larger than Bangkok’s and the potential 
for rapid expansion seems to be significant (PwC, 2008).

Source: www.citymayors.com/statistics, and for Singapore data: www.singstat.gov.sg/stats/themes/economy 
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3.2.7  Measuring competitiveness
The Global Urban Competitiveness Project (GUCP) 

assesses individual cities and as such can exercise a degree 
of influence over urban policy deliberations.3 Urban 
competitiveness is defined by the Project as a city’s ability 
to create more wealth in a faster and better way than 
others. The Project routinely assesses the competitiveness 
of 500 cities around the world based on nine parameters, 
as follows: (i) gross domestic product; (ii) gross domestic 
product per head; (iii) GDP per unit area (also known as 
‘GDP density’); (iv) labour productivity; (v) number of 
multi-national enterprises located in the city; (vi) number 
of patent applications; (vii) price advantage; (viii) economic 
growth rate; and (ix) employment rate. The Project has 
ranked three Asian cities – Tokyo, Singapore and Seoul – 
among the top 20 most competitive in the world. In China, 
Hong Kong, Shanghai, Shenzhen and Beijing ranked 26th, 
41st, 64th, and 66th respectively. The majority of cities 
in the list were in North America and Europe. However, 
the report recognized that Asian cities were becoming 
increasingly competitive, and many, especially in China, 
rank among the top 10 with the fastest economic growth in 
the world (GUCP, 2008).

PricewaterhouseCoopers has come up with similar find-
ings. According to their forecasts, several Asian cities are 
set to improve their global rankings by 2020. For example, 
Shanghai is seen moving from 32nd in 2005 to 16th in 
2020. Other Asian cities expected to climb higher include 
Mumbai (37th to 24th), Istanbul (34th to 27th), Beijing 
(44th to 29th) and Manila (42nd to 30th). Lower down 
the list, notable “climbers” include Jakarta (46th to 33rd), 
Delhi (51st to 34th), Guangzhou (60th to 36th), Kolkata 
(49th to 38th) and Bangkok (55th to 46th) (PwC, 2007).

3.2.8  The bottlenecks constraining growth
In several cities across the Asia-Pacific region, economic 

growth has been restricted by bottlenecks arising from 
institutional frameworks, human resources and infrastructure. 
Regulatory red tape, taxation and corruption combine to 
stifle potential business and can significantly cancel out other 
strengths a city may possess. Singapore and Hong Kong, China, 
demonstrate how planning policies can encourage business 
through low corporate tax rates and uncomplicated, flexible 
employment environments, while also maintaining a tough 
stance on corruption (PwC, 2008).

Hong Kong, China, has been made more business-friendly 
through a broad range of programmes. In 2006, the government, 
working with the private sector, established a dedicated cross-
sector consultation team to improve authorisation procedures. 
The team identified redundant procedures as well as channels for 
improved communication and coordination, while suggesting 
regulatory ‘easy fixes’ that might improve efficiency. In 2007-
08 in Singapore, the time for dealing with construction permit 
applications was reduced significantly, as the agencies in charge 
cut internal deadlines by half. To save more time, the Building 
and Construction Authority’s new data management system 
makes processing smarter and more user-friendly. Today in 
Singapore, builders regularly receive updates on the status of 
permit applications by e-mail and text-messaging systems.

In Dhaka, Bangladesh, the relevant authority introduced a 
one-stop shop for building permits in August 2007. Almost a 
year later, inconsistent fire safety regulations would still force 
builders to visit each agency in charge of approvals. By law, only 
buildings with more than 10 floors require fire safety clearance. 
The fire department insists that the cut-off should be six floors, as 
in previous regulations. The upshot is that builders can spend up 
to six months shuttling between agencies, trying to make sense of 
inconsistent rules (World Bank, 2008c).

▲

Istanbul, Turkey. ©Sailorr/Shutterstock
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Urbanization and the 
informal economy in Asia 

3.3
3.3.1  The formal and informal economies in Asia

Synergies between the formal and informal economic 
sectors are a defining feature of Asian cities. With 
rapid economic growth, gains in the formal lead to 
growth in the informal sector. The informal sector 

refers to those sections of the economy that do not abide by 
the rules and regulations applicable to organized economic 
activities. Urbanization is another factor behind the growth 
of informal economies in Asian cities – indeed, the informal 
sector is part of the dynamics of the urbanization process. 
A significant informal economy has been a characteristic of 
the early phases of the urbanization of almost all economies 
around the world, and therefore has often been seen as 
a prerequisite in the transition from developing to more 
developed economies.  

Some countries, like Sri Lanka, combine low rates of 
urbanization and a relatively small urban informal sector; in 
others like India, a similar low rate sits side by side with high 
proportions of informal workers in urban areas. These high 
proportions are also found in Thailand, although the country 
features a relatively high income per head, as does Taiwan, 
Province of China though with a lower share of informal 
workers in urban areas than Thailand.

Because of its inherently ‘informal’ nature, the ‘grey’ or 
‘underground’ economy largely eludes standard statistical 
methods, and reliable data remain patchy in many ways (see 
Chart 3.7). While it is widely accepted that the informal 
sector is an integral part of urban and national economies, 
much of the available information relates to employment 
data, rather than to its share in national production of goods 
and services, or its influence on urban growth. The informal 
economy is vast and heterogeneous, but a common feature 
that binds informal sector workers is exclusion – from social 
security, from trade unions, from GDP and other statistical 
surveys, as well as from the productive resources typically 
available to larger enterprises (ILO, 2006a). According to 
the International Labour Organization (ILO), the conditions 
of those employed in the informal economy are best defined 
in terms of decent work deficits. These deficits can include 
poor-quality, unproductive and un-remunerative jobs that 
are not recognized or protected by law, absence of rights at 
work, inadequate social protection, and lack of representation 
and voice. Decent work deficits are most pronounced in 
the informal economy, especially at the bottom end among 
women and younger workers (ILO, 2002a).

Informal economy workers are exposed to significant 
degrees of risk on a daily basis, with lack of security making 

▲

Luang Prabang, Lao People’s Democratic Republic. ©William Casey/Shutterstock
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The substantial role the informal sector plays in 
India’s economy, and the country’s labour deficit, 
transpire from a number of official statistics. 
Economic growth has slightly slowed down but 
remains sustained (7.3 per cent in 2008, 9 per 
cent in 2007 and 8.5 per cent in 2006). The 
labour force (total: 516.4 million) grows some 
seven million every year. India’s problem is 
that against this 2.5 per cent rate, employment 
is growing by only 2.3 per cent. For instance, 
manufacturing sector growth is too slow, at 
an annual 7 per cent, to absorb much of the 
shortfall. The 7.2 per cent official unemployment 
rate conceals a situation where the formal sector 
contributes only 10 per cent of jobs, compared 
with 60 per cent self-employed and 30 per 
cent casual workers. Overall, 70 per cent of the 
labour force in all sectors is either illiterate or 
educated below primary level1. Since some of 
the employment in the agricultural sector is of a 
seasonal nature, many families migrate to urban, 
especially metropolitan areas, where they live in 
informal settlements with poor access to basic 
infrastructure or health, and education services.
This is the type of background against which 
in 1989 in Ahmedabad, a non-governmental 
organization known as Saath adopted an 
integrated approach to help slum-dwellers out 
of this cycle of poverty. Its ‘Integrated Slum 

Development Programme’ started at the micro-
level focusing on children and youth (i.e., those 
15-35 years of age according - Government of 
India definition). Poverty and slums deprive 
youth of opportunities through poor access to 
basic services, sub-standard education, and 
inadequate social skills for transactions with the 
formal sector. The initial phase of the scheme 
proved to be such a success that by 1994-95 
slum residents asked for the programme to 
include income-generation activities (see saath.
org for more details), which Saath did on a 
small scale. Since then, though, two livelihood 
programmes have undergone sustained 
expansion. Known as Umeed and Urmila, they 
provide youth and other slum residents the skills 
they need for employment in the varied and 
growing market for services in the business and 
domestic sectors. 

The Umeed Programme
In 2005 and in partnership with the Ahmedabad 
Municipal Corporation, Saath launched a 
livelihood programme for youth called Ek Mouka 
Udaan (meaning ‘an opportunity to fly’, as with 
a fledgling bird’s first flight out of the nest). The 
scheme enhances young people’s money-earning 
capacities and identifies suitable jobs for their 
placement. It includes classroom training, guest 

lectures, exposure visits, on-the-job training, and 
a detailed evaluation of the student’s progress. 
In September 2005, the first Umeed Training 
Centre was established in Behrampura area of 
Ahmedabad, where more than 1,200 youth were 
trained, and subsequently found employment in 
the formal sector.
As news of the success of the programme 
spread, in February 2007 the state government 
decided to promote the scheme through the 
Gujarat Urban Development Mission (GUDM) 
which became known as Umeed (‘hope’, 
‘aspiration’ in Gujarati). 
For admission to the job placement-based 
programme, candidates must (i) be of 18-35 
years of age; (ii) have dropped-out of school or 
college (less than 14 years of formal education); 
(iii) be from a vulnerable family living either in a 
slum or in a rural area, and (iv) pay a fee of Rs. 
500 (US $11). The rationale behind the fee is 
to ensure that only candidates who are serious 
about enhancing their skills and the training will 
participate. The total cost per student is about 
Rs.4,500 (US $98), and the remaining Rs.4,000 
(US $87) is funded partly by the government and 
partly by an international foundation2. In those 
few cases where the would-be trainee cannot 
afford to make a single payment for the fee,  
s/he is allowed to do so in two instalments. In 

BOX 3.4: WHEN CIVIL SOCIETY TACKLES EMPLOYMENT DEFICITS: GOOD PRACTICE FROM 
AHMEDABAD

Source: Sharadbala Joshi, researcher and volunteer, Saath

▲

Umeed house-visits for enrolment and publicising on-site night show. ©Saath
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those very rare cases where candidates cannot 
pay the fees, Saath resorts to charity fundraising 
Websites or individual donations.
Saath’s innovative marketing with roadshows 
has proved to be effective. Umeed graduates, 
faculty and members of the core team go out 
to communities to talk to youth and convince 
parents about the benefits of the programme, 
and in the process enrol young people. Road 
shows include the following:
i.		 Door-to-door marketing, involving 30 youth, 

faculty and other Saath team members.
ii.		 Tents in public places such as temples, mar-

kets, the local Umeed (training) Centre etc, 
with the option for on-the-spot registration. 
This aspect also involves diffusion of pam-
phlets and information in the vicinity to direct 
people to the tent. 

iii.	 Mobile advertising: Umeed hires auto-
rickshaws, whose drivers are mostly slum 
residents, with audio systems to spread the 
word across settlements and public places. 

iv.	 On-site night shows reach out to those many 
slum residents who are away at work during 
the day. Up to 150 people at a time gather 
in easily accessed locations to watch films 
on the Umeed programme and its benefits. 
The events and venues are advertised locally 
throughout the day. Screenings are followed 

by a discussion to enable people to seek 
more information and clarify any doubts.

The assurance of job placement is the main 
attraction for young people to join the programme. 
Placement is ensured in partnership with the 
Saath Livelihood Resource Centre (a specialist 
body). Umeed trainers play a major role, being 
familiar with graduates and having worked in the 
sector they specialize in at Umeed. On top of this, 
many employers run their own in-house training 
programmes for all entry-level employees during 
the probation period, enabling Umeed graduates 
to refine their familiarity with the relevant sector, 
such as retail, sales, marketing, business process 
outsourcing, etc. So far, Saath has tied up with 
over 100 companies in Gujarat, providing them 
with entry-level staff. Most employers find that 
compared with individually recruited employees, 
Umeed students are more committed, efficient 
and punctual, as well as more respectful 
towards clients. In addition, no task is menial 
for them (source: interviews with various human 
resources managers who have hired Umeed 
graduates). 

Umeed’s achievements over the past four years 
are as follows:
a)	 53 Umeed Centres have been set up 

operating across Gujarat and Rajasthan;

b)	 As at 31 March 2010, a total 29,110 young 
people had enrolled, of which 23,841 (82 
per cent) had completed training and 17,273 
(59.3 per cent) had been placed.

c)	 Umeed students earn between Rs. 3,000-
6,000 (US $65-$131) per month after job 
placement, compared with the national 
minimum wage of Rs. 1700 (US $37) per 
month in February 2004 or Rs 2500 (US $55) 
per month November 2009 onwards.

Saath’s pilot models for employment and entre-
preneurship show great potential for scaling-up 
through social enterprises. The idea is to evolve 
sustainable “social entrepreneurship” business 
models in large urban centres that are not de-
pendent on donor or government funding. This 
comes in response to empirical evidence that the 
aspirations and purchasing power of the “bottom 
of the pyramid markets” are far beyond the nar-
row perspectives and bureaucratic processes of 
subsidized welfare programmes, and can be acti-
vated at grassroots level by civil society.

Notes:
1.		 www.indiaonestop.com/unemployment.htm
2.		 Memorandum of Understanding (MoU) 

between Saath Charitable Trust with Gujarat 
Urban Development Mission

▲

Classroom training. ©Manoj Pillai/Creatives Against Poverty
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Chart 3.7: Share of informal jobs in non-agricultural/urban 
employment, various years (%)

▲

Repairing ships in Dhaka, Bangladesh. Informal economy workers are exposed to 
significant degrees of risk on a daily basis. ©Manoocher Deghati/IRIN
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them – and small entrepreneurs – highly vulnerable. They are 
not recognised under law and therefore largely stay out of legal 
or social protection frameworks. Informal workers are unable 
to enforce contracts or enjoy the security of property rights. 
They are excluded from, or have limited access to, public 
infrastructure and other social amenities. They are left to rely 
as best they can on informal, often exploitative institutional 
arrangements, whether for information, markets, credit, 
training or social security. It falls to innovative initiatives 
from civil society to give them the training and access to 
opportunities they so badly need (see Box 3.4).

The linkages between informal workers and formal businesses 
can be both direct and indirect. The informal economy 
includes the full range of “non-standard” wage employment 
conditions which flexible specialization has given rise to, such 
as sweatshop production, home-workers, contract workers, 
temporary or part-time work, and unregistered workers. Seen 
from this perspective, the informal economy includes many 
disguised wage employees who may not have direct links with 
a formal sector enterprise, but who are clearly dependent on 
the formal sector for the inputs, equipment, work location 
and sale of the final products they make. 

Dualism – the coexistence of the modern or formal sector 
with the traditional or informal sector – has become a more 
acute and distinctive feature of labour markets in many 
Asian cities and, to a significant extent, a factor in their 
competitiveness on the world market for manufactured 
goods. Their well-developed formal manufacturing and 
services sectors are largely on par with those in industrialized 
countries, but their large informal economies underpin 
the success of the formal one. In most Asian cities, the 
informal economy has been burgeoning, while continuing 
to offer most workers and small businesses insecure work 
conditions as well as gruelling, overextended working days. 
The important policy issue here is not whether informal wage 
workers or informal production units have direct ties with 
the formal economy – clearly, they do – but whether those 
ties are benign, exploitative or mutually beneficial. The policy 
concern is to enhance the positive linkages and to ensure that 
there is decent work all along the continuum (ILO, 2006b; 
Asian Development Bank, 2005).

The proliferation of informal enterprises in cities often comes 
as a by-product of three types of administrative inadequacy: 
(i) excessive government and local authority control, (ii) the 
long drawn-out procedures for permits and licences, and 
(iii) the inefficiency and petty corruption involved in doing 
business. Moreover, the global economic connections of Asian 
cities have resulted in new and flexible forms of production 
relations, especially in the services sector, such as call centres. 
Employment in these new urban enterprises will often be 
classified as informal because they do not come under the 
purview of any regulatory framework. Therefore, adjustments 
to rules and regulations could help turn informal into formal 
employment. Research into retail stores in large Indian cities 
has found that labour regulations remain a problem, and that 
more flexible laws could significantly increase employment in 

Source: Asian Development Bank (2005)
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that sector. This is far from negligible in a country where retail 
is the second largest employer, providing jobs to 9.4 per cent 
of workers (World Bank, 2008d).

Public authorities can more or less formally recognize and 
maximize the value of the informal sector to large sections 
of the public or the economy. They can do so on a small (see 
Box 3.5) or a larger scale. In China, the Shanghai Municipal 
Government has since 1996 systematically favoured the 
informal economy with a specific policy and regulatory 
environment that have come to be regarded as a pioneering 
model in the country. Under this scheme, individual 
ventures or small firms are referred to as “informal labour 
organizations” (‘fei zhenggui laodong zuzhi’). These include 
self-employment, where laid-off or unemployed workers 
launch business ventures, raising capital and managing the 
business themselves, as well as taking responsibility for profits 
and losses. Those ‘informal labour organizations’ focused on 
self-employment involve laid-off or unemployed workers who 
launch and manage their own ventures and are responsible 
for raising any capital as well as for profits and losses. With 
‘labour organizations’ specialised in public works, local 
authorities provide assistance, tax exemptions and free-of-
charge training. On top of this, dedicated administrative units 
at the street committee, city, district and county levels provide 
support and guidance to “informal labour organizations”, 
acting as intermediaries and even as guarantors (ILO, 2002b).

3.3.2  Gender and the urban economy
Increased participation of women in the workforce is often 

seen as enhancing empowerment. In Asia, the rise in female 
employment across the continent is indisputable. With rapid 
economic growth, more women are joining the labour force 
than before. In some countries, however, increases have only 
been marginal. 

For most of the last two decades, women’s participation rates 
have been consistently high, i.e., above 65 per cent, in East and 
North-East Asia, while remaining under 35 per cent in South 
and South-West Asia. Similarly, the ratio of women to men in 
employment in East and North-East Asia has, for the past two 
decades, remained stable around 80 per cent, or double the 
ratio in South and South-West Asia (ESCAP, 2008).

Increasing female workforce participation outside the home 
is a characteristic of cities across Asia. Evidence strongly 
suggests that the age of marriage for women is considerably 
higher in cities than in the countryside, and at the same time, 
fertility ratios are considerably lower in urban than in rural 
areas. Indeed, in several Asian cities fertility rates are below 
replacement level (e.g., Jakarta and Bangkok) and some (e.g., 
Shanghai) feature among those with the lowest rates in the 
world (Hugo, 2003). 

However, much of the increase in female participation in 
the labour force remains confined to the informal economy.  
When occurring in low return, urban, informal sector 

Quezon City, the Philippines
In an effort to legitimise the informal sector, 
Quezon City has provided stalls and sites 
to vendors under an “Integrated Hawkers 
Management Programme”. Vendors are assigned 
individual spots on sidewalks or open spaces 
under what is known as “Mayor’s Permits” 
and for a nominal fee, with priority given to 
members of the Hawkers’ Association. Credit is 
also made available to vendors through the Self-
Employment Programme of Manila Community 
Services Inc. (Amin, 2002).

Kuala Lumpur, Malaysia
Malaysia is another of the few countries in Asia 
that have given formal recognition to street 
vendors. The government’s 1990 national policy 
on hawkers included funding for the credit 
schemes and training programmes that enable 
street vendors to improve their business practice 
and facilities. The policy was part of a broader 
one aimed at turning the capital Kuala Lumpur 

into “a clean, healthy and beautiful city for the 
local people and tourists.” The plan involved 
relocating street vendors to food centres in 
buildings or to central sites, and also assisted in 
the design of vans for mobile hawking. 
As in other South-East Asian cities, the number of 
street vendors in Kuala Lumpur has risen sharply 
since the 1997-98 financial crisis, providing 
alternative livelihoods to those who had lost 
their formal jobs. By the year 2000, the number 
of licensed street vendors was close to 35,000, 
not to mention more than 12,000 unlicensed 
operators (Bhowmik, 2005).

Bangkok, Thailand 
Street vendors are the most conspicuous feature 
of the Thai capital. They can be found on almost 
every street peddling a wide range of wares – 
clothes, curios, electronic items and a variety of 
cooked and raw food. For the local population, 
the food stalls are an integral part of life, and 

particularly the makeshift restaurants. Hundreds 
of people rely on them for low-cost meals. The 
Bangkok Metropolitan Administration (BMA) has 
demarcated the sites where street vendors can 
operate – a total 287, a number that does not 
include another 14 on private land (Bhowmik, 
2005),
Bangkok’s accommodation of street vending also 
includes the Chatuchak market, where a plot has 
been handed over exclusively to the informal 
sector. The BMA bought this 11.2 ha of prime 
property from the State Railway of Thailand and 
converted it into a public park and ‘weekend 
market.’ The informal weekend vending in and 
around Sanam Luang (the royal esplanade) 
has relocated there. BMA occupancy fees are 
proportional to occupied floor space. The major 
factor behind the success of the project was an 
ideal location for the vendors, and the broad-
based consultative approach followed by BMA 
(Amin, 2002).

Source: Kohpaiboon (2008) and Zsin Woon et al. (2007)

BOX 3.5: HOW CITIES CAN SUPPORT STREET VENDORS
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▲

Roadside vegetable vendor in Yangon, Myanmar. ©LiteChoices/Shutterstock

activities, such participation is also considered as evidence 
of the feminization of poverty (BRIDGE, 2001).  
Greater insecurity and lower earning capacity in the informal 
sector make women workers more vulnerable. Even in the 
formal sector, the female labour force tends to be more 
occupationally segregated than is the case for their male 
counterparts. The chances of exploitation are also greater 
for women, not only under the form of homework, but 
more generally in the informal sector, or in illegal or quasi-
legal conditions (sex work), but also in more formal work 
conditions such as factories. Social networks offer some 
protection in these situations. 

For all their higher degrees of economic participation, 
women remain concentrated in “invisible” areas of informal 
work, such as domestic labour, piece-rate homework, and 
assistance in small family enterprises, which offer low, irregular 
remuneration where any, and little if any access to social 
security or job protection. As for female-headed households, 
they do not share in the broader benefits of economic growth 

and are more likely to be in poverty than those headed by 
males. However, data from Asian cities is mixed. In a sample 
surveyed by the Asian Development Bank (2001), only a few 
cities – Colombo, Kathmandu, Suva (Fiji), and Naga (the 
Philippines) – feature higher incidences of poverty among 
female-headed households.

The International Labour Organisation has noted 
“Programmes focusing on upgrading informal settlements, 
including slum upgrading schemes in growing urban 
centres and basic infrastructure provision for rural areas, are 
often seen simultaneously to upgrade living and working 
conditions for informal economy workers.” The organisation 
further identified the potential to “facilitate local employment 
creation especially for disadvantaged youth and women and 
encourage labour-intensive methods to deliver goods and 
services. However, this potential is not always exploited due 
to weak governance and capacity of local institutions and 
unsatisfactory devolution of authority and resources” (as 
quoted in Chant & Pedwell, 2008:27).
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Asia: Beyond the ‘factory of the world’
3.4

3.4.1  Asia as the world’s manufacturing centre

Asia has for some time now been known as 
‘the factory of the world’. Major world-
scale manufacturers of computers, electronic 
products, telecom devices, other consumer goods 

and industrial products have located their manufacturing 
centres on the continent. In other words, Asia has turned 
into the world’s manufacturing centre as part of the ongoing 
integrated development of the value chain of supply, 
production and sales.

This substantial role in the world’s manufacturing 
operations puts Asia in a favourable competitive position. It 
has not taken long for Asian economies to make the most 
of regional and international markets. Since the 1980s, the 
combination of international capital and Asia’s cheap labour 
has spawned a number of manufacturing bases in the region. 

At the same time, however, manufacturing has undergone a 
major reshuffling within Asia. Traditional manufacturing en-
terprises in Japan, the Republic of Korea, Taiwan, Province 
of China and Hong Kong, China, are being transferred to 
other locations. Mainland China has been one of the main 

beneficiaries of this process. On top of manufacturing bases 
in the country, major foreign companies have brought their 
own development and research teams. These transnational 
groups have chosen to source inputs from Asia, especially 
China which combines relatively low-costs and high qual-
ity. Guangzhou, Qingdao, Shanghai and Shenzhen are the 
favoured investment locations. China’s growing economy has 
attracted many foreign companies to the Pearl River Delta (be-
tween Guangzhou, Hong Kong, China and Macao, China).

China’s rise as a manufacturing powerhouse is such that 
it has not dwarfed other centres in the region. For instance, 
her rapidly developing electronic sector did not cause a 
decline in the same industries in Taiwan, Province of China 
or in the Republic of Korea. On the contrary, her electronic 
boom increased the need for China to import components 
from other Asian countries. In this sense, the country’s 
manufacturing ascendancy is a win-win situation for both 
China and the rest of Asia. China’s huge trade surplus vis-à-
vis the USA is offset by her deficit in components and parts 
with other Asian countries, which testifies to the pattern of 
specialisation within the region. 

▲

Shenzhen, China. The production line of the biggest CCTV surveillance camera producer in China. ©Bartlomiej Magierowski/Shutterstock
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This pattern is further reflected in the geographic disper-
sion of production, with assembly operations migrating to 
lower-wage economies while more developed Asian countries 
specialize in high-value-added components and capital goods. 
The resulting increase in vertical intra-industry trade, as fur-
thered by foreign direct investment, has created a sophisti-
cated production network in emerging Asia; this in turn fa-
cilitates the ‘catch-up’ process for developing Asian countries 
through technology transfers. India is making its mark, too, 
with a focus on trade in specialist services (e.g., software, call 
centres) rather than hardware (IMF, 2008).

Asia’s growing share in world trade has resulted largely 
from increased regional trade integration. While trade flows 
in the rest of the world roughly tripled between 1990 and 
2006, inter-regional trade involving emerging Asia rose by 
a multiple of five, and intra-regional trade within emerging 
Asia by a multiple of eight (IMF, 2008).

3.4.2  The next major innovations are to come 
from Asia’s ‘knowledge economies’

Specialisation is an evolving process. Asia no longer serves 
just a source of cheap manufacturing goods and services. The 
transformations in global markets, production and innovation 
systems are providing fresh opportunities for those Asian firms 
bent on improving their innovative potential. The process of 
outsourcing that was initially designed to exploit the labour 
wage arbitrage is slowly giving way to access to high-class 
skills as the primary driver of next-generation outsourcing.  

It was generally believed that in contrast to other stages along 
the value chain, there was a strong aspect of inertia to innova-
tion: it would typically remain tied to specific locations that 
were the home countries of multinational companies. How-
ever, the integration of developing countries into the global 
economy, combined with foreign direct investment flows, has 
brought about a major change. This change is visible in those 
locations that were the early recipients of global outsourcing: 
as this phenomenon now tends to favour other Asian na-
tions, the early beneficiaries are becoming more diversified 
and moving to higher-end, higher value-added processes of 
production and service delivery. Moreover, as outsourcing is 
taking on a larger share of global research and development 
(R&D), Asian cities build local capabilities for innovation. 
World-scale companies increasingly rely on knowledge sourc-
ing from Asia to manage global production, distribution and 
innovation networks. The network flagships relocate research 
and development to countries where knowledge workers 
come cheaper. In 1997, 59 per cent of US corporate R&D 
sites were located within the USA, while only 8 per cent had 
been outsourced to China or India. By 2006, these two coun-
tries had increased their shares to 18 per cent, while the US 
share had declined to 52 per cent (Ernst, 2008a).

Asian cities now offer the benefits of proximity to higher-end 
specialized supply networks for components, manufacturing 
and knowledge-intensive business services. Global firms are 
expanding and upgrading their research and development 
centres in Asia. Intel currently has seven R&D laboratories in 

BOX 3.6: THE BANGALORE REVOLUTION

Geographically, most of today’s ‘world cities’ are located on or near 
coasts. This location has enhanced their ability to trade with other 
parts of the world. However, under the new economic dispensation 
as defined by information technologies (IT), the concept of 
‘remoteness’ has been altered. Today, if linked to the Worldwide 
Web, no city is remotely located, being only one click away from a 
connection. Over the past several years, Bangalore, a city located 
right in the middle of southern India, has been put on the global map 
by its achievements in the information technology sector. According 
to Software Technology Parks of India, Bangalore’s information 
technology exports have risen from about US $1 billion in 2001 to 
more than US $10 billion in 2006. The city has also benefited from 
the employment spin-offs of the information technology industry: 
according to India’s National Association of Software Services 
Companies (NASSCOM), one IT job results in four indirect jobs 
(Gokarn et al., 2007). This is the success of Bangalore, which has 
triggered a software revolution in Indian cities.
The IT industry tends to flourish where technology professionals are 
available. Bangalore-based Infosys Limited, India’s second largest IT 
firm, concentrates most of its staff, or nearly so, in a single location. 
Interestingly, these professionals are not located in Bangalore but 
some 750km up north in Pune (south-east of Mumbai). From an 
international perspective, the rapid rise of Bangalore has forced 
major software companies to consider alternative locations outside 
the developed world.
Cities in India are now competing against each other in order to 
attract major software companies. Apart from Pune, cities like 
Bhubaneswar, Chennai, Gurgaon, Hyderabad and Jaipur are all 
following Bangalore’s example of excellence in the software 
business.

Source: Prepared with information from Gokarn et al. (2007)

▲

Bangalore, India. ©Ajay Bhaskar/Shutterstock
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Asia (outside of Japan) and is planning more, with additional 
staff, in the near future. In Bangalore, India, Intel’s largest 
such centre outside the USA conducts leading-edge research. 
In Shanghai, Intel has expanded its research and development 
team to focus on potential new applications for China and 
other emerging markets. Texas Instruments’ Bangalore centre, 
set up in 1985, now has the global mandate for developing a 
broad portfolio of leading-edge chips (Ernst, 2008b).

While India has achieved limited success as a worldwide 
exporter of manufactured goods, Bangalore (see Box 3.6) 
and Hyderabad have firmly established themselves as export-
orientated production centres for software and information 
services. Microsoft established its first Asian research centre 
in Beijing in 1998 and is currently spending 60 per cent of 
its research and development budget in Asia, amounting to 
almost US $4 billion. The quality of work in Microsoft’s 
development centres in Asia rank among the best in the world. 
In the words of Bill Gates, “...not only is Asia benefiting from 
the uses of new technology, [but] Asia will increasingly be the 
source of advances in technology” (PTI, 2007).

Many cities in East Asia are aspiring to become creative hubs 
for the whole region. Local innovative capacities are condi-
tioned by nationwide frameworks, and dynamic cities leverage 
specific location advantages by attracting and retaining talent 
(Wu, 2005). However, if they are to become creative knowl-
edge hubs, Asian cities must spend more on institutions spe-
cializing in education, research and development.

It is the proliferation of innovation that defines leaders in 
the emerging global knowledge economy. Asian cities have 
entered this arena, challenging the leaders. But they are still 
lagging way behind and need to do more if they want to 
become leaders in their own right.

3.4.3  Asian cities as capital hubs
As suggested earlier in connection with Shanghai, 

Singapore and Hong Kong, China, and Asia has become a 
force to reckon with in the global financial market. Exports 
of productive capital are far from negligible. With US $150 
billion in outward FDI flows in 2007, the continent has 
provided significant amounts of funding to other developing 
countries, both within and outside the region. Increasing 
numbers of developed countries are also attracting direct 
investment from Asia. India accounted for 16 per cent of all 
new foreign investment into London between 2003 and 2007, 
according to UK direct investment agency “Think London” 
(Think London, 2006). Similarly, China has surpassed the 
World Bank as the largest lender to Africa.

This goes to show that the direction of capital flows is no 
longer one way. Asian countries are using their fresh economic 
achievements to build a resource base for their own future 
growth. Asian companies are also buying global brands to 
compete on an equal footing with their counterparts around 
the world. Major world-scale firms such as Arcelor (Europe’s, 
and one of the world’s top steelmaker) and Corus Steel, or 
iconic automobile company brand names such as Jaguar 
and Land Rover, have been taken over by Indian companies.  

City World Ranking Rating

Hong Kong, China 3 729

Singapore 4 719

Shenzhen 5 695

Tokyo 7 674

Shanghai 10 655

Beijing 22 613

Taipei 24 609

Seoul 35 576

Osaka 38 565

Kuala Lumpur 45 557

Mumbai 53 542

Bangkok 60 532

Jakarta 62 511

Table 3.5: Asia’s top-ranking financial centres 

Source: City of London (2009)

▲

Seoul, Republic of Korea, is one of Asia's top-ranking financial centres.
©JinYoung Lee/Shutterstock
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A Chinese firm, Lenovo, has acquired IBM’s laptop, 
computers and peripherals range of products. 

Financial services are an attractive sector for cities for two rea-
sons: (i) this type of business has demonstrated its importance 
as a high-growth economic sector over the past quarter of a 
century, and (ii) these services are highly mobile. They also are 
under direct influence of policy and planning. For this reason, 
the competitiveness of financial centres is of great relevance 
to government officials and regulators. However, globaliza-
tion creates new competitive pressures for established financial 
centres. An ever-more integrated global economy means that 
easily replicable, “commoditized” jobs will tend to shift to the 
lowest-cost locations in emerging markets. “[The] global urban 
landscape . . . [is] dominated by a small number of cities that 
are distinguished by their higher order functions of control and 
coordination of global economic flows. These cities are pivot-
ally arranged in a hierarchical network of trade, investment, 
financial and even government transactions, and are responsi-
ble for creating value up and down the global economic chain” 
(Poon, 2003:136-137 as quoted in Jarvis (2009).

The City of London Corporation’s Global Financial Centres 
Index assesses the competitiveness of 46 marketplaces world-
wide. Regular updates pinpoint any changes in financial centre 
competitiveness based on a number of factors which combine 
into a single ‘rating’ for every centre. The higher the rating, 
the higher the ranking (City of London, 2009). The list shows 
that most of the larger, recent rises in ratings were achieved by 
Asian centres such as Shanghai, Beijing and Seoul. Shenzhen 

was included in the rankings for the first time in 2009 and shot 
straight to fifth rank worldwide (see Table 3.5). Incidentally, 
the City of London report found that many Asian economies 
were faring better than major Western counterparts.

Shanghai’s emergence as an international financial 
centre results from a combination of shrewd planning and 
economic ambition. The city was insulated from intra-
national competition and provided with all the resources it 
needed to develop its physical infrastructure. China’s national 
authorities have deployed a range of regulatory, institutional 
and liberalization measures to underpin domestic financial 
intermediation and financial sector development. Shanghai 
owes its rapid emergence as a financial centre to the 
introduction of change and innovation at all levels of the 
institutional-regulatory spectrum (Jarvis, 2009).

India’s financial capital, Mumbai, is aspiring to become 
an international financial centre. Its competitive advantages 
include a high density of formal and informal financial 
firms (some of which are highly qualified) and supportive 
social infrastructures (education, healthcare and the work 
culture). As for time zones, Mumbai sits almost mid-
point between Tokyo, Singapore and Hong Kong, China, 
to the east, and Frankfurt, Paris and London to the west. 
However, Mumbai must overcome major hurdles if it is to 
provide the required cost-effective, high-quality physical and 
regulatory infrastructure. Improvements must also include 
telecommunication networks, urban land-use regulations and 
tenancy laws.

▲

Mumbai, India, is aspiring to become an internation financial center. ©Mark Henley/Panos Pictures
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3.4.4  Human capital and economic growth

Basic human capital and Asian cities
High-quality educational services are a necessary though 

not sufficient condition for economic growth. Education 
cannot, on its own, bring about economic transformation. 
It is for cities to provide adequate support and infrastructure 
on top of promoting economic growth. Education facilitates 
economic transformation through higher worker productivity. 
It also acts as a catalyst for entrepreneurs to develop or adopt 
new technologies, or to introduce new types of business. 
Education also helps the process of globalization by opening 
up the frontiers of knowledge. As education is highly valued 
in Asian society, the countries in the region have established 
many quality educational institutions. However, since 
demand for better and higher education increases with 
economic development, Asian systems are struggling to keep 
pace (Permani, 2009). 

As in other regions, cities in Asia generally feature higher 
enrolment ratios than rural areas. However, economic needs 
often supersede educational goals among poorer urban 
families, as they face a tough choice between paying for 
basic services or for children’s education (UN-HABITAT, 
2010). In India’s and Nepal’s larger cities, enrolment ratios 
are higher than 90 per cent, while small cities lag behind by 
almost 10 per cent. In Viet Nam, enrolment ratios are almost 
equally high in urban and rural areas (see Chart 3.8) (UN-
HABITAT, 2008).

As far as development of basic human capital is concerned, 
Asia has a long way to go. The continent is host to two-
thirds (or 513 million) of the world’s illiterate population. 
In South Asia, one in three adults is illiterate, but in urban 
areas the ratio improves to one in five. The good news is 
that currently, more Asians are in school than ever before. 
In some countries, such as the Republic of Korea, Japan and 
Myanmar, net enrolment ratios stand higher than 98 per 
cent. In other countries, where education services are lagging, 
enrolment ratios are significantly lower (Timor-Leste: 63 

Chart 3.8: Net enrolment ratios in primary education

Source: UN-HABITAT (2008)

per cent; Pakistan: 66 per cent; Nepal: 76 per cent; Bhutan: 
79 per cent). However, in this region, while nine out of 10 
children of primary-school age are enrolled, the proportion 
falls to only six out of 10 in secondary education (ESCAP, 
2008). In Indonesia, almost all children attend six years of 
schooling, with 80 per cent of even the poorest completing 
primary school, but subsequent enrolment numbers drop 
dramatically, especially among the poor.

Between 1999 and 2006, more Asians have matriculated 
to universities located in small towns and the average 
gross enrolment ratio (GER) rose from 12 to 20 per cent 
during the period. Among the subregions, the highest gross 
enrolment ratios are to be found in North and Central Asia 
(54 per cent), followed by the Pacific (52 per cent) and East 
and North-East Asia (26 per cent). In South-East Asia, the 
ratio was 21 per cent in 2006, while South and South-West 
Asia ranked last in the whole region with 12 per cent. Gross 
enrolment ratios under 10 per cent are found in low-growth 
economies including Bangladesh, Bhutan, Cambodia, the 
Lao People’s Democratic Republic, Pakistan and Uzbekistan 
(ESCAP, 2008).

In its World Development Report (2007), the World Bank 
called on Asian governments to focus on education quality as 
well as quantity. So far, education policies on the continent 
have indeed focused on increasing primary school enrolment 
numbers. The World Bank specifically insisted on the need 
for improved quality of basic education services and skills 
acquisition. In Nepal, for instance, close to 60 per cent of 
children who dropped out after grade three cannot read a 
simple sentence. In India, remedial programmes for poorly 
performing pupils have had positive results, with local young 
women teaching basic literacy and numeracy skills. Overall 
in Asia, a decline in poverty has been accompanied by rising 
inequalities. Against this background, it is imperative for 
education policies to target poor and disadvantaged children, 
otherwise socioeconomic inequality may worsen (UNESCO, 
2007; UN-HABITAT, 2010).
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Chart 3.9: Education profile of the labour force in select Asian countries, 1990s-2004

Vocational education and Asian cities 
In Asian cities, more education has raised expectations 

which, if unfulfilled, can lead to economic and social instability. 
Given the scale of economic growth and urbanization in 
the Asia-Pacific region, most countries will not be able to 
generate enough jobs to accommodate increased supplies of 
better educated labour. Most new labour market entrants may 
have to work in sectors where educational qualifications do 
not matter. On the other hand, general-purpose education in 
schools and colleges often makes graduates “unemployable” 
for jobs that require specific skills, and they need on-the-job 
retraining from employers. 

Clearly, the development of technical and vocational 
skills is of vital importance for the future prosperity of the 
Asia-Pacific region. Skills enable individuals to enhance 
productivity and income, and therefore are of special interest 
to those working in the informal economy. Except for the 

newly industrialized economies, virtually all countries in the 
region will find themselves unable to generate enough formal 
jobs to accommodate all those entering the labour market. 
Most new labour market entrants in South and South-West 
Asia and in the Pacific will have no alternative but to work 
in the informal sector. The same applies to large numbers 
entering the labour force in China, Indonesia and Viet Nam. 
Knowledge and technical skills are essential for workers in the 
informal sector, too, as higher productivity and incomes help 
them break out of poverty (Asian Development Bank, 2008b; 
UNESCO, 2007).

In China, an estimated 140 million rural workers – most with 
limited education and few vocational skills – have migrated to 
urban areas in search of jobs and income opportunities. The 
flow of unskilled workers from rural to urban areas is expected 
to continue at a rate of at least 10 million a year for the 
foreseeable future. At the same time, many industries in China 

Key -  N: None; IP: Incomplete Primary; P: Primary; M: Middle; ILS: Incomplete Lower Secondary;  LS: Lower Secondary; HS: Higher Secondary; IT: Incomplete Tertiary (higher education); T: Tertiary.
Source: Asian Development Bank (2007)
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face severe production constraints due to shortages of skilled 
workers. Other developing countries in Asia are faced with 
shortages of workers with adequate vocational and technical 
skills, and more specifically with qualifications in such critical 
areas like information and communication technologies and 
accounting (Asian Development Bank, 2008b).

Export-orientated sectors such as electronics and textiles/
apparel have been growing rapidly in Asian cities. These 
sectors require specific skills which general higher education 
does not provide. In the electronics and apparel industries, 
many firms have to provide on-the-job training to young 
women entering the labour market. Computer literacy and 
a proper command of English are becoming major assets in 
rapidly growing Asian cities. In Mumbai, the earnings of 
those who attended English-speaking schools are much higher 
than those that did not. Between 1980 and the year 2000, 
the “English premium” – the earnings of students educated 
in English-speaking schools – increased from 15 to 24 per 
cent for men and from nearly zero to 27 per cent for women 
(World Bank, 2007).

Human capital and Asian cities as knowledge hubs
Asian cities nowadays aspire to be not just the factories but 

also the knowledge hubs of the world. For this to happen, 
an adequately prepared human resource base is necessary to 
drive and support growth. A knowledge-economy needs a 
more skilled labour force. This can be achieved only through 
quality education systems that promote problem-solving and 
critical-thinking skills. In general, the focus of employers is 
on the number of years of schooling and graduate degrees. 
Corroborating the World Bank’s recommendations (2007), 
recent research based on test scores in mathematics and 
language skills indicates that quality in education has a 
stronger impact on economic growth than the total years of 
schooling (UNESCO, 2007).

Cities that become knowledge hubs bring many benefits 
to the relevant economy. In India, for instance, growth in 
the information technology (IT) and IT-enabled services 
(‘IT-ITES’) sector has a substantial multiplier effect on 
employment and output via direct and indirect backward 
linkages and induced consumption spending. A significant 
part of this additional job creation derives from IT-ITES 
spending in the construction, transportation, apparel, retail, 
security, hospitality and entertainment sectors. The additional 
employment opportunities are not restricted to educated 
or skilled professionals, though. Surveys show that nearly 
three-fourths of the workforce employed by major providers 
of services to IT-ITES (catering, housekeeping, transport, 
security) have only secondary or higher secondary education 
(Gokarn et al., 2007).

Research by the Asian Development Bank shows that 
India, Indonesia, the Philippines and Thailand are producing 
educated workers faster than they are creating jobs (see Chart 
3.9). In general, economic growth is leading to rising education 
levels across the board, including in some sectors and types of 
jobs that do not pay a premium for education. The economy-
wide wage returns to basic education (i.e., the percentage 
increase in wages associated with completing an extra year of 
schooling) have fallen in these countries at almost every level 
of the primary and secondary school system. In contrast, and 
regardless of a growing supply of college-educated workers, 
the returns to tertiary education are rising. While the output 
of the “knowledge economy” increases rapidly (particularly in 
India), the employment shares of these non-traditional services 
are growing slowly, if at all, and from a low base. Thus, the 
bulk of newly educated workers continue to find employment 
in traditional services, construction and manufacturing. Such 
workers are increasingly becoming unemployed as well, 
although more of them have achieved high education levels 
(Asian Development Bank, 2007).

The Chinese government is taking steps, including incen-
tives, to provide college graduates with jobs in rural areas, 
using their skills to connect these to the markets and networks 
that drive the whole country’s economy. Beyond support to 
rural development, the strategy also addresses the country’s 
grim employment situation which the recent economic slow-
down has only made worse (Lawrence, 2008).

▲

Cambodia has a gross enrolment ratio of under 10%. ©Philip Date/Shutterstock
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Asian cities and local development
3.5

▲

An informal settlement in Mazar-e-Sharif City, Afghanistan. ©UN-HABITAT/Wataru Kawasaki

Asia’s spectacular economic growth over the past 
two decades has brought substantial overall 
improvements in incomes per head, but they have 
been highly uneven across and within countries. 

The Republic of Korea, Taiwan, Province of China, Singapore 
and Hong Kong, China, have achieved living standards that 
are more or less on par with those in the developed world, but 
much of South Asia has remained poor. Economic growth 
does not benefit all cities equally, either. Growth is largely 
concentrated in a few coastal cities that have grown rapidly 
over the past decades, while others – mostly cities in the 
hinterland – have languished. 

The World Development Report (World Bank, 2009c:xx) 
argues that some locations are doing well because they have 
promoted transformations along the three main dimensions of 
geography: (i) higher densities; (ii) shorter distances between 
residence and work-place; and (iii) reduced spatial segmenta-
tion as countries thin out their economic borders and enter the 
world markets to take advantage of scale and specialization. 

Lagging areas have one thing in common: they are 
economically distant from more successful locations. Apart 
from that, the economic geography is not the same across areas. 
In some countries, such as China, lagging areas are sparsely 
populated. The latest World Bank World Development Report 
(World Bank, 2009c:xxii) suggested that it does not make a 
lot of sense to spread expensive infrastructure in these areas or 
to give firms incentives to move there, but others disagree. For 
instance, Maringanti et al. (2009:45) argue that the World 
Bank sees unbalanced growth as a consequence of “benign 
forces of agglomeration, migration, and specialization, while 

overlooking the political processes that ...unfairly redistributes 
costs to the poor and marginalised groups.”   

The notion that economic benefits trickle down across both 
income categories and geographic space all by themselves, 
as claimed by neo-classical economics, is not always, if at all 
(UN-HABITAT, 2010) verified and, where it is, does not 
occur at the same pace in all countries or across all regions. 
Rising spatial inequalities often lead to political instability 
and violence, and they can be prevented through proper 
development of lagging regions, even if the immediate 
economic costs are higher – this is the price to pay for more 
balanced economic development, with the necessary labour 
and capital inflows. Many countries in Asia have devised 
special development schemes for lagging areas, and provide 
more incentives to enterprises that are located there. The 
experience so far suggests that for these schemes to have 
any significant effect on lagging areas, huge investments in 
infrastructure are inevitable (see Box 3.7).

When labour and capital are allowed to move freely across a 
given geographic expanse, there will be a natural tendency for 
concentration. As economies shift from low to higher incomes 
over time, production will tend to aggregate in specific areas. 
Producers of goods and services will favour some types of 
location – cities, coastal areas and well-connected countries 
– over others. In China, the coastal provinces – mainly in the 
three areas known as the Bohai Basin (North-East China), the 
Pearl and Yangtze River Deltas – represent less than a fifth of 
the country’s surface area but accounted for more than half 
of gross domestic product in 2005 (World Bank, 2009c). 
Fears are that China is fast becoming a polarized country 



101

T
h

e
 E

cono





m
ic

 R
o

l
e

 of


 A
sian


 C

ities




along two dimensions – rural-urban and coastal-inland 
areas. Although the urban-rural gap is much the wider, it has 
remained relatively constant since the early reforms of the late 
1970s. In contrast, coastal-inland polarization has increased 
dramatically.

Kanbur & Venables (2005a) suggest that while natural 
endowments and agglomeration economies do lead to spatial 
concentration of activities, government intervention under 
the form of infrastructure and openness to international 
trade further exacerbates this phenomenon. The two authors 
suggest a two-pronged approach to rising spatial inequalities. 
To them, the first step is to remove barriers to the de-
concentration of economic activity. These barriers can be of 
a political or institutional nature, such as the need for firms 
to locate near political and administrative centres. Therefore, 
economic and social infrastructure must be so devised as 
to facilitate de-concentration, in the process putting the 
hinterlands and poorer regions in a better position to benefit 

The Chongqing Municipality development plan 
demonstrates how the right balances between 
urban and rural areas, and between a metro-
politan area and small towns, can be achieved. 
Chongqing in 1997 became China’s fourth cen-
trally administered municipality after Beijing, 
Shanghai and Tianjin. Now formally known as a 
“municipality,” Chongqing has become the larg-
est urban region in China with a population of 31 
million spread over a land area of 82,000 square 
kilometres. The region includes 40 county-level 
administrative divisions. Of these, nine districts 
form the core of the Chongqing metropolitan 

region with 5.5 million people. The remaining 
area is largely rural, accounting for 75 per cent 
of the municipal population. In the year 2000, the 
Chongqing metropolitan region’s production of 
goods and services was equivalent to US $43.7 
billion, way below Shanghai’s US $271 billion and 
Guangzhou’s US $182 billion. 
In a bid to become a communication hub and a 
gateway to the western region under the devel-
opment plan, Chongqing is establishing itself as 
a modern production base as well as a business 
and trade centre and a knowledge hub. The basic 
pattern, known as “One Circle and Two Wings”, 

radiates around the “One-Hour Economic Circle” 
which takes in the 23 counties and districts that 
can be reached within one hour by bus from the 
central urban area; the ‘ two wings’ refer to the 
elongated territories stretching out to the north-
east and south-east. The plan is to develop an 
“economic circle” as a core urban region, with 
the two ‘wings’ reaping spillover effects, and the 
region as a whole becoming an engine of growth 
in the upper Yangtze River valley. The one-hour 
drive circle is designed to attract services and 
manufacturing.
As far as rural areas are concerned, a “New So-
cialist Countryside” (jianshe shehui zhuyi xin non-
gcun) is part of the plan. The rationale is to nar-
row the gap between urban and rural areas that 
reforms and liberalization policies had opened 
up since the late 1970s. More specifically, the 
aim is to enhance agricultural productivity and 
upgrade grain production capabilities. This is to 
take place against a background of improved 
infrastructures, healthcare and education (nine-
year compulsory school), including water conser-
vation facilities, road construction, use of clean 
fuels and rural power grids.
The Chinese government’s US $20 billion plan 
for the Chongqing municipal region is one of the 
most ambitious of all those aimed at balancing 
rural and urban development. The attendant 
massive infrastructure development has already 
begun to transform local state-owned enterpris-
es and attract fresh capital into the manufactur-
ing and services sectors. 

Source: OECD (2007)

BOX 3.7: BALANCING URBAN AND RURAL DEVELOPMENT:
CHINA’S CHONGQING METROPOLITAN REGION

from integration into the global economy. The second step in 
this de-concentration strategy is to facilitate, or at least not to 
impede, the migration of individuals and households to areas 
of high or rising well-being. In the authors’ opinion, this two-
sided approach stands the best chance of gaining the most 
from the efficiencies of agglomeration and openness, without 
running into the potential for destabilization that derives 
from rising spatial inequality (Kanbur & Venables, 2005b). 
Chapter 2 discusses migration and remittances. 

With free mobility of people, it is also important to ensure 
that existing institutional mechanisms provide adequate job 
security to migrants. Similarly required are proper school 
and healthcare facilities for migrants and adequate supplies 
of affordable housing options. When market forces are given 
a free rein, they do not always work in favour of the poor and 
marginalised. Governments and civil society organizations 
must ensure that the benefits of growth accrue to all segments 
of society (UN-HABITAT, 2010).

▲

Chongqing on the Yangtze River. ©Jing Aiping/Shutterstock
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▲

Tokyo, Japan. ©Amy Nichole Harris/Shutterstock

Diagnosis and future challenges
3.6

The economic challenge Asian cities are facing 
in this early 21st century is to manage the 
trade-off between the positive and the negative 
externalities attached to urban areas, and to 

do so in coordination with inclusive, national or regional 
strategies that promote the geographical spread of the 
benefits of urbanization and economic growth. If they are to 
meet this challenge, cities across the region must build the 
institutional capacity and strategic vision that will enable 
them to manage economic growth in a more inclusive sort 
of way (UN-HABITAT, 2010). In particular, cities must 
pay attention to the way infrastructure programmes fit with 

broader development strategies and political circumstances, 
how those strategies are formulated and how they bring 
about tangible outcomes. It is for political leaders and senior 
policymakers in the Asia-Pacific region to evolve a vision 
for long-term development based on holistic approaches 
that merge spatial policy with macro-economic, industrial, 
agricultural, energy, environmental and labour policies. This 
vision must combine the diversity of domestic needs into 
a region-wide strategy that is based on inclusiveness and 
anticipates on inevitable future economic shocks and crises. 

As cities have become more and more integrated in the 
global economy, urban employment patterns have undergone 
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a structural shift. In the early phase of urbanization, economic 
growth was led by the manufacturing sector, which absorbed 
large portions of the labour force and had a large, most 
welcome multiplier effect. With manufacturing no longer 
the dominant economic activity in many Asian cities, the 
service sector, both formal and informal, has become the 
mainstay of urban economies. Along with this came explicit 
policies of urban de-industrialization. As a result, ‘old’ 
manufacturing enterprises had to restructure in order to 
pursue more decentralized production and relocate out of 
cities. The consequence of this process for the urban poor is 
that livelihood opportunities in the formal manufacturing 
sector have diminished over time. Many of the urban “blue-
collar” jobs that were available to migrants in the 1950s and 
1960s are now relocating to peripheral areas (e.g. the Eastern 
Seaboard in Bangkok, the lower Pearl River region in China, 
outside Kuala Lumpur, and in Chennai Metropolitan Region 
– often 50 to 100 km away from the main city). 

The core city is now a preferred location for the new 
economic sectors offering formal, qualified jobs. The services 
sector also generates jobs for the poor at the lower end (e.g., 
cleaning, security or catering services), including the informal 
sector. The rise of the formal service sector has brought about 
fresh capital expenditure in infrastructure, construction, 
retail, financial services and the hospitality business. Along 
with highly paid employment opportunities, these businesses 
have also spawned large informal sectors where wages are low 
and unregulated. 

The informal economy is usually seen as a problem by 
policymakers even though it generates many million dollars 
in revenues. Large urban informal sectors have provided 
employment to the millions who are unable to secure formal 
jobs. Informal-sector incomes may not be enough for the 
urban poor to pull themselves out of economic deprivation, 
but at least they provide basic subsistence. Informal markets 
also give the urban poor access to various housing options 
which suit their incomes although admittedly they are far 
from ideal: rooms in slums or squats shared by families, or 
rented beds in dormitories in cheap houses to suit (usually 
male) daily wage migrant workers. Still, the urban poor 
living under such difficult circumstances make a substantial 
contribution to the economy, and one which must be better 
recognized (UN-HABITAT, 2010). The challenge is all the 
more complex as huge needs for proper housing (see Chapter 
4) and infrastructure must be met in a sustainable way in a 
region that is particularly vulnerable to natural disasters and 
the effects of climate change (see Chapter 5).

The resilience of Asian economies
Asian cities were badly affected by the 1997-98 regional 

financial crisis. In Indonesia, poverty rose from 11.3 per 
cent of the population in 1996 to 16.7 per cent in 1998, 
as an additional 10 to 12 million people were thrown into 
economic deprivation. In Malaysia, poverty spread from 8.2 
per cent of the population in 1997 to 11.2 per cent in 1998. 
In the Philippines, as many as 17 per cent of the families in 

Endnotes

1	 The subregions in this chart are as specified by the source.

2	 Gross national income per head in 2007 is used by the World Bank in this study and 
amounts to US$ 950 at a rate of US $1.00 = INR43.97 (Indian rupees).

3	 The Global Urban Competitiveness Project was founded in April 2005 by experts 
and scholars from around the world including the USA, the UK, Canada, Mexico, 
the Republic of Korea and Japan in. The Project conducts global policy research and 
training programmes for urban authorities.

the country reported job losses, a phenomenon that also hit 
5 per cent of migrant workers in the region. In Thailand, the 
poverty head count grew from 11.4 per cent in 1996 to almost 
13 percent in 1998, as an additional 1.1 million people fell 
below the poverty line. However, these countries recovered 
quickly. A decade later, cities in the region do not show any 
lingering stigma and are an integral part of the international 
economic momentum. There are lessons to be learnt from the 
way in which Asian cities dealt with the 1997-98 financial 
troubles, and they can have some relevance to the global 
economic crisis that started in 2008. 

At the same time, there can be no denying that the global 
economic crisis that has affected the developed world, 
especially the USA, has undermined the strength of export-
orientated Asian economies. However, the sheer scale of 
domestic markets in the region makes Asian cities more 
resilient to crises, as structural shifts in production and 
distribution patterns are to make regional growth less export-
orientated and more domestic-led.

Apart from the circumstantial (fiscal stimulus) policies of 
the past few years, Asian countries are looking systematically 
to boost domestic consumption through innovative financing 
schemes. At present, in most Asian economies household 
debt is less than 50 per cent of GDP; in China and India it 
is under 15 per cent, and in many other countries consumer 
credit is next to non-existent. Many domestic and foreign 
institutions in Asian cities are now setting up consumer-
credit institutions. This is promising, and all the more so as 
even before the crisis, emerging Asia’s consumer spending 
contributed significantly to the growth in global demand. 

Being continental Asia’s largest economies, China and 
India stand to make significant contributions to future global 
economic growth. Projections suggest these two countries will 
continue to make their presence felt in the worldwide urban 
sphere. Of the 66 fastest growing urban economies in the 
world, one third are in China and India (Hawksworth et al., 
2007). This momentum will compel other cities in the Asia-
Pacific region to readjust their own economic specialisation. 
On the whole, complementary strategies can be expected 
further to enhance the role of Asian cities in a more dynamic 
global economy.
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Poverty and inequality 
in Asian cities

04
PART

Quick Facts	

1.	 The Asia-Pacific region is leading the reduction of overall poverty in the 
world.

2.	 Economic growth has not benefited all urban dwellers in the region 
equally. Urban income poverty in Asia is declining more slowly than its 
rural counterpart. Urban inequality is rising in the Asia-Pacific region.

3.	 Since the year 2000, the lives of 172 million slum-dwellers in Asia have 
been improved through various policies and programmes. 

4.	 The Asia-Pacific region remains host to over half of the world’s slum 
population, and huge sub-regional disparities remain.

5.	 Most Asian cities are on their way to achieving the target set under the 
Millennium Development Goals (MDGs) for access to water.

6.	 Although Asian cities have made considerable progress in providing 
access to improved sanitation, many are likely to miss the Millennium 
sanitation target.

Policy Points
1.	 Asia-Pacific countries must address urban poverty with adequate policies. 

National governments and local authorities need to make concerted 
efforts to reduce urban inequality in the region.

2.	 Asian governments should continue to invest in slum upgrading and low-
cost housing, and to upscale pilot projects into national programmes.

3.	 Governments should review urban land policies to make residential land 
more accessible and affordable to low and middle-income households.

4.	 Local authorities should avoid unlawful evictions which destroy the social 
fabric of poor neighbourhoods. Slum eradication, where necessary, 
should be combined with fair relocation and compensation schemes.

5.	 People’s process of housing and slum improvement should be encouraged 
by all levels of government through training, financial incentives and 
legal recognition.

6.	 In countries where access to urban water supply has declined, 
governments should take necessary steps to ensure that safe water supply 
reaches all residents. 

7.	 Governments should assess the state of sanitation in cities, set national 
targets to ensure improved sanitation for all, and monitor progress on a 
regular basis.


Kabul, Afghanistan.

©Bruno Pagnanelli/Shutterstock
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Poverty
4.1

The Asian economy has grown rapidly during 
the past 10 years with gross domestic product 
growing by over 6 per cent an annual average 
basis in several countries. Asian cities, which 

are the powerhouses of the region’s economy, are becoming 
increasingly confident, capable and self-reliant. However, 
for all this good economic performance and efforts to foster 
social development, poverty remains a major problem in 
the region. Over 900 million of the world’s poor still live in 
Asia. Economic growth has not brought significant poverty 
reduction in all subregions, as it is not just the overall pace of 
growth which determines the extent of poverty reduction but 
also the pattern of such growth. Until recently and as noted in 
Chapter 3, this growth has been largely export-led and backed 
by high rates of foreign and domestic investment. For the 
purposes of poverty reduction, resources must be directed to 
the areas where the poor live, to the sectors where they work, 
to the factors of production they possess and to the products 
they consume (ESCAP, 2008a).

Income is the most commonly used measure of poverty. 
Different methods are used by different countries to determine 
national poverty lines. For example, in some countries income 
poverty is measured as the minimum income required for basic 
food consumption. Other countries include consumption of 
basic services (water, electricity, sanitation and health care) 
in addition to food. As a result, it becomes difficult to make 
international comparisons based on varying national poverty 
lines. This is why an international benchmark of “one dollar 
a day” per individual, and as measured in purchasing power 
parity (PPP, i.e., the same purchasing power that the US 
dollar had in the United States at a given point in time) 
prices, has been used as a poverty benchmark (now updated 
to US $1.25 a day). This definition has also been accepted as 
the baseline for the Millennium Development Goals. While 
US $1.25 a day is widely accepted as a worldwide measure 
of poverty, it raises some serious issues. One criticism is that 
PPP estimates are generated from average consumption levels, 
i.e., average baskets of goods that do not necessarily coincide 
with those more typical of the urban poor. For example, given 

▲

Colombo, Sri Lanka. Housing conditions have a direct bearing on any individual’s ability to enjoy the benefits of urban life. ©Robin Hammond/Panos Pictures
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that food makes up a much larger share of total expenditures 
for the poor (often 15 to 20 per cent higher compared with 
the general population), food prices should be given greater 
weightings in the purchasing power parities used in the 
measurement of poverty benchmarks. 

Poverty is also defined through the social exclusion approach, 
which refers to the phenomenon whereby individuals or 
groups are unable fully to participate in political processes. 
Since excluded groups or individuals might not be deprived 
materially, this concept is much broader than that of income 
poverty (Asian Development Bank, 2004a). An alternative 
definition of poverty as expounded by Townsend (1979) is 
‘relative poverty’; this refers to a lack of the resources required 
to participate in the activities and to enjoy the living standards 
that are customary or widely accepted in the society in which 
poverty is being measured. This concept of poverty is used by 
the European Union.

Moreover, by-now widely recognized non-monetary 
approaches to poverty measurement have been developed, 
such as the ‘capabilities’ approach. In Development as Freedom, 

Amartya Sen defines poverty as the deprivation of the basic 
capabilities that provide an individual with the freedom to 
choose the life s/he has reason to value. These capabilities 
include good health, education, social networks, control over 
economic resources, and influence on the decisions that affect 
one’s life (Sen, 1999).

In functional terms, poverty can be essentially described as 
lack of income, of access to basic services, and of empowerment. 
These economic, social and political dimensions of poverty or 
inequality are inter-related and a deprivation in one dimension 
could make the poor vulnerable in others (e.g., lack of access 
to safe water has repercussions on health, as well as on girls’ 
opportunities for education with the associated effects on 
the next generation (UN-HABITAT, 2010). Along with the 
three basic (economic, social and political) deprivations come 
issues like food security, access to employment opportunities, 
as well as personal, professional and tenure (i.e., land and 
shelter) security. For all the general acceptance that these 
dimensions add new understanding to the concept of poverty, 
their measurement can be problematic. 

▲

Lao PDR. The economic and social dimensions of poverty are inter-related. ©Muellek Josef/Shutterstock
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Chart 4.1: Poverty in the developing world on US $1.25 a day
and under

Poverty in Asia
4.2

The international poverty line has now been 
updated to US $1.25 a day. This revised 
benchmark captures extreme poverty as defined 
by the national poverty lines of the 15 poorest 

countries in the world. Another threshold, US $2.00 a day, 
can be considered as ‘moderate poverty’ and represents the 
median poverty line of all developing countries (Chen & 
Ravallion, 2008; Asian Development Bank, 2008a; Bauer et 
al., 2008).1 

According to recent estimates, extreme poverty was reduced 
worldwide from 43 per cent in 1990 to 26 per cent of the 
population in 2005. This achievement was largely due to a 
significant reduction in Asia and the Pacific, where extreme 
poverty decreased from 49 to 25 per cent over the same pe-
riod (see Chart 4.1). This remarkable progress in poverty re-
duction in this region has been largely due to East and North-
East as well as South-East Asia (see Chart 4.2). On the whole, 
between 1990 and 2005, 20 out of the 24 countries in the 
Asia-Pacific region for which data are available managed to 
reduce the proportion of their populations living on less than Source: Based on data from ESCAP (2010)

▲

A young boy studies in a shop selling recycled oil cans in Kabul, Afghanistan. ©Manoocher Deghati/IRIN
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Chart 4.2: Poverty in Asia Chart 4.3: Population living on less than US $1.25 a day in 
Asia and the Pacific

US $1.25 a day. Poverty has been reduced everywhere, except 
in North and Central Asia. In South and South-West Asia, the 
decline in poverty has not been as significant as in East Asia.

In East and North-East Asia, a dramatic drop in poverty 
trends took place in China (from 60 per cent of the 
population in 1990 to 16 per cent in 2005), on the back of 
rapid economic growth (see Chart 4.3). In Mongolia, the only 
other country in the subregion for which data is available, 
poverty actually increased during the same period. This has 
been attributed to the fact that the Mongolian economy is 
largely dependent on the mining sector, which provides few 
employment opportunities (ESCAP, 2008a).

In South-East Asia, the largest reductions in poverty were 
achieved in Indonesia, with a decline from 54 to 21 per cent 
of the population between 1990 and 2005. Urbanization 
has played a major role here, as labour was reallocated from 
low-productivity, low-paid jobs in rural areas to better-paid 
employment in the urban, formal economy. In Viet Nam 
between 1992 and 2006, the poverty rate fell from 64 to 21 
per cent of the population. This favourable trend is attributed 
to an egalitarian redistribution of land, rapid growth in the 
urban economy due to liberalization, and rising demand for 
labour (ESCAP, 2008b; Islam, 2002; World Bank, 2008).

In South and South-West Asia, too, poverty declined over 
the past decade or two. In the whole subregion, the fall was 
from 47 per cent of the population in 1990 to 35 per cent 
in 2005. However, this favourable trend largely reflected 
the robust performance of Pakistan, where the poverty rate 
fell from 65 per cent in 1990 to 23 per cent in 2004 – an 
outstanding achievement relative to other countries in the 
subregion (ESCAP, 2008b). 

In North and Central Asia, cross-currents resulted in little 
overall change in poverty rates. A few countries experienced 
worsening poverty, such as Uzbekistan (from 32 per cent 

in 1998 to 46 per cent in 2003). In Kyrgyzstan, an increase 
during the late 1990s was subsequently reversed, and by 2004 
the poverty rate had declined to 22 per cent.

4.2.1  Poverty in urban areas
Even though economic growth has reduced absolute poverty 

in several countries, the Asia-Pacific region has experienced a 
geographic shift in the location of poor populations: poverty 
has been urbanizing. What is remarkable is that the absolute 
numbers of poor people in rural areas have declined across 
the world, whereas the absolute numbers of poor urban 
dwellers have increased (see Table 4.1). Overall, poverty has 
declined much more slowly in urban than in rural areas. In 
many Asian countries, though, the rural-to-urban poverty gap 
remains narrow. From a more general point of view, some 
authors have found that 25 per cent of the world’s poor live 
in urban areas and this proportion has kept rising over time. 
More specifically, the growth in urban populations has helped 
reduce absolute poverty overall, as it went hand in hand with 
economic growth, but this did little for urban poverty. Over 
the 1993-2002 period, the number of people on ‘one dollar 
a day’ or less fell by 150 million in rural areas but rose by 
50 million in cities.2 “The poor have been urbanizing even 
more rapidly than the population as a whole” (Ravallion et 
al., 2007:1). 

Why is urban poverty in Asian countries so significant and 
on the increase, despite relatively sustained economic growth? 
Part of the reason can be found in the pattern of development 
in Asian cities. Urban development has largely been driven 
by concentrations of local, national and, increasingly, foreign 
profit-seeking enterprises. This process effectively excluded 
the poor, as the channels through which they might have 
benefited from this wealth creation were simply lacking in 
Asian cities. In other words, there was no automatic process 
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Number of Poor (Million) Headcount Index*(%) Urban
Share of
the Poor

Urban
Share of

Population

Urban Rural Total Urban Rural Total (%) (%)

1993

East Asia-Pacific 28.71 407.17 435.88 5.55 35.47 26.17 6.59 31.09

China 10.98 331.38 342.36 3.33 39.05 29.05 3.21 29.77

South Asia 107.48 383.30 490.78 35.30 43.55 41.43 21.90 25.70

India 94.28 324.55 418.83 40.06 48.88 46.57 22.51 26.17

Total World 235.58 1 036.41 1 271.99 13.50 36.58 27.78 18.52 38.12

2002

East Asia-Pacific 16.27 223.23 239.50 2.28 19.83 13.03 6.79 38.79

China 4.00 175.01 179.01 0.80 22.44 13.98 2.24 37.68

South Asia 125.40 394.34 519.74 32.21 39.05 37.15 24.13 27.83

India 106.64 316.42 423.06 36.20 41.96 40.34 25.21 28.09

Total World 282.52 882.77 1 165.29 12.78 29.32 22.31 24.24 42.34

Table 4.1: Urban and rural poverty rates - at/under “US $1 a day”* (1993 PPP)

* Refers to the proportion of the population with consumption per head below the poverty line.
Source: Ravallion et al. (2007)

▲

Karachi, Pakistan. Newly-erected shacks under the Liyairi Expressway. ©Asianet-Pakistan/Shutterstock
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Most national poverty benchmarks are based on a “minimum acceptable 
standard of living” in a given country. The definition of this minimum 
standard” differs widely across nations. In developing countries, the 
focus is on survival and, as a result, poverty lines are often based on 
those food items required to achieve a minimum caloric daily intake. On 
the other hand, richer countries set higher benchmarks that include a 
range of non-food items. For example, in China and India, the national 
poverty line is around US $0.60 at PPP prices, compared with over US 
$2.50 in Malaysia and Thailand. Several countries do not calculate 
separate poverty lines for urban and rural areas.

BOX 4.1: NATIONAL POVERTY LINES – 
URBAN AND RURAL

Source: Bauer et al. (2008)
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Chart 4.4: National poverty lines in Asia-Pacific: Richer 
countries tend to have higher poverty lines

whereby wealth concentrations (under the form of fresh capital 
expenditure or high-income residents in cities) contributed 
toward the costs of any infrastructure or services that might 
have been needed (Satterthwaite, 2004, 2005). As suggested 
by UN-HABITAT (2010), wealth creation hardly ever has 
an automatic ‘trickle down’ effect on the poorer segments of 
urban populations.

The baselines used to set poverty lines in cities are 
theoretically different from those for rural areas, although 
in practice the measurements of poverty are the same. For 
example, in urban areas the income required for essential 
goods for a family of four is relatively higher than that for 
a similar rural household. The added deprivation in urban 
areas is due not just to inadequate income but also to other 
factors such as poor housing conditions and lack of access 
to services. The urban poor also face challenges due to their 
extra-legal status, which makes them vulnerable to unlawful 
intrusions and natural hazards as well. Satterthwaite (2002) 
has listed eight aspects of urban poverty which suggest a 
range of possible policy responses. These include inadequacies 
in (i) shelter, (ii) provision of public infrastructure, (iii) 
income, (iv) asset base, (v) provision of social services and (vi) 
protection of rights through law enforcement, together with 
(vii) lack of a safety net to ensure access to shelter and (viii) 
powerless political systems. Since poverty lines are only rarely 
adjusted in order more accurately to reflect variations in the 
costs of non-food essentials within nations (such as the real 
costs of housing, transportation and services), the scale and 
depth of poverty is understated in places where these costs are 
particularly high (mainly cities). In the absence of adequate 
data, questionable assumptions and ‘rules of thumb’ are often 
used to set poverty lines which usually under-estimate the 
scale of urban poverty (Satterthwaite, 2004).  

As a consequence of the phenomenal economic growth of 
Asian countries, much of which is attributable to cities, the 
urban population in the region is growing, but so is urban 
poverty. People move to cities (urbanization) but remain poor 
(the urbanization of poverty). This comes as a denial of the 
‘urban advantage’, i.e., the blanket assumption that cities 
have more to offer (in terms of opportunities, etc.) than rural 
areas. In many Asian countries, given the predominant ru-
ral population, national policymakers have often considered 
poverty as a rural, not an urban problem. The rural poor, es-
pecially landless labourers, are extremely vulnerable not only 
to the seasonal nature of agriculture but also to the lack of di-
versified employment opportunities and access to infrastruc-
ture and services. Declining rural poverty suggests that Asian 
government efforts to address rural poverty issues have had 
some effect. However, declines in urban poverty have been 
less significant, except in China, Indonesia and Viet Nam 
(see Table 4.2) (ESCAP, 2007a; UN-HABITAT, 2010).

Estimates based on national poverty lines suggest that the 
proportion of urban poor in East and North-East Asia is 
very low (see Table 4.1). Ravallion & Chen (2004) estimated 
that in the 20-year period after 1981, the proportion of the 
Chinese population living below the international poverty 
line fell from 53 per cent to 8 per cent. By 2004, only 2 per 

cent of the country’s population were living on or below 
China’s own national poverty line (see Table 4.2).  However, 
it has been suggested that urban poverty in China has been 
underestimated because of unrealistically low poverty lines.  
Moreover, some 100 million temporary migrants live and 
work in urban areas but are classified as rural. Even if their 
incomes are above the poverty line, these people are deprived 
of access to education, housing, health care and employment 
(GHK & IIED, 2004) (see Box 4.1).

South-East Asia as a whole has managed to reduce absolute 
poverty (see Chart 4.2); however, severe rural poverty remains 
an unmet challenge. In Cambodia, Viet Nam and the 
Philippines, more than 30 per cent of the rural population 
live in poverty.  
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Earlier Latest

Country  Survey
 Year

 Rural
(%)

Urban
(%)

National
(%)

 Survey     
Year

 Rural
(%)

Urban
(%)

National
(%)

East and North-East Asia

China 1998 .. .. 4.6  2004  .. .. 2.0

Mongolia 1998 32.6 39.4 35.6  2002  43.4 30.3 36.1

South-East Asia

Cambodia 1994 .. .. 47.0 2004 38.0 18.0 35.0

Indonesia 1996 19.8 13.6 17.6 2005 .. .. 16.0

Lao PDR 1997-1998 41.0 26.9 38.6  2002-2003  .. .. 33.0

Philippines 1994 45.4 18.6 32.1 1997 36.9 11.9 25.1

Viet Nam 1998 45.5 9.2 37.4 2002 35.6 6.6 28.0

South and South-West Asia

Afghanistan .. .. .. .. 2007 45.0 27.0 42.0

Bangladesh 1995-1996 55.2 29.4 51.0 2000 53.0 36.6 49.8

India 1993-1994 37.3 32.4 36.0  2004-2005  28.3 25.7 27.5

Nepal 1995-1996 43.3 21.6 41.8  2003-2004  34.6 9.6 30.9

Pakistan 1993 33.4 17.2 28.6 2004-2005  28.1 14.9 23.9

Sri Lanka 1995–1996 27.0 15.0 25.0 2002 7.9 24.7 22.7

Turkey 1994 .. .. 28.3 2002 34.5 22.0 27.0

North and Central Asia

Armenia 1998-1999 50.8 58.3 55.1 2001 48.7 51.9 50.9

Azerbaijan 1995 .. .. 68.1 2001 42.0 55.0 49.6

Georgia 2002 55.4 48.5 52.1 2003 52.7 56.2 54.5

Kyrgyzstan 2003 57.5 35.7 49.9 2005 50.8 29.8 43.1

Uzbekistan 2000–2001 33.6 27.8 31.5 2003 29.8 22.6 27.2

Table 4.2: Share of population on or under national poverty lines, rural and urban areas

Sources: World Bank (2008); Rustagi et al. (2009); Pakistan Ministry of Finance (2006)

In South and South-West Asia, Pakistan has achieved 
substantial reductions in absolute poverty. The past few years’ 
sustained economic growth created employment opportunities 
which helped to reduce poverty. Increased remittances from 
expatriates have resulted in higher consumption and greater 
employment opportunities, too, on the back of stronger 
capital expenditure in the construction industry and by small 
and medium enterprises or other businesses. Further poverty 
reduction seems to have been derived from significantly 
increased public sector spending on pro-poor sectors, especially 
education, health and infrastructure (rural electrification, 
roads and improved irrigation). For all these improvements 
and efforts, though, rural poverty rates in Pakistan are now 
almost double those in urban areas (see Table 4.2). This is 
because skewed access to assets (land) and power challenges 
the capacity of the rural poor to emerge from their state of 
economic deprivation, as does an inability to mitigate income 
fluctuations (Asian Development Bank, 2008b).

In India, the proportion of the population living on or 
below the national poverty line fell from 36 to 28 per cent 
between 1994 and 2005 (see Table 4.2). Given the country’s 
large population, this means that many millions have 
escaped poverty. In 2004, the urban poverty rate was 26 per 
cent, compared with 28 per cent for the rural population. 
However, according to the Expert Group of the Planning 
Commission (Government of India, 2007), in absolute terms 
the number of economically poor urban dwellers did increase, 
while the number of rural poor decreased. Urban growth in 
India does seem to reduce economic deprivation, though, as 
poverty is found to be negatively correlated with the level of 
urbanization. This is because the shift away from the primary 
to the secondary and tertiary sectors has delivered significant 
gains to India’s poor. Poverty also varies inversely with the size 
of the settlements – the incidence of poverty is lower in large 
than in smaller cities and towns (Hashim, 2009; Rustagi et 
al., 2009; ESCAP, 2008b).
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▲

Yangon, Myanmar. ©Piers Benatar/Panos Pictures
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Inequality
4.3

While Asia’s economic expansion is celebrated 
as an example of successful globalization, it 
has not been equally distributed among the 
populations. As mentioned above, Asia’s 

growth has had some impact on poverty reduction, but the 
benefits are not shared equitably. Inequality is an important 
factor, since increases in inequality dampen the poverty-
reducing effect of any given amount of economic growth. 

Poverty is related to inequality and economic growth in dif-
ferent ways. The pace of poverty reduction depends on the 
rate of average income growth, the initial degree of inequality 
and subsequent changes in that degree. In particular, poverty 
reduction is fastest in countries where income growth is com-
bined with falling inequality (UN-HABITAT, 2010). While 
overall income poverty in Asia may be falling, evidence sug-
gests that economic growth may have exacerbated inequalities.

The distribution of income has implications for poverty 
reduction and, beyond that, for macro-economic outcomes. 
For a given growth rate in income per head, rising inequality 
typically means less poverty reduction. If the increase in 
inequality is large relative to growth, poverty could even 
rise. An Asian Development Bank (ADB) report shows that 
poverty reduction in Asian countries would have been more 
significant if inequalities had been less pronounced (Asian 
Development Bank, 2007a).

▲

Hong Kong, China. Asia’s growth has had some impact on poverty reduction, but the benefits are not shared equitably. ©Mark Henley/Panos Pictures
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Inequality is often perceived as an intermediate outcome 
of the economic development process. Under the so-called 
‘Kuznets hypothesis’, inequality rises in the early phase of 
development, peaks in the middle phase and then declines 
as the process matures, like an inverted U-shaped curve. It is 
often argued that income disparities are a necessary condition 
for capital accumulation and economic growth. The World 
Bank’s 2009 World Development Report also suggests that as 
economies grow, production becomes more concentrated 
and imbalances occur. These shortcomings are considered to 
be inherent to the development process, and are expected to 
decline as countries and cities develop further.

The relationship between inequality and economic growth 
seems to work as follows: the higher the degree of inequality, 
the smaller the reduction growth can make in poverty, and 
higher degrees of inequality cause growth to slow down. 
Cornia & Court (2001) call this the “efficient inequality 
range” in which Noda (2009) assumes Asian countries 
currently find themselves.

Still, Asian cities exhibit lower degrees of inequality by 
comparison with the rest of the world, especially Latin 
America and Africa; this is corroborated by the fact that 
Asian countries as a whole have recorded lower degrees of 
inequality in comparison with these two regions (see Chart 
4.5). However, high degrees of inequality have been observed 
in Asia when it comes to health and education, which are 
essential for well-being; the same applies with access to 
infrastructure and asset ownership (Asian Development 
Bank, 2007a).

Income inequality is conventionally measured through 
Gini coefficients and the attendant Gini index (i.e., the Gini 
index multiplied by 100). Gini coefficients are now available 
for a large number of countries, though less frequently for 
individual cities (UN-HABITAT, 2010). The coefficient 

measures the distribution of either household income or 
consumption expenditure as a ratio of 0 to 1, where 0 indicates 
perfect equality (a proportional distribution of income/
consumption), and 1 indicates perfect inequality (where one 
individual holds all of the income and no one else has any). 
In between, the coefficients denote the following degrees 
of inequality: below 0.299: low inequality; 0.3 to 0.399: 
relatively low; 0.4 to 0.449: relatively high; 0.45 to 0.499: 
high; 0.5 to 0.599: very high; and 0.6 and upwards: extremely 
high inequality. It must be kept in mind that inequality as 
measured by Gini coefficients is only relative: there can be 
very low inequality in the poorer (e.g., some sub-Saharan 
countries) as well as in the richer countries (e.g., Northern 
Europe), largely depending on the availability, or otherwise, 
of income redistribution systems (UN-HABITAT, 2010).
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4.3.1  Inequality at the national level
Research by the Asian Development Bank found that as 

measured by Gini coefficients over almost 10 years from the 
1990s, inequality had increased in many Asian countries (see 
Chart 4.6).

Chart 4.7 shows that economic inequality is more severe 
in China than anywhere else in East and North-East Asia. In 
South and South-West Asia, Pakistan features a lower degree 
of inequality than Nepal.

Country Gini Coefficient 
(Year)

Hdi (2004)

East and North-East Asia

China 0.473 (2004) 0.768

Hong Kong, China 0.434 (1996) 0.927

Republic of Korea 0.316 (2004) 0.912

Mongolia 0.328 (2002) 0.691

South-East Asia

Cambodia 0.381 (2004) 0.583

Indonesia 0.343 (2002) 0.711

Lao PDR 0.347 (2002) 0.553

Malaysia 0.403 (2004) 0.805

Philippines 0.440 (2003) 0.763

Singapore 0.425 (1998) 0.916

Thailand 0.420 (2002) 0.784

Viet Nam 0.371 (2004) 0.709

South-West and South Asia

Bangladesh 0.341 (2005) 0.530

Bhutan 0.341 (2000) 0.538

India 0.362 (2004) 0.611

Nepal 0.472 (2004) 0.527

Sri Lanka 0.402 (2002) 0.755

Pakistan 0.312 (2004) 0.539

North and Central Asia

Armenia 0.338 (2003) 0.768

Azerbaijan 0.365 (2001) 0.736

Kazakhstan 0.339 (2003) 0.774

Kyrgyzstan 0.303 (2003) 0.705

Tajikistan 0.326 (2003) 0.652

Turkmenistan 0.430 (2003) 0.724

Pacific

Fiji Islands 0.490 (1990) 0.758

Papua New Guinea 0.484 (1996) 0.523

Samoa 0.430 (2002) 0.778

Timor-Leste 0.354 (2001) 0.512

Tonga 0.420 (2001) 0.815

Table 4.3: Gini coefficients and the Human Development Index 
(HDI), 2004

Source: Asian Development Bank (2007a)

Table 4.3 compares national Gini coefficients with the 
Human Development Index (HDI). The HDI is a more 
comprehensive measure of poverty than income alone (UN-
HABITAT, 2010). The table demonstrates that some of Asia’s 
wealthier countries also feature high degrees of inequality. 
For example, Singapore combines a high HDI (0.916) with a 
Gini coefficient similar to Thailand’s, a country with a much 
lower HDI; in other words, Singapore features a high degree 
of inequality with much less overall poverty. This suggests 
that the link between inequality and poverty reduction can 
become looser in the later stages of a country’s development, 
depending largely on the extent of redistribution (in contrast 
to Singapore, Northern Europe’s highly redistributive socio-
economic systems combine an absence of poverty with a 
very limited degree of inequality). In the earlier stages of 
development and possibly even as a country’s integration 
into the global economy is in progress, inequality can be so 
entrenched as to challenge poverty reduction; however, in the 
later stages of development, and as can be expected, inequality 
is measured from a higher baseline which is no longer linked 
to absolute poverty (Asian Development Bank, 2008c).

In the Pacific Island countries (and particularly Papua 
New Guinea), both poverty and inequality are much more 
pronounced than in East and South Asia. The reason is that 
those countries have not been able to sustain economic 
growth and are highly dependent on subsistence agriculture 
(Yari, 2004).

4.3.2  Urban inequality
Chart 4.5 shows that on the whole, the Asia-Pacific 

region features lower urban inequality than Latin America 
and Africa, as noted above. In Asia’s three largest countries, 
inequality has increased in both rural and urban areas (see 
Table 4.4). In India, the poverty gap ratio3 (i.e., the mean 
distance separating the population from the poverty line) has 
not reduced significantly, but urban inequality has increased 
(as measured by the Gini index). In Indonesia, a significant 
decline in the poverty gap ratio has gone hand in hand with a 
marginal increase in inequality in both urban and rural areas. 
In China’s urban areas, the poverty gap ratio appears to have 
been eliminated, but inequality has risen – i.e., people have 
become more unequal than poor, suggesting that economic 
expansion benefits the better-off more than other segments of 
society. As a result, and unlike India and Indonesia, in China 
the degrees of inequality are now broadly similar in urban and 
rural areas.

In Viet Nam, estimates are that as much as 96 per cent 
of the rise in inequality across the country has occurred be-
tween rural and urban areas, with the remaining 4 per cent 
due to an increase within rural or urban areas. In fact, during 
1993-1998, it was estimated that inequality within rural areas 
had decreased slightly, while it had increased in urban areas 
(Huong, 2004).

Still, data shows that income inequalities in Asian cities 
stand relatively low compared with those in other developing 
regions except Eastern Europe and the Commonwealth of 
Independent States (CIS) (see Chart 4.5). However, “the 
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Country

Poverty Gap Ratio Gini Index

Rural Urban Rural Urban

China 1990 27 5 31 26

2005 6 0 36 35

India 1993 14 11 29 34

2004 11 10 30 38

Indonesia 1990 16 15 26 35

2005 5 4 30 40

Table 4.4: Rural and urban poverty gap ratios and Gini indices – China, India and Indonesia

Chart 4.8: Intra-urban inequalities (Gini coefficients)

Source: ESCAP (2010:123)

economic urban divide is widening”, warns UN-HABITAT 
(2010:69). Moreover, significant discrepancies in income 
distribution across cities, even within the same country, 
demonstrate that national aggregates are not necessarily 
reflected at the local level. Beijing can boast the lowest Gini 
coefficient in the world (not just China or Asia) while Hong 
Kong, China, and Ho Chi Minh City feature some of the 
highest in the region (see Chart 4.8). In Chinese cities, 
inequalities have been increasing since the 1980s, coinciding 
with the early stage of urban economic reforms. On the other 
hand, inequalities have been reduced in Sri Lanka after having 
reached extremes in the 1990s (UN-HABITAT, 2008a).

Recent evidence confirms that in those cities plagued with 
high inequality and poverty, and as intuition would suggest, 
economic growth does not benefit all segments of society and 
actually increases poverty. Moreover, particularly high degrees 
of inequality may hinder future growth and development 
prospects. Several hypotheses have sought to explain the 
relationship between inequality, poverty and economic 

growth. One suggestion is that credit market imperfections 
determine the way these elements interact: where there are 
no such imperfections, redistributing capital from capital-
rich enterprises or individuals to capital-poor enterprises and 
credit-constrained individuals increases economic efficiency, 
investment and growth. The second hypothesis claims that too 
much inequality in a redistributive democracy leads to more 
redistribution and less capital accumulation. Alternatively, 
too much inequality may lead to social tension as expressed 
through collectively organized or individually-led violent 
‘redistribution’ (Bourguignon, 2004).

Since there is no automatic link between economic growth 
and reductions in equality, rising inequality in Asia can also 
be attributed to policies. The fact is that in Asia, policies have 
focused largely on growth, with major initiatives directed 
towards liberalization, macro-economic stability, promotion 
of private investment, infrastructure and skill development. 
At the same time, there has been a conspicuous lack of serious 
attention to the reduction of inequality at the city level. 
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Access to land and housing
4.4

Poor access to land and housing stands out as a 
major aspect of urban poverty. The high incidence 
of poverty in the Asia-Pacific region poses a daunt-
ing challenge to those urban planners attempting 

to deliver proper housing to millions of urban poor.  The 
Asian Development Bank advocates the use of the ‘US $2.00 
a day’ benchmark to include housing-related expenditures in 
the poverty line.4 With 1.8 billion people (or 54 per cent of 
Asia’s population in 2005) living below US $2.00 a day, the 
range of affordable housing the market makes available to 
them is limited.

4.4.1	 Housing and the poor in Asian cities
As defined by the UN Human Rights Council (2007), “the 

human right to adequate housing is the right of every woman, 
man, youth and child to gain and sustain a safe and secure home 
and community in which to live in peace and dignity.” The right 
to adequate housing has seven components, one of them 
being secure tenure which, again is linked to the right to land.

Housing conditions have a direct bearing on any individu-
al’s ability to enjoy the benefits of urban life. This is particu-
larly true for slum-dwellers, whose predicament denies them 

those benefits, since shelter deprivation (i.e. living in slums) 
leads to many incapacities (on top of lack of basic infrastruc-
tures): lack of representation, lack of economic freedom, lack 
of security, lack of transparency, and lack of social opportuni-
ties (Sen, 1999; UN-HABITAT, 2010).

Although urban slum residents contribute significantly to 
the local economy, they are not mainstreamed into the urban 
socioeconomic environment. The slums in Asian cities reflect 
a more deep-seated phenomenon of structural poverty: they 
come as an emanation of social, political and institutional dis-
parities and deprivations that are exacerbated by the pressures 
of sustained urban growth. Slums effectively segregate urban 
areas into the “rich” and the “poor” city – the ‘urban divide’ 
resulting from economic, social, political and cultural exclu-
sion (UN-HABITAT, 2010). Instead of reaping the benefits 
of the ‘urban advantage’ as they expected, slum-dwellers pay 
an urban penalty through denial of legal status in the city and 
deprivation of a range of urban services. They constantly ex-
perience the risk of eviction, lack voice and are insufficiently 
protected. Most slum-dwellers are excluded from the main at-
tributes of urban life – political voice, decent housing, safety 
and the rule of law, education and health – which remain a 

▲

Jakarta, Indonesia. 505.5 million slum-dwellers still live in Asia. ©Mark Henley/Panos Pictures
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These criteria are very different from those used by various 
countries in the region. This is the reason that UN-HABITAT 
slum data is at a significant variance from, and often much 
higher than, national estimates.

Slums in Asian cities are not homogeneous. The typical 
visual depiction of a slum house is that of a family staying 
in a one-room mud-and-tin shack without any water and 
sanitation facilities. Across the region, slums are known under 
a variety of names: chawls, shanties, adugbo atiyo and katchi 
abadis, for example. Gradations of slums are widespread, 
each with a different name attached. For instance, in India, 
a chawl (a densely packed block of one-room ‘apartments’ 
with shared toilets and bathrooms) is quite different from 
what in Pakistan is known as a katchi abadi (a shack made of 
non-durable materials, often located in a crowded settlement 
within or on the outskirts of a city).

UN-HABITAT statistics show that 505.5 million slum-
dwellers, or over half of the world’s slum population, live 

Region Urban
Population 

(1,000s)

Slum
Population  

(1,000s)

 Urban
Population 
Living In 

Slums (%)

Eastern Asia 671 795 189 621 28.2

Southern Asia 545 766 190 748 35.0

South Eastern Asia 286 579 88 912 31.0

Western Asia 145 164 35 713 24.6

Oceania/Pacific 2 306 556 24.1

Asia-Pacific (Total) 1 651 610 505 550 30.6

Table 4.5: Slum population in Asia and the Pacific subregions, 
2010 (projections)

Source: UN-HABITAT (2010:179)

▲

A slum house in Kathmandu, Nepal. ©De Visu/Shutterstock


