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PREFACE

On May 4, 1992, the U.S. International Trade Commission received a request from the House
Committee on Ways and Means to conduct an investigation under section 332(g) of the Tariff Act of
1930 on the causes and implications for the United States of increasing economic integration in East
Asia. In response to the request, the Commission instituted investigation 332-326 on June 30, 1992.

The Committee requested that the Commission study include—
1. Anoverview of trends in and conditions for trade, investment, and economic integration in
East Asia (including intraregional and extraregional trade and investment);
2. Host country policies and factors influencing those trends and conditions;

External factors affecting the business activities of major traders and investors in the
region (e.g., exchange rate changes; labor shortages and costs; and foreign government
programs, such as official development assistance);

4. The relationship between foreign direct investment in the region and the region’s trade
patterns with the United States and other countries;

5. Energy needs and resources in the region, including the role of the United States and other
countries;

6. Environmental conditions, consequences, and opportunities for local and U.S. interests;
and

7. Current and proposed regional institutional arrangements.

The Committee also suggested that case studies on several industries in which U.S. trade and
investment activity in East Asia is substantial and in which the United States currently faces or is
likely to face strong international competition may be a useful way to illustrate the overall trends.

In assessing the implications of such trends, the Commission was asked to seek expert views on
questions such as—

e Are the trade and investment trends something about which the U.S. private sector and
Government should be concerned?;

e How do U.S. business and Government activities and programs relating to U.S. trade and
investment in East Asia compare with those of our major competitors in the region?; and

e Is there more that the U.S. private sector and Government could or should be doing to
strengthen U.S. participation in the growing economic integration of East Asia?

Copies of the notice of the investigation were posted at the Office of the Secretary, U.S.
International Trade Commission, Washington, DC 20436, and the notice was published in the
Federal Register (57 FR. 31386) on July 15, 1992.
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EXECUTIVE SUMMARY

Flows of trade, investment, and aid among the rapidly growing economies of East Asia, and
between these economies and Japan, have increased substantially in recent years. "As a result,
the region’s economies have pursued more vigorous efforts to promote economic cooperation
through both formal institutions and more informal arrangements.

In May 1992, the House Committee on Ways and Means asked the U.S. International Trade
Commission (Commission) to investigate the “causes and implications for the United States of

. . . economic integration in East Asia.” Some analysts suggest that closer economic ties among -

East Asian countries could be harmful to U.S. trade interests and policies. Among other things,
these analysts argue that U.S. suppliers could lose ground in this fast-growing part of the world
through a combination of deliberate policy measures, natural market forces, and benign neglect.

The Commission examined trade, investment, and other economic data, as well as
commercial and development policies of East Asian countries and their major trading
partners—Japan and the United States—to determine whether recent economic changes and
policy measures are effectively merging East Asia’s markets for goods, services, capital, and
labor. Case studies on three industrial sectors and the energy and environmental sectors were
also undertaken to identify factors favoring or standing in the way of economic integration in
the region. Finally, the Commission sought the views of people experienced in regional
economic and business affairs about the implications of recent trends in East Asia for U.S. trade
interests and policy. Following are highlights of the Commission’s report.

Country Profiles

® The countries of East Asia—defined for this report as Brunei, China, Hong Kong, South
Korea (Korea), Indonesia, Malaysia, the Philippines, Singapore, Taiwan, and
Thailand—have recorded significant rates of economic growth for much of the past two
decades, and the region currently hosts some of the world’s most dynamic economies.
Trade and foreign direct investment have often played a key role in this growth.

o Many East Asian nations are seeking to attract foreign investment and secure aid, both to
invigorate their export-oriented industrial structures and to finance needed improvements in
infrastructure and environmental protection. Among other things, they have eased
restrictions on foreign goods and investment and have taken steps to improve political
relations.

e Barriers to trade and investment still remain, however, particularly in the less developed
but resource-rich countries of the region. The continued presence of state-owned
corporations is a major obstacle to further reform in several countries.

Subregional Integration

o The newly industrializing econamies (NIEs) of Taiwan, Korea, Hong Kong, and Singapore
are becoming more active as investors in the up-and-coming economies of the region, as
they search for ways to maintain competitiveness in the face of appreciating currencies,
higher wages, and rising land costs.

xiii




Recently, Japan has reduced the share of ODA contracts officially tied to the purchase of
Japanese goods and services and increased efforts to include non-nationals in design and
subcontracting procurement. Nevertheless, a variety of factors appear to give Japanese
firms an advantage in winning prime contracts.

The Japanese Government has also encouraged movement of industrial facilities to other
parts of Asia as part of its overall economic restructuring effort. These policies supplement
Japan’s longstanding strategy of securing access to the region’s natural resources and raw
materials through comprehensive trade, aid, and investment ties. Active Government-
business cooperation characterizes the Japanese effort.

The high level of Japanese direct and indirect aid and its comprehensive nature stands in
stark contrast to the U.S. experience. U.S. aid to countries in the region accounted for
6 percent of total U.S. foreign aid, or $560 million in 1990. Only two East Asian
countries—the Philippines and Indonesia—were among the top 25 U.S. aid recipients, and
their selection seems more related to security than to economic considerations.

U.S. Government aid and export promotion efforts are reported to lack focus and
coordination. Business-government cooperation has also been poor. The recent jointly
sponsored U.S. Ambassadors’ Tour of member countries of ASEAN has been lauded as a
step in the right direction.

Case Studies

The five case studies undertaken by the Commission to illustrate trends in East Asia
present a varied picture of the region’s integration prospects and the participation by U.S.
and Japanese firms in East Asian markets. Three deal with industrial sectors in which U.S.
trade and investment activity is substantial. Two respond to the Committee’s request for an
examination of energy needs and resources in the region and environmental conditions,
consequences, and opportunities for local and U.S. interests.

Japanese-based firms have long dominated automobile and auto parts production in East
Asia and are now taking some steps to integrate production facilities there. U.S. firms play
much more limited roles as investors and producers, and there is concern that this role may
not provide a sufficient foothold for pursuing growing demand in the region or for
capitalizing on East Asia’s production potential as part of an overall global business
strategy.

U.S.-based companies have a strong foothold in the East Asian computer market and play
an important role in the region’s computer production. East Asia continues to be an
important manufacturing base for many U.S. computer companies. Whereas
Japanese-affiliated producers tend to produce component products in East Asia for export
outside the region, U.S.-based companies manufacture many finished products in the
region, along with some components. These products are sold in East Asia and other
markets. Investment within the region by computer firms from the more developed East
Asian countries—Taiwan, Korea, and Singapore—is on the rise, as are their imports from
elsewhere in the region.

U.S. firms are major investors in the development of East Asia’s refining and
petrochemical industries. Total U.S. refining and petrochemical investment in 1991 was
estimated at $5 billion, compared with Japanese investment of $1 billion. Current and
future expansion plans are aimed at meeting the region’s growing demand for fuels and
chemicals. Asia’s demand for chemicals is now expanding twice as fast as demand in
North America and Western Europe. By the year 2000, Asia’s market for chemicals is
expected to surpass that of North America in size. A desire to retain control over utilization
of domestic energy supplies has, however, discouraged integration among East Asian
countries. -




® The energy and environmental technology sectors have been characterized by heavy

governmental involvement in the form of ownership, regulation, and subsidies. Both
Japanese and U.S. firms offer competitive products in these fields. High levels of growth
in East Asia have been accompanied by greater energy demand and environmental
degradation. U.S. firms retain the lead in a number of energy and environmental
technologies that are of vital interest to the countries of East Asia, although competition
from Japanese companies is strong. Unlike the U.S. case, however, firms in Japan,
Germany, France, Italy, and the United Kingdom all have access to significant
Government-backed financing programs, and these programs are decisive in some
contracts. Price, after-sales service, design flexibility, and local market presence are also
reported to be advantages offered by U.S. competitors.

Implications for U.S. Trade Interests and Policy

Many analysts observe that a combination of macroeconomic forces, strategic business
decisions, governmental policies, political realism, and other factors are pulling the
economies of East Asia closer together. The primary concern expressed by U.S. and Asian
business, government, and academic leaders about this phenomenon is that the United
States is not participating fully in the region’s bustling economic activity.

Most experts find that a large portion of the increased interdependence occurring in East
Asia is driven by market forces and the private sector. Many believe that the need to
remain competitive by drawing upon different countries’ comparative advantages explains
much of the recent expansion in intraregional business activity during the past decade.

Nearly all experts believe that the region is, and will continue to be, dynamic,
export-oriented, and fairly open to inflows of foreign investment and goods. Japan and the
United States are seen as likely to play major roles in the region’s future.

Given its continued reliance on the United States and on other non-Asian markets, the
region is seen as having a major stake in the multilateral trading system and in liberalizing
trade and investment generally.

At the same time, as they grow in size and confidence, the countries in the region can be
expected to become more active in trade and economic forums, making it necessary for the
United States to adjust negotiating strategies. The blurring of boundaries within East Asia,
and between it and Japan, may make bilateral trade a less appropriate focus of U.S.

negotiating efforts and render administration of U.S. trade laws more difficult, the experts
observe.

Numerous analysts say that it is vital to the long-term competitiveness of U.S. industry as
well as to U.S. commercial interests and policy for the United States to play an active role
in the continued transformation of the fastest growing and most populous region of the
world. Analysts note that Asia is now the hub of key industries such as electronics and is
an increasingly important source of new technologies and products.

Many regional experts caution that fighting the region’s integration is neither necessary nor
possible. Rather, active U.S. participation in shaping regional institutional arrangements,
more coherent and substantial efforts to promote U.S. business, and sustained efforts to
prevent or remove discriminatory barriers may be warranted, the experts suggest, especially
in areas where Japan’s official policies and more substantial on-the-ground presence could
foreclose future U.S. opportunities.

Lack of familiarity by U.S. business and preoccupation with opportunities closer to home
receive much of the blame for the untapped U.S. potential in Asian markets. A number of
business representatives who are already doing business in East Asia called for more
vigorous pursuit of market opportunities in the region by their U.S. colleagues.







AFTA

APEC

ASEAN

EAEC

GATT

GSP

JICA

NAFTA

GLOSSARY

ASEAN Free Trade Area: A pact among the six ASEAN nations to phase out tariffs
on selected items over a 15-year period beginning Jan. 1, 1993.

Asia-Pacific Economic Cooperation: A 15-member regional forum established in
1989 and aimed at promoting cooperation among the economies of the Asia-Pacific.
Australia, Brunei, Canada, China, Hong Kong, Indonesia, Japan, Korea, Malaysia,
New Zealand, the Philippines, Singapore, Taiwan, Thailand, and the United States are
members.

Association of Southeast Asian Nations: A regional political and economic
organization founded in 1967. Six nations (Brunei, Indonesia, Malaysia, the
Philippines, Singapore, and Thailand) are members.

East Asian Economic Caucus: A regional consultative forum proposed by Malaysia
in late 1990 under the name of East Asian Economic Grouping. Participation would be
limited to Asian nations.

European Community: Among other things, an economic integration scheme
launched in 1958 to ensure the free movement of goods, capital, services, and people
and now counting 12 countries as members: Belgium, Denmark, France, Germany,
Greece, Ireland, Italy, Luxembourg, the Netherlands, Portugal, Spain, and the United
Kingdom.

Foreign direct investment: FDI involves whole or partial ownership of a firm in one
country (the host country) by residents of, or by a firm located in, another country (the
home country) with the intention of management control or participation.

General Agreement on Tariffs and Trade: A multilateral trade agreement and
organization founded in 1947 and currently counting 106 countries as members, the
GATT is the primary forum for resolving trade dxsputes and the accepted norm for the
conduct of international commerce.

Generalized System of Preferences: A tariff preference scheme for developing
countries intended to support their economic advancement by spurring exports of
manufactured goods.

Japan International Cooperation Agency: The Japanese Government agency charged
with administering grants and technical assistance provided under the country’s foreign
aid program.

Ministry of International Trade and Industry (Japan): The Japanese Government
agency charged with developing and executing Japan’s industrial and trade policies.

North American Free Trade Agreement: An agreement reached in 1992 among the
United States, Canada, and Mexico to remove tariffs and other barriers among their
economies over a 15-year period starting Jan. 1, 1994.. The agreement is awaiting
ratification by the three signatories.




ODA

OECD

OECF

PBEC

PECC

SIJORI

Uruguay
Round

USAID

Newly Industrializing Economies: For purposes of this report, the more advanced.
developing countries in East Asia: Hong Kong, Korea, Singapore, and Taiwan.

Official Development Assistance: Foreign aid whose primary purpose is the
furthering of economic development by recipients. Military aid is not included.

Organization for Economic Cooperation and Development: An organization founded
in 1960 to promote cooperation on and the advancement of knowledge about economic
issues. Twenty-four advanced industrial countries are members.

Overseas Economic Cooperation Fund: The J apanese Government agency charged
with administering foreign aid given directly to beneficiaries (bilateral aid).

Pacific Basin Economic Council: A private sector group organized in 1967 to
promote regional trade and investment and now comprising some 900 corporations and
14 national membership committees.

Pacific Economic Cooperation Council: A nongovernmental organization founded in
1980 and aimed at promoting cooperation in the Asia-Pacific region. Members are
drawn from 20 countries and territories: Australia, Brunei, Canada, Chile, China,
Hong Kong, Indonesia, Japan, Korea, Malaysia, Mexico, New Zealand, the Pacific
Islands, Peru, the Philippines, Russia, Singapore, Taiwan, Thailand, and the United
States.

Singapore-Johor-Riau growth triangle: A subregional economic grouping composed
of the nation of Singapore, the Malaysian State of Johor, and Indonesia’s Riau

A multilateral negotiating effort launched in 1986 by GATT members in an effort to
further lower barriers to manufactured goods, expand the GATT’s coverage to new
areas such as services, and improve rules over issues such as agriculture.

U.S. Agency for International Development: The U.S. Government agency with
prime responsibility for formulating foreign aid policy and administering U.S. ODA
programs.
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CHAPTER 1
- Introduction

Purpose of the Report

n a May 4, 1992 letter, the House Committee on

Ways and Means requested the U.S. International

Trade Commission (Commission) to evaluate

nature and extent of economic integration occurring in
the East Asian region, including the roles played by the
United States and Japan in this process. The letter also

asked the Commission to seek expert views on the

implications of East Asian economic integration for
U.S. trade interests and policy. (See appendix A.) On
June 30, 1992, the Commission instituted a factfinding
investigation focused on 10 East Asian countries:
Brunei, China, Hong Kong, Indonesia, South Korea
(Korea), Malaysia, Singapore, the Philippines, Taiwan,
and Thailand.! This report presents the findings of the
Commission’s study.

Economic Integration
in East Asia

The literature suggests that economic integration is
made possible by the progressive removal of policy
and other barriers segmenting markets for goods,
services, capital, and labor, so that resource flows
approximate what would be expected without policy or
other constraints. Full economic integration is the
effective merging of markets for goods, services,
capital, and labor.

Steps toward integration may be taken unilaterally
or in conjunction with other nations and can take the
forms of trade and investment liberalization, regulatory
harmonization, political cooperation on economic
matters, and improvements in transportation and
communication systems. In addition, firms can
contribute to integration by rationalizing production
across national borders.

For the past two decades the 10 East Asian nations
examined in this study have experienced good-
to-spectacular growth and have enjoyed rapid
economic development. In recent years they also have
moved markedly toward increased economic
integration, despite their tremendous differences in
language, culture, resource endowments, and levels of
income. Flows of trade, investment, and aid within the
region, as well as between it and Japan, have grown

1 57 FR. 31386 (July 15, 1992).

substantially. Discrete actions by private firms and
individuals appear to be a driving force in this
phenomenon, as businesses in the region strive to
retain competitiveness in the wake of appreciating
currencies, rising wages and land costs, and
technological change.? Government actions at a variety
of levels have supported these moves. Already
characterized by outward orientations and policies to
attract foreign investment, many East Asian govern-
ments have unilaterally liberalized their markets for
goods and capital somewhat in recent years. Fears of
being shut out of other markets in the wake of
increased regionalization elsewhere are invigoraﬁng
efforts to establish regional institutional ties.

Although these efforts are not as comprehensive or as
developed as those undertaken by the FEuropean
Community (EC)—which has used elaborate institu-
tions as well as Community-wide rules and policies to
achieve greater economic integration—they represent a
new direction for the region.

The effect that East Asia’s deliberate (and de facto)
moves toward integration will have on the United
States is contingent on two key variables. The first is
whether the integration taking place in East Asia
involves raising formal and informal barriers to
nonparticipants, or whether the conditions and actions.
causing integration to occur are more neutral in their
implications for countries outside the region. Even
though intraregional trade and activity by regional
trading groups have expanded considerably in recent
years, such developments do not necessarily come at
the expense of U.S. access to and influence in the
region. If it involves a lowering of trade and

2 Two recent articles emphasize the role of the private
sector in the integration increasingly evident in East Asia.
Andrew Tanzer writes, “Not by bureaucratic or military
design but by spontaneous human action, Japan is
remaking the face of Asia. The question is: where are
the Americans?” Andrew Tanzer, “What’s Wrong With
This Picture?” Forbes, Nov. 26, 1990, p. 154. Paul
Maidment writes, “If there is a Pacific Community in the
making, it is a smaller place, and is now being shaped
more by the daily decisions of the region’s several million
businessmen than anyone else.” Paul Maidment, “The
Yen Block,” The Economist, July 15, 1989, p. L.

3 Concern in East Asia about the prospect of
discrimination as a result of the North American Free
Trade Agreement and the European Community’s
single-market integration (1992) program has been widely

. For two recent examples see “Fortress Asia,”
The Economist, Oct. 24, 1992, p. 35-36, and Gary R.
Saxonhouse, University of Michigan, Ann Arbor, Trading
Blocs, Pacific Trade and Pricing Strategies of East Asian
Firms, paper delivered to World Bank and CEPR
Conference on New Dimensions of Regional Integration,
Apr. 2-3, 1992,




investment barriers, for example, regional integration
could conceivably improve the business environment
for all potential suppliers—including those from the
United States. Intensified intraregional ties might exist
side-by-side with active trade and investment relations
with other partners and with support for the
multilateral trading system.® Moreover, to the extent
that integration represents a natural outgrowth of
market forces, it is both less likely to harm outsiders
and le;ss susceptible to countervailing policy influ-
ences.

The second variable is Japan’s role in East Asia’s
economic activity. Since the 1985 Plaza Accord,
which realigned currencies among the major
industrialized nations, the yen’s appreciation has led
Japan to invest heavily in East Asia’s manufacturing
industries. The investment built on Japan’s already
extensive presence in the region’s resource develop-
ment.5 Intraregional production and tariff reduction
schemes are attracting interest by Japanese companies,
such as Toyota and Nissan, that are seeking to
rationalize their operations in East Asia and integrate
them with facilities in Japan.” Small and medium-size
Japanese enterprises are active players, sometimes
investing in East Asia to serve facilities established by
larger Japanese manufacturers in the region.? These
firms have often benefited from the extensive support

4 Director-General of the GATT Arthur Dunkel, in a
speech before a conference on “open regionalism,” held in
San Francisco on Sept. 24, 1992, argued that regionalism
and global economic cooperation are not two alternative
approaches to trade relations, but “two different but
interdependent parts of the same system. . . . The one
cannot prosper without the other or at the expense of the
other” (p. 4 of pre-delivery draft).

5 For example, Paul Krugman of the Massachusetts
Institute of Technology makes the case that the creation of
three major trading blocs centered on the European
Community, the United States, and Japan will present
fewer problems from a global welfare perspective if these
blocs are limited to countries that already are “natural
trading partners” because of geographic proximity and the
associated reduction in transportation and communications
costs. Paul Krugman, “The Move Toward Free Trade
Zones,” Federal Reserve Bank of Kansas City: Economic
Review, Nov./Dec. 1991.

6 Ryutaro Komiya and Ryuhei Wakasugi note that
until the 1970s, Japanese foreign direct investment in Asia
was concentrated in resource development—for example,
iron ore in Malaysia, copper ore in the Philippines, natural
gas in Brunei, and oil in Indonesia. In the 1970s Japan
invested heavily in textile and electronic machinery
production. Ryutaro Komiya and Ryuhei Wakasugi,
“Japan’s Foreign Investment,” Annals of the American
Academy of Political and Social Science, vol. 513 (Jan.
1991), p. 57.

7 For an account of these strategies see Andrew
Tanzer, “What’s Wrong With This Picture?,” pp. 154-163.
For a fuller discussion of the role Japanese firms are
playing in East Asia’s automotive sector, see chapter 7 of
this report.

8 Komiya and Wakasugi note that “small- and
medium-sized firms were particularly active in FDI in the
manufacturing industry of Asian countries,” accounting for
53.9 percent of the cases of new acquisition of foreign
companies’ stocks and bonds during 1981-85, and for 69.8

services of government and industry associations, and
it appears that until recently much of their investment
in East Asia has been export-oriented.® The rest of
Asia is figuring inently in Japan’s industrial and
foreign policies.'® Japan is also East Asia’s largest
supplier of foreign aid. In fact, East Asian patterns of
integration are often referred to in Japan under the
rubric of a “flying geese pattern” in which Japan is the
head “goose” in a V-shaped formation of other
countries that follow in, and learmn from, its
development path. For its part East Asia has increased
its imports from Japan significantly over the past
decade. In addition, it now counts Japan as its second
largest export market after the United States. Not only
is Japan an im source of capital, but its
technology and know-how are playing key roles in the
development of East Asian industries such as consumer
electronics and auto parts.!!

There are some experts who worry that, for both
practical and political reasons, a failure by the U.S.
Government and private sector to participate actively
in the integration 1 ingly evident in East Asia may
effectively limit U.S. policy and business options, to
the detriment of U.S. commercial interests. Alth
some analysts have suggested that Japan’s increasing
influence in the region carries with it potential adverse

8—Continued

percent of the cases in 1986-87. Komiya and Wakasugi,
“Japan’s Foreign Investment,” p. 57.

9 Pasuk Phongpaichit, The New Wave of Japanese
Investment in ASEAN (Singapore: Institute of Southeast
Asian Studies), 1990. For example, on pp. 48-50 he
reports that “[iln Thailand, the Board of Investment
approved 260 Japanese investment projects between 1986
and May 1988. Of these 206, or 79 percent, were
classified as export-oriented, namely projects which
exported at least 80 percent or more of their products.”
Such statistics may be inflated, given Thai Government
incentives to export-oriented firms.

10 In a 1989 survey, The Economist detailed how East
Asia fits into Japan’s overall industrial and forei '
policies, noting that the development of the rest of Asia is
now considered a priority by Japan's economic planners
as a means of expanding and diversifying markets for
Japan’s goods, ensuring access to needed material and
labor inputs, and permitting Japanese manufacturers to
move up-market while retaining a role in the production
of lower technology elsewhere in Asia. Asia is,
meanwhile, a region in which Japan hopes to exert a
leadership role, the article continues, although how it will
do so remains a matter of debate. Paul Maidment, “The
Yen Block,” p. 6.

11 For a discussion on the role of investment by Japan
and the United States in the development of East Asian
economies and industries, see Noriyoshi Tamaru, Kanji
Masaoka, and Shujiro Urata; “The Mechanism of
Economic Growth in Pacific Asia,” Waseda Journal of
Asian Studies, vol. 14, 1992; Shujiro Urata, “Foreign -
Direct Investment and Economic Development in Pacific
Asia,” paper prepared for the PAFTAD erence in
Washington, DC, Sept. 10-12, 1992; Robert E. Lipsey,
“Direct Foreign Investment and Structural Change in
Developing Asia, Japan and the United States,” ch. in Eric
D. Ramstetter, ed., Direct Foreign Investment in Asia’s
Developing Economies and Structural Change in the
Asia-Pacific Region (Boulder, CO: Westview Press), 1991.




consequences for U.S. interests,!2 many see fallout not
as a result of Japan’s actions, but rather U.S. inaction.
The pace of expansion of U.S. investment in the region
has been much slower than Japan’s, and U.S. business
is widely perceived as being less aggressive in
pursuing the region’s market and strategic potential.!3
The U.S. Government, meanwhile, currently provides
little foreign aid to East Asia and is scaling back its
political and security presence there. Some have
questioned what kind of influence the United States
will be able to maintain over East Asian political
stability and security in a world in which economic
factors have joined military ones in the determination
of overall national interests.!4 Whether these concerns
are warranted, and to what extent, are crucial subjects
addressed by this report.

12 For example, Kenneth A. Froot and David B.
Yoffie of Harvard University have argued that with
Japanese expansion in East Asia, North American and
European firms may increasingly lack both trade and
investment access to the entire East Asian bloc. Kenneth
A. Froot and David B. Yoffie, “Trading Blocs and the
Incentives to Protect: Implications for Japan and East
Asia,” paper presented at the National Bureau of
Economic Research (NBER) Conference, Apr. 2-5, 1992.
At the same conference, Richard Doner of Emory
University argued that Japanese investment is
accompanied by certain institutional and behavioral
contributions, such as creating supply networks biased
toward Japanese firms, that have worsened the U.S.
position in the region. Richard Doner, “Japanese Foreign
Investment and the Creation of a Pacific-Asian Region,”
paper presented at NBER Conference, Apr. 2-5, 1992.

13 For example, Andrew Tanzer claims that an Asian
trade bloc is forming and intraregional trade is booming
but, “[d]isturbingly, American business is playing a
diminishing role in this epochal economic transformation.
... America’s diminished presence, if it continues at its
present level, has implications for the global
competitiveness of American corporations. The western
Pacific region is the fastest-growing market for everything
from cars and steel to electric appliances, computers and
telecommunications equipment.” Andrew Tanzer, “What’s
Wrong With This Picture?” p. 154.

14 Some analysts, such as Richard P. Cronin of the
Congressional Research Service, have argued that
“[elspecially in the context of a widely perceived decline
in the Soviet military threat and rising trade friction
between the United States and its Asian trading
partners—most notably with Japan—Tokyo’s expanding
economic role and influence raise fundamental questions
about the future structure of Asian-Pacific economic,
political, and security relationships.” Richard P. Cronin,
Japan’s Expanding Role and Influence in the Asia-Pacific
Region: Implications for U.S. Interests and Policy,
Congressional Research Service, Sept. 7, 1990, CRS
report No. 90-432 F, p. 3. Observing the still tense state
of the world in the wake of the Soviet Union’s
dissolution, others note that historic animosities and
alliances will continue to play a critical role in
determining national interests, and that the threat or use of
military power is certainly not obsolete. See Marcus W.
Brauchli, Wall Street Journal, Mar. 31, 1993, p. A-10.

Organization of the Report

To examine the major issues surrounding East
Asia’s economic integration, this report both describes
the present economic situation and presents case
studies to illustrate regional trends. Chapter 2 reviews
the economic conditions and policies of the 10
countries surveyed, in an effort to identify those that
may support or limit economic integration in the
region. Chapter 3 looks at emerging patterns of
subregional integration in which a confluence of high
rates of business activity, governmental arrangements,
ethnic ties, and expanded investment and trade are
linking formerly segregated areas. Chapter 4 reviews
the status of efforts to formulate regional institutional
arrangements, including the roles being played by the
United States and Japan. Chapter 5 delineates the
levels and composition of trade and investment flows
among the countries of East Asia, as well as between
the region and the rest of the world. Chapter 6
provides an overview of foreign aid offered to the
region by Japan and the United States, and discusses
the extent to which such aid supports each country’s
commercial interests in East Asia.

Chapter 7 examines the actions and strategies of
private businesses in three sectors: autos, computers,
and petrochemicals. Case studies on two sectors
characterized by heavy governmental involvement—
energy and environmental activities—are presented in
chapter 8 and serve to illustrate the interplay of host
country and exporting country policies on integration
prospects. Finally, chapter 9 presents the views of
various experts and policymakers concerning the
implications of economic integration in the region for
the United States and appropriate U.S. responses.

Methodology

In analyzing these topics, the Commission drew
upon the extensive body of work published on various
aspects of this subject, conducted fieldwork in East
Asia, sought assistance from U.S. Embassies and
private sector organizations in the region, consulted
with U.S. and foreign government officials, and
analyzed statistical data. The Commission also
solicited written comments and scheduled a public
hearing.

Information gathered from the literature is
footnoted as such, and Commission style is to present
citations immediately following the appropriate
material. If the citation pertains to an entire paragraph,
the footnote is presented at the end of the paragraph.

The Commission also sought the views of persons
whose professional responsibilities or expertise would
be particularly useful in assessing the issues examined
in this study. Persons interviewed by Commission staff
were requested to provide frank and personal opinions
rather than official or formal positions of the
governments, agencies, associations, or firms by which
they were employed. The Commission obtained their
views on a not-for-attribution basis, recognizing that




this would be the best method of obtaining the candid
views desired. The report therefore employs a minimal
level of attribution of these interviews to protect the
confidentiality of participants. However, some identi-
fication of the group or background of individuals
expressing a particular view has been provided when
such delineations are possible and meaningful.




CHAPTER 2
East Asia: National Economic Strategies
and Performance

Introduction

East Asia has been one of the fastest growing
regions of the world in recent years, with annual real
gross domestic product (GDP) growth for the period of
1985 to 1990 averaging 8.6 percent in the newly
industrializing economies (NIEs), namely, Singapore,
Taiwan, Hong Kong, and Korea; 6.8 percent in the
ASEAN 4 (Indonesia, Malaysia, Thailand, and the
Philippines); and 7.9 percent in China. This rapid
growth contrasts with world growth of 2.9 percent,
U.S. growth of 2.8 percent, and Japanese growth of 4.7
percent over the same period. East Asian countries
have a combined GDP that is roughly 6 percent of the
world total. Just under 80 percent of this GDP is
divided more or less evenly between China (with a
population of 1.2 billion) and the NIEs (with a
population of 72 million). I Japan is added, the region
has about 19 percent of total world GDP, compared
with 28 percent for the North American Free Trade
Agreement (NAFTA) countries (the United States,
Canada, and Mexico) and 24 percent for the European
Community (EC).

The countries of East Asia (figure 2-1) represent a
diverse collection of economic and political systems,
and a broad range of indigenous resources (tables 2-1
and 2-2). Each has struggled to modemize and
develop its economy, often with the aid of some form
of long-term planning or industrial policy. While
national priorities and political differences have shaped
strategies, the overall trend for East Asia in recent
years has been away from import substitution, in which
domestic industries are fostered behind trade barriers to
serve markets that would otherwise be supplied by
imports. Now, most countries in the region are moving
toward export-led growth and investment liberal-
ization.

Factors do exist, however, that could constrain
future investment and growth. Infrastructure has
generally not kept pace with economic development,
and serious bottlenecks in communication and power
systems, roads, ports, and services are occurring.
While tariffs on thousands of products have been
reduced, the reductions were made from very high
levels and have generally not been applied to sensitive
items. Nontariff barriers still hinder commerce in the
region, and protection of intellectual property rights is
still regarded as lax in certain countries. Investment

performance requirements, shortages of trained middle
managers and engineers, and the absence of long-term
capital markets essential for large-scale financing are
also constraints.

A brief overview of the 10 East Asian countries’
individual development strategies, economic perform-
ance, and other factors that could affect the prospects
for regional integration follows. Specifically examined
are growth and production trends, development
strategies, recent changes in economic policy,
remaining barriers to trade and investment, and
political factors. For purposes of analysis, the countries
were divided into three groups based on their level of
economic development and factor endowments (i.e.,
land, labor, capital, and entrepreneurship): the NIEs;
the East Asian developing economies (Malaysia,
Indonesia, Thailand, Brunei, and the Philippines); and
China, which, because of its political and economic
structure, is distinct from the other two groups.

The Newly Industrializing
Economies

East Asia’s NIEs are currently in a phase of
economic restructuring. Rising land and labor costs,
currency appreciations, loss of preferential trade status
under the U.S. Generalized System of Preferences
(GSP) scheme in 1989, and the desire to shift toward
capital- and skill-intensive manufacturing have
prompted all four countries to increase the pace of
economic liberalization and transfer less competitive,
labor-intensive industries to East Asian neighbors.
This trend is expected to continue, but political and
economic factors could slow the pace of reform.

Korea

Economic Strategy and
Performance

Korea is a densely populated country with few
natural resources and subject to an ongoing security
threat from the Democratic People’s Republic of Korea
(DPRK), or North Korea. In a span of only three
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Table 2-1

East Asia: Political, geographic, social, and industrial statistics

Type of Geographic

Country government size Population Industries

km? Millions

Brunei Constitutional 5,770 04 Petroleum, natural gas,

sultanate construction.

China Communist party- 9,596,960 © 1,151.5 Iron, steel, coal, ma-

led state chine building, arma-
ments, textiles, petroleum

Hong Kong U.K. territory; sche- 1,040 59 Textiles, el,

duled to revert to tourism, electronics,
China in 1997 plastics, watches.

Indonesia Republic 1,919,440 193.6 Petroleum, textiles,
mining, cement, ferti-
lizers, plywood, rubber.

Korea Republic 98,480 43.1 Textiles, footwear, food
processing, chemicals,
steel, electronics, autos,
ship-building.

Malaysia Federation 329,750 18.0 Rubber, lumber, palm
oil, rice, agricultural
processing, petroleum.

Philippines Republic 300,000 65.8 Textiles, pharmaceu-
ticals, chemicals, wood
products, electronics
assembly, fishing.

Singapore Republic 632.6 26 Petroleum refining,
electronics, entrepot
trade, finance.

Taiwan Republic 35,980 20.7 Electronics, textiles,
chemicals, food pro-
cessing, ship-building,
cement, plywood.

Thailand Constitutional 514,000 56.8 Tourism, textiles, to-

monarchy bacco, electronics,

plastics, light manu-
facturing.

Source: Central intelligence Agency (CIA), The World Factbook 1992.




Table 2-2
East Asia: Country economic profiles and statistics

Top 3

Total 1990 Total 1990 Top 3 Top 3
exports as imports as export import foreign
Country GDP (1990) share of GDP share of GDP markets (1991) sources (1991) investors
Billion Percent
dollars '
Korea........... 236.4 31.6 322 u.s. Jagan N/A
Japan u.s.
Hong Kong UK
Taiwan .......... 156.5 425 34.7 u.s. Jagan u.s.
Hong Kong U.s. Japan
Japan Hong Kong Hong Kong
Data-1991
HongKong ...... 64 136.8 131.4 China China Japan
ond u.s. Japan U.S.
Germany Taiwan Netherlands
Data-1990
Singapore ....... 346 189.9 1839 u.s. Japan Japan
Malaysia u.s. Netherlands
Japan Malaysia U.S.
Data-1989
Indonesia ....... 94 25.9 25 Jagan Japan Taiwan
Sigspore e Sroon
re ermany i e
Data- 1691
Malaysia ........ 42.4 77.9 78.1 Singapore Japan Taiwan
uU.s. Singapore
Japan u.s. Indonesia
Data-1990
Philippines ...... 43.9 278 33.4 u.s. u.s. Jagan
Japan J u.s.
Germany Tawan Korea
Data-1991
Thailand ........ 80.2 37.6 40.8 u.s. J Japan
.égpan ls.lg I-S-Ipng Kong
i re i re ingapore
naapo naapo D:tg-1991
Brunei! ......... 3.3 58.2 455 Japan Singapore N/A
Korea UK
_ UK u.s.
China........... 364.9 18.2 14.6 Hong Kong Hong Kong Hong Kong
Jagan Jagan Taiwan
Us. u.s. Japan
Data-1991

1 Data for Brunei are based on 1989 f‘gges; presented in CIA, The Worid Factbook, 1990, and International
iS

Monetary Fund (IMF), Direction of Trade lics Yearbook.

Source: Data on GDP from IMF, International Financial Statistics; data on in?orts
Tradnci:ri Statistics Yearbook (Taiwan data from Taiwan Statistical Data Book, 1
countries.

and exports from IMF, Direction of
97), investment data from individual



decades, however, Korea has gone from being one of
the poorest nations in Asia to the threshold of joining
the advanced industrial nations.! Recent economic
performance has been impressive, with real GDP
growing by an annual average of over 9.2 percent
during 1980-91.2

The first significant phase in Korea’s economic
development occurred after the military government of
General Park Chung Hee took control in 1961. After 2
years of poor economic performance, the Park
government reversed the country’s previous course
favoring import substitution and introduced a 5-year
plan based on a more outward-oriented strategy.3 The
state continued to play a major role in the economy,
however, with export targets being formulated in
considerable detail. The Government encouraged the
establishment of general trading companies along the
lines of Japan’s general trading companies (sogo
shosha), and giant industrial conglomerates similar to
Japan’s keiretsu,* known as chaebol.’

Korea’s reliance on exports and state intervention
was eased somewhat after an unsuccessful attempt to
promote heavy and chemical industries during the
1970s. Under the Fifth Five-Year Plan (1982-86), the
Government reversed its previous course of promoting
strategic industries, and introduced measures for trade
and financial liberalization.® This emphasis was
continued under the Sixth Five-Year Plan (1987-91),
which expanded the process of import liberalization.
The simple average of tariff rates declined from 31.7
percent in 1982 to 23.7 percent in 1983 and 21.8
percent in 1984. Tariffs were further reduced to an
average 12.7 percent in 1989 and an average 10.1
percent in 1992 (figure 2-2).7

1 Australian National Korea Studies Centre, Korea to
the Year 2000: Implications for Australia, Commonwealth
of Australia, Department of Foreign Affairs and Trade,
East Asia Analytical Unit, 1992, p. 9.

2 Asian Development Bank, Key Indicators of
Developing Asian and Pacific Countries, 1992, Oxford
University Press, July 1992.

3 Bela Balassa, Economic Policies in the Pacific Area
Developing Countries (New York: NYU, 1991), p. 47.

4 Keiretsu are organizations of companies that supply
one another and use the same trading companies, creating
a close-knit, family-like relationship between buyers and
sellers. Keiretsu membership generally revolves around
banks or trading companies, and members often have
crossholdings of stock in other keiretsu-affiliated firms.
These connections are said to result in flexibility,
dependability, and access to strong distribution channels.
Imai Ken’ichi, “The Legitimacy of Japan’s Corporate
Groups,” Japan Echo, no. 3, (1990), p. 24, and Dick K.
Nanto, “Japan’s Industrial Groups, the Keiretsu,” in
Japan’s Economic Challenge, p. 76.

5 Marcus Nolan, Pacific Basin Developing Countries,
Prospects for the Future, Institute for International
Economics (IIE), Washington, DC, 1990, p. 40.

6 Balassa, Economic Policies in the Pacific Area
Developing Countries, p. 51.

7 U.S. Department of State, “1993 Country Trade Act
Report for Korea,” message reference No. 12812, prepared
by U.S. Embassy, Seoul, Dec. 8, 1992.

The structure of the Korean economy has
undergone tremendous change. Agriculture as a share
of total output declined from 43.4 percent in 1963 to
16.9 percent in 1980 and 10.2 percent in 1990.
Manufacturing, on the other hand, has increased from a
14.7 percent share of GDP in 1963 to 33.7 percent in
1980 and 34.6 percent in 199083 Trade has also come
to play a central role. Between 1965 and 1990, exports
as a share of GDP rose from 8.6 percent to roughly
31.6 percent, with imports showinég a similar increase
from 16.0 percent to 32.2 percent.” The United States
is Korea’s most important export market, while Japan
dominates Korea’s imports (figure 2-3). Korea
registered an overall trade deficit of $338 million in
1991. On a bilateral basis, Korea had a trade deficit of
$872 million with the United States in 1991, and a
deficit of $9.1 billion with Japan.10

Foreign direct investment has not played a major
role in Korea’s export-related industries.!! Most
foreign investment in Korea took the form of
commercial loans rather than of direct investment, and
inflows of foreign capital were small compared with
such countries as Taiwan.

Recent economic problems experienced by Korea
include declining industrial competitiveness, sluggish
export markets in the United States and Europe, an
inflation rate of near 10 percent in 1991, and a
slowdown of GNP growth to only 4.9 percent in
1992.12 Because of appreciation of the won since the
mid-1980s,!3 and rising land and labor costs, Korea is
undertaking serious efforts at economic restructuring.
One indication of this trend has been Korea’s rapidly
expanding overseas direct investment. Between 1986
and 1991, the total stock of Korea’s direct investment
in other countries climbed by nearly 600 percent, with
North America and Asia the primary destinations.!4
Significant investment ties have also been established
with developed countries such as the EC member
states. These investments are centered on foreign trade
and large-scale manufacturing.13

8 World Bank, World Tables, 1992, Johns Hopkins

Unige.rlgity Press, Baltimore, May 1992,
id.

10 International Monetary Fund (IMF), Direction of
Trade Statistics Yearbook, 1992.

11 Larry Westphal and Kwang Suk Kim, “Korea” in
Bela Balassa and associates, Development Strategies for
S;rég'-;lndustrial Economies (Baltimore: Johns Hopkins,
1 .

1

U.S. Department of State, “Korean Economy
Continues To Slow in the First Half of 1992,” message
reference No. 12420, prepared by U.S. Embassy, Seoul,
Nov. 25, 1992. Estimate of 1992 gross national product
growth from Bank of Korea.

13 The Korean won appreciated from an exchange rate
of 881.45 won per US$1 in 1986 to 733.35 won per
US$1 in 1991.

14 U.S. Department of State, “Background on Korean
Investment Overseas,” message reference No. 11291,
preplasrelgi gy U.S. Embassy, Seoul, Oct. 23, 1992.



Figure 2-2
Korea, trade and investment environment
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Figure 2-2—Continued
Korea, trade and investment environment

Source: Office of the United States Trade Representative (USTR), 1993 National Trade Estimate Report on Foreign
Trade Barriers, 1993.

Figure 2-3
Korea, exports and imports, by major markets, 1980 and 1991
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Factors Affecting Integration

A variety of factors could affect Korea’s

for closer economic integration with the rest of East
Asia. Historically, Korea’s contact with other nations
in Northeast Asia has not been favorable. Neighboring
China has been seen as a threat to the independence of
the Korean peninsula, and Korea has only recently
established diplomatic relations with China. In
response to this diplomatic shift, Taiwan severed
relations with Korea and announced that all
preferential economic and trade treatment 6gramed to
Korea in the past would be phased out.!® Further,
Japan’s occupation of Korea between 1910 and 1945
created an animosity that endures to this day. Concern
over Japanese investment, for example, has reportedly
been a factor in the relatively slow liberalization of
Korea’s foreign investment regime.!” Reunification
with North Korea will continue to be a crucial issue o

Korea’s political and economic agenda. ‘

Although Korea has made notable progress in
removing formal barriers to imports, more subtle
barriers have effectively prevented genuine
liberalization. ~ Standards, testing, labeling, and
certification requirements have reportedly been used to
block the entry of goods in such sectors as agriculture,
cosmetics, chemicals, and electronics. = Korean
safeguard regulations permit the Government to
impose special “emergency tariffs” of up to 100
percent on imported goods to protect domestic
industries—a measure that was reportedly used with
increasing frequency in 1992.1% Continued use of such
“emergency” measures, together with the strong
presence of nontariff barriers, could place limits on
Korea’s economic links with East Asian neighbors.

In addition to the barriers mentioned above, Korea
has also undertaken several “frugality campaigns” in
recent years, designed to curb imports and
consumption of luxury goods. The Government of
Korea has consistently denied taking a role in such
campaigns, maintaining that anti-import campaigns are
grass-roots efforts designed to reduce both conspicuous
consumption and Korea’s external deficit. The United
States, in particular, has expressed concern over
Korea’s frugality campaigns, fearing that they might
simply be a new form of protectionism.!®

Despite these impediments, several factors are
leading Korea toward closer links with the region. For
example, economic restructuring and consequent direct
investment flows to countries in East Asia have

16 J.S. Department of State, “Taiwan’s Reaction to
Break in Relations: Economic Actions,” message reference
No. 06095, prepared by the American Institute in Taiwan,
Taipei, Aug. 26, 1992.

17y.S. and Korea Agree on Trade and Investment
Measures,” International Economic Review, USITC, Nov.
1992,

18 U.S. Department of State, “1993 Country Trade Act

for Korea.”

19 USITC, The Year in Trade, 1991, USITC
publication No. 2554, Aug. 1992, pp. 121-22.
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resulted in closer economic links between Korea and
such countries as Indonesia and China. Korea’s direct
investment in Asia is mostly concentrated in
labor-intensive industries.20

Korea’s reaction to the proposed NAFTA and other
regional groupings is also an important factor. A
recent report prepared by the Korean Institute for
Economic Policy (KIEP), for example, reflects the
Korean Government’s concern over rising
protectionism in the global trading system and the
emergence of regional trading arrangements. The
report suggests promoting economic cooperation in the
Tegion as a way to remain competitive. The country
does not appear to be pursuing regional integration to
the exclusion of other ties, however.  Stronger
investment in NAFTA countries, and in the EC in the
wake of the single market program, is also a part of
Korean business strategy.2!

Taiwan

Economic Strategy and
Performance

Taiwan has few resources other than a
well-educated and hard-working labor force.
Nevertheless, Taiwan’s economic performance during
the past decade has been strong, with a real average
annual GDP growth rate of 7.7 percent between 1980
and 19912 Taiwan is currently one of the richest
nations in East Asia, with a per capita GDP estimated
at $10,087 in 1992 and foreign exchange reserves
totaling $82.4 billion at the end of 1991.

Taiwan’s early postwar efforts at industrialization
combined fairly heavy trade protection for domestic
mamufactures with an overvalued currency. The state
also became involved in a number of heavy industries,
such as chemicals. Small businesses played an
important role, particularly in the more successful
export sectors such as textiles and electronics. The
program began to falter in the 1950s because of the
small domestic market -and inefficiencies in the
protected industries. During 1958-61, Taiwan
authorities introduced a reform program that included
trade liberalization, a currency devaluation, and export
promotion measures. Free trade zones were established
in 1965. Accompanying these reforms were

20 U.S. Department of State, “Background on Korean
Investment Overseas.”

21 U.S. Department of State, “NAFTA and Its Impact
on the Korean Economy,” message reference No. 12840,
prepared by the U.S. Embassy, Seoul, Dec. 8, 1992.

22 U.S. Department of State, “Investment Climate
Statement—Taiwan 1992,” message reference No. 07329,
llagé%ared by American Institute in Taiwan, Taipei, Oct. 15,

2 U.S. Department of State, “Economic Trends
Report for Taiwan,” message reference No. 06224,
prepared by the American Institute in Taiwan, Taipei,
Sept. 1, 1992.




efforts to promote strategic industries through
preferential loans, tax exemptions, and special tax
holidays.2#

Trade has played a crucial role in Taiwan’s
economic development. Between 1963 and 1988,
exports and imports as a share of GDP rose from 17.8
and 189 2gercent to 570 and 474 percent,
respectively.> The structure of Taiwan’s economy has
also undergone considerable change. Between 1953
and 1987, agriculture’s share of GDP fell from 38.3
percent to 6.1 percent, while that of manufacturing
climbed from 17.7 percent to 475 percent.
Traditionally, Taiwan’s manufacturing activity has
been concentrated in labor-intensive industries, such as
footwear and apparel.

Taiwan’s spectacular export success and high
savings rate translated into mounting foreign exchange
reserves and inflationary pressures by the mid-1980s.
The United States strongly urged Taiwan to revalue its
currency and to liberalize outward flows of capital.
The ensuing appreciation of the New Taiwan dollar
after 1987 and increases in wages made Taiwan’s
labor-intensive industries less competitive relative to
other East Asian countries, such as China, Thailand,
Indonesia, Malaysia, and the Philippines. The loss of
trading privileges under the U.S. GSP scheme in 1989
accelerated this process. Traditional labor-intensive
industries are now being phased out or transferred
offshore and are being replaced by more capltal- and
skill-intensive industries, such as electronics.26

Taiwan’s pattern of trade reflects its industrial
structure. Over 90 percent of Taiwan’s exports are
manufactured goods, and trade is concentrated on
developed countries. The United States accounted for
320 percent of Taiwan’s total exports in 1991,
followed by the EC with 18.4 percent, and Japan with
12.5 percent (figure 2-4).27 This marks a reversal of
the role played by the United States and Japan some 30
years earlier. In 1963, Japan was Taiwan’s largest
export market, accounting for 32.1 percent of the total,
whereas the United States was the leading source of
Taiwan imports with 42.9 percent of the total. In 1991,
however, Japan was the leading source of Taiwan
imports, with roughly 28.5 percent of the total,
followed by the United States with 20.6 percent, and
Hong Kong with 6.2 percent. Exports to Hong Kong
were also sizeable, although a good portion were
re-exported to China. Taiwan’s trade with other NIEs
and the East Asian developing economies has been
relatively modest. Taiwan registered an overall trade
surplus of $11.7 billion in 1991, which included a
surplus of $11.0 billion with the United States and a
deficit of $8.8 billion with Japan.

24 Balassa, Economic Policies in the Pacific Area
Developmg Countries, p. 41.

33, 25 Nolan, Pacific Basin Developing Countries, pp.
32-

26 U.S. Department of State, “Economic Trends

Report for Taiwan.”
27 IMF, Direction of Trade Statistics Yearbook, 1992.

Foreign investment, in a variety of forms and from
different sources, has played an important role in
Taiwan’s economic development. Japanese firms
invested in Taiwan during its colonization in the early
1900s. During the 1950s, the chief source of capital
inflow was concessional aid from the United States. In
the 1960s, foreign investment, principally from the
United States and Japan, played a role in the shift to
labor-intensive export manufacturing. Nevertheless,
foreign direct investment in the 1950s through the
1970s never amounted to more than 10 percent of total
manufacturing investment.2®8  Foreign investment

surged during the 1980s, reflecting new investor
oonﬁdence following the ending of martial law in
1987, expectation of further appreciation of the New
Taiwan dollar and the partial lifting of exchange
controls.2?

Overseas Chinese3? accounted for roughly 29
percent of foreign direct investment in the 1960s and
1970s, but dropped to an average of 10 percent during
1981-88. Japan is the leading non-Chinese investor in
Taiwan, accounting for approximately 32.7 percent of
total approved foreign investment during 1951-91,
compared with 30.2 percent for the United States and
17.4 percent for Europe.3! In general, non-Chinese
investment is concentrated in manufacturing,
particularly the electronics industry.

Factors Affecting Integration

There are several important macroeconomic and
policy-related factors to consider with regard to
Taiwan’s integration with other countries in East Asia.
First, although Taiwan has made great progress in
opening its economy to the world market, significant
barriers to imports remain (figure 2-5). Agriculture
and some manufacturing industries are still highly
protected, and Taiwan maintains an import ban on 242
categories of products. Tariffs, an import licensing
system, restrictive standards (particularly for
agricultural products), and lack of intellectual property
protection still hinder imports. Additionally, the state
continues to play a dominant role in such sectors as
power and telecommunications. Taiwan also maintains
a “negative list” of industries not open to foreign
mvestment.

These barriers pose an obstacle to closer economic
integration with other countries in East Asia. Recent
developments indicate, however, that Taiwan is likely
to pursue trade and investment liberalization as part of
its overall strategy for continued development and
growth. Concern over falling levels of both domestic

28 Linda Y.C. Lim and Pang Eng Fong, Foreign
Direct Investment and Industrialisation in Malaysia,
Smggf)ore Taiwan and Thailand (Paris. OECD

pment Centre. 1991), p. 64.

Overseas Chmese are ethnic Chinese not residing in
mainland China.

31 Republic of China Ministry of Economic Affairs,
Statistics on Overseas Chinese and Foreign
Investment—Technical Cooperation—QOutward
Ilr&eimnem—OWWard Technical Cooperation, Dec. 31,
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Figure 2-4

Taiwan, exports and imports, by major markets, 1980 and 1991
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Source: IMF, Direction of Trade Statistics Yearbook, 1992.

and foreign investment has prompted Taiwan economic
authorities to take steps to improve the investment
climate. In May 1992, authorities streamlined the
application  procedure—drastically  cutting  the
processing time for both inward and outward

- mvestment. Additionally, Taiwan authorities set aside
approximately $10 billion in low-interest foreign
currency loans to encourage local industries to acquire
sophisticated foreign capital goods and technology.32
Progress in lowering trade  barmiers  is

32 U.S. Department of State, “Economic Trends

Report for Taiwan.”
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expected as Taiwan enters negotiations for accession to
the General Agreement on Tariffs and Trade (GATT).33

Concern about isolation and a desire to cement its
role in any future Asian trading arrangement have led
Taiwan to quietly overcome many of the official
obstacles to trade and investment with China.
Representatives from China and Taiwan met in

33 U.S. Department of State, Washington, DC,
“Revision of 1992 National Trade Estimate
lllggrt—Taipel,” message reference No. 004245, Jan. 7,




Figure 2-5
Taiwan, trade and investment environment

15




Figure 2-5—Continued
Taiwan, trade and investment environment

—

Source: Office of the United States Trade Representative (USTR), 1993 National Trade Estimate Report on Foreign

Trade Barriers, 1993.

Singapore in April 1993 for their first set of serious
discussions on political and economic issues since the
1940s, and more talks are expected to follow in the
near future.34 The same concern has also prompted
Taiwan to become a member of the Asia-Pacific
Economic Cooperation forum (APEC), together with
China and Hong Kong, under the name Chinese Taipei.

Officials on Taiwan are not without some fear of
economic domination by Japan, however. Recent
concern over bilateral trade imbalances with Japan has
prompted Taiwan authorites to take a more
preferential a?proach to trade with the United States
and the EC3

34 Jeremy Mark, “China, Taiwan Bury Hatchet to
Hold Talks,” The Wall Street Journal, April 27, 1993.

35 U.S. Department of State, “EY Approves
Temporary Tariff Revision for 37 Imports,” message
reference No. 07313, prepared by the American Institute
in Taiwan, Taipei, Oct. 15, 1992; “Taiwan’s Reaction to
Break in Relations: Economic Actions,” message
reference No. 06095, pre&ared%tg the American Institute
in Taiwan, Taipei, Aug. 26, 1992.

16

Hong Kong

Economic Strategy and
Performance

Hong Kong is strategically located along
international trade routes and possesses a fine natural
harbor and an industrious labor force. Trade is the
territory’s lifeline. Hong Kong is devoid of natural
resources and almost entirely dependent on imports to
meet the raw material needs of its industries. Exports
generate the foreign exchange to pay for these imports.
Hong Kong’s success has relied principally on
encouraging foreign direct investment and free trade.
Recent economic performance has been impressive,
with real GDP growth averaging 6.5 percent during
1980-91.36

Hong Kong is undoubtedly one of the most laissez-
faire economies in the world. The Government

36 Asian Development Bank, Key Indicators of
Developing Asian and Pacific Countries, 1992.




maintains no manufacturing operations, imposes few
business regulations, and maintains virtually no

controls on international trade (figure 2-6). The

Government has largely limited its role to maintaining
physical infrastructure, such as transportation, ports,
and housing, and to providing social services, such as
education and health care.

The principal challenge facing Hong Kong has
been to shift from the production and export of
labor-intensive products, such as textiles and apparel,
to more capital- and skill-intensive goods, such as
electronics. While the share of total exports occupied
by textiles and apparel has remained relatively steady
during the 1980s (39.7 percent in 1983 and 39.6
percent in 1988)37 there has reportedly been a
continual upgrading of goods within this sector to a

Figure 2-6
Hong Kong, trade and investment environment

higher value-added level. Most of Hong Kong’s
mamufacturing  activities, however, are  still
concentrated in light industries, such as electrical and
electronic products, toys, and watches and clocks.38

China is currently Hong Kong’s most important
trading partner, reflecting the key role played by Hong
Kong as a conduit for trade between China and the rest
of the world (figure 2-7). Total two-way trade between
Hong Kong and China amounted to an estimated $64
billion in 1991, compared with overall U.S.-Hong

37 Hong Kong Census and Statistics Department, Hong
Kon§ in Figures, 1989 Edition, Feb. 1989.
8 U.S. Department of State, “1992 Hong Kong
Investment Climate Statement,” message reference No.
%554, prepared by U.S. Embassy, Hong Kong, Oct. 23,

bkttt s

Source: Office of the United States Trade Representative (USTR), 1993 National Trade Estimate Report on Foreign

Trade Barriers, 1993.
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Figure 2-7

Hong Kong, exports and imports, by major markets, 1980 and 1991
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Kong trade of $30 billion.3® Commercial links have
surged since China introduced economic liberalization
and special economic zones in 1979, particularly with
China’s Guangdong Province. [Estimated at $5.8
billion in 1991, commodity trade between Taiwan and
China through Hong Kong has been increasing rapidly
in recent years.40

39 Ibid. These data are consistent with trade figures
reported by Hong Kong to the IME

40 Ralph N. Clough, “Legislative Election in Taiwan
May Pose Problems for United States and China,”
Asia-Pacific Issues: Analysis From the East-West Center,
Honolulu: University of Hawaii, No. 3, Dec. 1992,
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Foreign direct investment has played a critical role
in Hong Kong’s development. Hong Kong welcomes
foreign investment, and no official distinction is made
between investments by foreign companies and those
controlled by local interests#!  Estimates on
cumulative foreign direct investment in Hong Kong
manufacturing place Japan as the leading investor in
1990, followed by the United States, China,

41 Hong Kong Industry Department, as cited in U.S.
Department of State, “1992 Hong Kong Investment
Climate Statement.”




and the United Kingdom.#? Foreign corporations
(especially from the United States and Japan) are
reportedly attracted by Hong Kong’s role as a future
capitalist enclave within China.43

Factors Affecting Integration

Hong Kong is a major regional trade and financial
center and plays a key role in East Asian banking,
investment, shipping, and communications. The
economic boundary between Hong Kong and China
has already begun to disappear because of increasing
trade and investment flows and economic reforms
within China.#* Hong Kong and China are now locked
in a web of bilateral investments so tight that progress
toward the union of the two countries, scheduled for
1997, is considered well under way4  Recent
initiatives include the formation of a new investment
consortium in Hong Kong, which includes business
leaders from Hong Kong, Singapore, and Taiwan, and
representatives of various Chinese ministries.46
Nevertheless, uncertainty about Hong Kong’s
economic future after 1997 persists, making the
question of closer integration with East Asia difficult
to assess.

Singapore

Economic Strategy and
Performance

Like Hong Kong and Taiwan, Singapore has few
natural resources besides an excellent port and an
industrious work force. Nevertheless, the city-state has
developed into a key manufacturing and financial
center in Southeast Asia and exerts considerable
influence on regional economic issues. Singapore’s
economic performance has been especially strong
during the past decade, with real GDP gowing by an
average of 7.0 percent during 1980-91.

42 Tbid.

43 Bela Balassa and John Williamson, Adjusting to
Success: Balance of Payments Policy in the East Asian
NICs, IIE, Washington, DC, Apr. 1990, p. 31.

44 U.S. Department of State, “China Resources
Holdings Report Concludes Economic Border Between
China and Hong Kong Disappearing,” message reference
glo.l 9191;58, prepared by U.S. Embassy, Hong Kong, Nov.

45 John Frankenstein, “China’s Asian Trade,” in
China’s Economic Dilemmas in the 1990s: The Problems
of Reforms, Modernization, and Interdependence, study
papers submitted to the Joint Economic Committee, U.S.
Congess, vol. 2, Apr. 1991

U.S. Department of State, “New Investment
Consortium in Hong Kong: State Council’s Hong Kong
and Macao Affairs Office to Coordinate PRC
Participation,” message reference No. 10897, prepared by
U.S. Embassy, Hong Kong, Oct. 9, 1992.

47 Asian Development Bank, Key Indicators of
Developing Asian and Pacific Countries, 1992.

Shortly after gaining independence in 1959,
Singapore launched a program of industrialization
based on import substitution. This process was
intensified during Singapore’s 2-year federation with
Malaysia (1963-65), but the policy soon proved
infeasible because of the small size of Singapore’s
domestic market.  After Singapore broke with
Malaysia in 1965, trade liberalization measures were
taken and export subsidies introduced to equalize
incentives among different economic activities. The
government of Prime Minister Lee Kuan Yew
(1959-90) also played a major role in the development
of Singapore’s economy through the creation of an
environment favorable to business and foreign
investment, particularly through tough domestic labor
laws and generous tax incentives for investors.
Roughly 91 percent of imports enter Singapore
duty-free, and the remaining 9 percent face duties of
about 5 percent. The last remaining import quota was
removed in 1988 (figure 2-8).

Trade is clearly the dominant force in Singapore’s
economy. In 1991, Singapore’s total exports (including
re-exports) amounted to $59.1 billion, or roughly 1.7
times its GDP. Singapore imported $66.3 billion worth
of merchandise during that same year. Japan was
Singapore’s primary source of imports, whereas the
United States constituted its largest single export
market (figure 2-9).48 Other NIEs have grown in
importance as trading partners. Shipments to Hong
Kong, Taiwan, and Korea increased from 3.1 percent
of total exports in 1963 to 10.9 percent in 1980 and
13.1 percent in 1991. Imports from these countries
climbed from 4.0 percent of the total in 1963 to 5.6
percent in 1980 and 9.9 percent in 1991.49

The Government of Singapore has played a major
role in the nation’s development. Since the 1960s, the
challenge has been to promote the transition from an
economy based solely on entrepot trade to one based
on manufacturing, finance, and export of domestically
produced goods. Foreign investment has been key in
providing sophisticated technology and managerial
expertise. Labor law revisions, tax incentives, and
other measures were designed to promote inward direct
investment. As a result, the foreign presence in
Singapore has grown steadily since the 1960s. This is
especially the case in manufacturing, where foreign
firms regularly account for more than 80 percent of net
investment. According to data provided by the
Singapore Economic Development Board, the United
States had the largest direct investment position in
Singapore’s manufacturing sector in 1990, accounting
for roughly 32.7 percent of the total. Japan followed
with 31.5 percent, and the EC with 27.9 percent.5?

48 U.S. Department of State, “Investment Climate
Statement—Singapore 1992, message reference No.
i%% prepared by U.S. Embassy, Singapore, Nov. 25,

49 IMF, Direction of Trade Statistics Yearbook, 1992.

50 U.S. Department of State, “Investment Climate
Statement—Singapore 1992.”
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Figure 2-8
Singapore, trade and investment environment

Source: Office of the United States Trade Representative (USTR), 1993 National Trade Estimate Report on Foreign
Trade Barriers, 1993.
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Figure 2-9
Singapore, exports and imports, by major markets, 1980 and 1991
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Foreign investment will continue to play a major
role in Singapore’s economy as the nation works to
upgrade its industrial structure in the face of rising
relative labor costs.

Factors Affecting Integration

Singapore has been an active supporter of both
regional and subregional integration schemes, but only
insofar as these arrangements are nomexclusive.
Singapore has shown evidence of being a firm
supporter of the multilateral approach to economic
liberalization as seen in the GATT. Notably, Senior
Minister Lee Kuan Yew recently expressed strong
criticism of NAFTA as detrimental to the economies of
Southeast Asia.5! Singapore officials have expressed
concern that NAFTA could cause a diversion of
investment flows away from Southeast Asian countries
to Mexico.

Because of its relatively high income and low
barriers to trade and investment, Singapore has been an
advocate of using regional integration schemes to
lower—rather than raise—barriers to the outside.
Singapore is an active proponent of the ASEAN Free
Trade Area (AFTA), and has been the principal force
behind the formation of the Singapore-Johor-Riau
growth triangle (SIORI), whose goals include
promoting new trade and inward investment rather than
erecting outward barriers.>?> Singapore’s aggressive
promotion of the growth triangle is a first step in its
plan to move Singapore firmly into the ranks of the
developed countries by wisely investing in
labor-intensive manufacturing abroad, and billing
Singapore as an ideal location for multinationals to
establish regional headquarters.

The East Asian Developing

Economies

The developing economies of East Asia have made
remarkable progress in terms of growth and economic
liberalization in recent years. Although these countries
had fairly extensive experience with import
substitution strategies, each has made a transition to a
greater outward orientation. Trade has come to occupy
an increasingly large share of GDP for these countries,
and foreign investment (particularly from Japan and
the NIEs) has played a significant role in
industrialization. However, all of these countries still
maintain relatively complex barriers to trade and
investment. The continued presence of state-owned
corporations is a major obstacle to further reform. The
poor infrastructure in many of these countries also
could impede foreign investment, threatening the pace

51 U.S. Department of State, “Economic News From
Singapore—November 1992,” message reference No.
igggl prepared by U.S. Embassy, Singapore, Dec. 8,

52 AFTA is discussed in greater detail in ch. 4 of this
report. The Singapore-Johor-Riau growth triangle is
examined more fully in ch. 3.

22

of economic growth and prospects for further
integration.

Indonesia

Economic Strategy and
Performance

The Indonesian archipelago contains
approximately 13,500 islands and has the world’s
fourth largest population. Indonesia was colonized by
tbcPortuglmeinthel&hoentury.ccnqueredbythe
Dutch in the 17th century, and occupied for a brief
period by the Japanese during World War II. The
archipelago is rich in natural resources, including
substantial deposits of oil and gas, rubber, and tin. As
a colony, Indonesia’s economy was based on the
production and export of these resources, along with
such cash crops as tobacco and coffee. Many of
Indonesia’s efforts at economic development since
gaining independence in 1949 have been directed at
reducing its reliance on such primary goods.

Indonesia’s initial post-independence strategy for
economic development, largely under the control of
then President Sukarno, revolved around the rapid
development of heavy industry under a highly statist
program. Foreign enterprises were nationalized and
new state-run companies were established to
implement Sukarno’s plan. Although this strategy was
initially successful in rebuilding the industrial capacity
lost during the World War II, the program began to
falter after 1959. Poor economic performance and
falling per capita income was eventually followed by
political instability and an attempted coup in 1965.
With the economy at the brink of collapse, Sukarno
was replaced with Major General Suharto, who has
served as president since 1966.

Several significant changes have been made to
Indonesia’s strategy for economic development under
Suharto, but much of the statist economic structure
remains intact. Suharto has worked to reshape the
Indonesian economy through a series of 5-year plans.
The latest of these plans, Repelita V (1989-93),
emphasizes private sector development of nonoil
industries.’3 ~  Reversing the trend set by his
predecessor, Suharto adopted a favarable attitude
toward foreign direct investment and encouraged
private activities. However, Subarto also maintained
protective policies that led to an inefficient domestic
industrial structure and a slowdown in growth by the
late 1970s, when the possibilities for import
substitution> began to run out.55

33 Balassa, Economic Policies in the Pacific Area
Developing Countries, p. 122.

54 In Indonesia and most other developing economies
in Southeast Asia, import substitution was successful in
increasing industrial output in the short-term, but after that
the rate of growth was limited to the growth in internal
demand.

55 Ibid.



The slowdown led planners to place greater
emphasis on exports. Beginning in 1978, export
subsidies were granted to offset tariffs and taxes on
imported inputs and, in 1983, export-import procedures
were simplified. Subsequent years have seen an
accelerating trend toward trade and investment
liberalization. From 1987 to 1992, yearly deregulation
packages have sought to reduce overall tariff levels,
simplify the tariff structure, remove import restrictions
for export-oriented manufacturing, replace nontariff
barriers with more transparent tariffs, and encourage
foreigzsx6 and domestic private investment (figure
2-10).

Subarto’s liberalization programs have been
rewarded with strong economic performance. Private
sector investment has surged, with foreign investment
approvals reaching a record $10 billion in 1992. Real
GDP growth averaged just over 5.8 percent between
1983 and 1990, and Indonesia’s exports have both
grown and diversified. Total Indonesian exports grew
from $21.9 billion in 1980 to $29.1 billion in 1991, an
increase of roughly 33 percent. In comparison,
Indonesia’s total imports jumped by 138.7 percent,
from $10.8 billion to $25.9 billion during the same
period.57 Overall, exports of goods and nonfactor
services®8 as a share of GDP rose from 5.5 percent in
1965 to 33.0 percent in 1980, and then declined to 25.9
percent in 1990. Imports showed a similar pattern,
rising from 5.9 percent of GDP in 1965 to 24.0 percent
in 19§9, and then dropping slightly to 23.1 percent in
1990.

The structure of Indonesia’s economy has also
changed. As recently as 1986, the oil and gas sector
(including refining) contributed roughly 14 percent of
GDP, 56 percent of export earnings, and 39 percent of
Government domestic revenues. In 1992, despite
higher oil prices, oil and gas accounted for 12 percent
of GDP, 30 percent of exports, and 32 percent of
revenues. Nonoil manufacturing is currently the
leading growth sector, averaging about 11 percent
anmual growth, with an estimated 17 percent share of
GDP. The most important export-related manufactures
have included textiles and garments, footwear, and
plywood.%0

Indonesia’s direction of trade has also shifted over
the past three decades. Between 1963 and 1980,
Western Europe and the United States were replaced by
Japan as the leading source of imports. By 1991, Japan

56 U.S. Department of State, Washington, DC,
“Revision of 1992 National Trade Estimate,” message
reference No. 408668, Dec. 19, 1992,

57 IMF, Direction of Trade Statistics Yearbook, 1992.

58 Exports/imports of goods and nonfactor services
consists of transactions of residents of a given country
with the rest of the world, and covers insurance,
merchandise, transportation, travel, and other nonfactor
services such as government transactions and various fees
but excludes dividends, interest, and other investment
income receipts or payments, as well as labor income.

59 World Bank, World Tables 1992.

accounted for roughly 24 percent of Indonesia’s total
imports, compared with a 31 percent share for the EC
and the United States combined (figure 2-11). Exports
also showed a dramatic shift, with Japan’s share of
Indonesia’s exports climbing from 8.5 percent in 1963
to a high point of 50.1 percent in 1982, and then
dropping to 36.9 percent in 1991.6! Trade with the
East Asian NIEs has also increased considerably, while
the importance of other ASEAN members as trading
partners has declined.

Foreign investment has become increasingly
important to the Indonesian economy. Most foreign
investment in Indonesia must be in the form of a joint
venture, generally with a minimum of 20 percent
Indonesian equity, which should increase to 51 percent
within 20 years. Recently, however, these regulations
have changed to permit 100 percent foreign equity with
relaxed  divestiture requirements in  certain
export-related sectors.52 Japan has shown particular
interest in Indonesia as a site for investment.
According to statistics provided by the Japanese
Ministry of Finance, Japan’s cumulative direct
investment flows to Indonesia between 1967 and
March 1992 were $12.7 billion, making Indonesia the
leading East Asian recipient. In terms of annual flows,
the NIEs have also been among the top investors in
recent years. The United States, while maintaining a
strong position in terms of cumulative direct
investment in Indonesia (particularly in the oil sector)
was relegated to sixth place in terms of direct
investment flows in 1991, behind Taiwan, Japan,
Singapore, Korea, and Hong Kong.%3 Japan and the
NIEs have reportedly been the major sources of
export-oriented investments in recent years (76 percent
in 1986-89, according to one estimate).%*  This
phenomenon is at least partly due to “push” factors in
Japan and the NIEs such as currency appreciation and
rising labor costs, but is also due to such “pull” factors
as Indonesia’s shift toward manufactured exports.5>

Factors Affecting Integration

Indonesia has made some progress in liberalizing
its trade and investment regimes in recent years, but its
economy is still far from open. Additionally, after 5
years of dismantling market barriers, Indonesian

60 U.S. Department of State, “Foreign Economic
Trends Report for Indonesia,” message reference No.
15477, prepared by U.S. Embassy, Jakarta, Dec. 17, 1992.

61 IMF, Direction of Trade Statistics Yearbook, 1992.

62 U.S. Department of State, “1992 Investment
Climate Statement: Indonesia,” message reference No.
15620, prepared by U.S. Embassy, Jakarta, Dec. 21, 1992.

63 Based on figures from Indonesia Financial
Statistics, Indonesia Investment Coordinations Board.

64 Mari Pangestu, “Foreign Firms and Structural
Change in Indonesia,” in Eric D. Ramstetter, ed., Direct
Foreign Investment in Asia’s Developing Economies and
Structural Change in the Asia-Pacific Region (Boulder,
CO: Westview, 1991), p. 56.

65 Ibid., p. 57.
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Figure 2-10
Indonesia, trade and investment environment
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Source: Office of the United States Trade Representative (USTR), 1993 National Trade Estimate Report on Foreign

Trade Batrriers, 1993.

reformers are encountering increased resistance 56
Large - state-owned corporations are linked to
Indonesia’s politico-military regime, and efforts to
expose these industries to market forces may thus be
hampered. The most recent package of reforms
(announced July 1992), for example, lowered tariffs,
removed some nontariff barriers, eased land-use
regulations and restrictions on foreign workers, but did
not include badly needed measures to liberalize the
automobile industry or break up Government
monopolies on commodities, such as soybeans.6’

Failure to make genuine progress on liberalizing
key sectors could act as an obstacle to closer economic
integration with the rest of Asia. In recent negotiations
for the finalization of the ASEAN Free Trade Area
(AFTA),58 Indonesia announced that it would place 20
percent of the relevant tariff items on its exclusion list
and gave no indication as to what measures will be
taken to comply with the agreement’s requirement that
quantitative restrictions and nontariff barriers be
eliminated within 15 years.5® :

The recent investment surge by Japan and the NIEs
has overwhelmed the nation’s relatively under-
developed power, transportation, communications, and
waste management facilities. Failure to address these

66 Adam Schwarz, “Biting the Bullet: Indonesian
Technocrats Urge Faster Pace of Economic Reform,” Far
Eastern Economic Review, July 23, 1992, p. 34.

- 67 Ibid. Notably, however, the reform package did lift
the monopoly on steel imports, originally erected to -
protect state-owned PT Krakatau Steel. .

68 AFTA is discussed in greater detail in ch. 4 of this
report.

% U.S. Department of State, “Indonesia Gears Up for
AFTA,” message reference No. 15765, prepared by U.S.
Embassy, Jakarta, Dec. 24, 1992, :

problems could result in a slowdown in foreign direct
investment flows, particularly as Indonesia already
faces stiff competition for capital.

The official Indonesian reaction to NAFTA has
been relatively subdued, although the prospect has
reportedly induced some to call for a greater
commitment to regional integration schemes and to
improved efficiency of Indonesian companies.”®
NAFTA has, however, resulted in increased Indonesian
attention to Mexico. Trade between the two countries
has grown steadily over the past 3 years, and a few
Indonesian companies already have investments in
Mexico. Reportedly, both Indonesian and Mexican
officials expect trade and investment ties to increase
even further.”!

Thailand

Economic Strategy and
Performance

. Thailand was the only nation of Southeast Asia to
avoid colonization. Although Thailand has some coal,
oil, natural gas, and tin, its most important natural
resource has been its rich agricultural land.
Government policy in the postwar era, however, has
clearly placed emphasis on manufacturing. During the
past four decades, Thailand has experimented with
both import substitution and export promotion

70 U.S. Department of State, “Indonesian onse to
NAFTA Fairly Calm,” message reference No. 10821,
prepared by U.S. Embassy, Jakarta, Aug. 26, 1992.

71 U.S. Department of State, “Indonesia Concerned,
but Not Hysterical, About NAFTA,” message reference
11‘1909.2 12408, prepared by U.S. Embassy, Jakarta, Sept. 30,
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Figure 2-11

Indonesia, exports and imports, by major markets, 1980 and 1991
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strategies. The overall result has been rapid economic
development, with real GDP growth averaging 7.8
percent during 1980-90.72 Although the investment
regime is relatively open, significant trade barriers
remain, .

. 72U.S. Department of State, “Investment Climate
Statement—Thailand,” message reference No. 43798,
prepared by U.S. Embassy, Bangkok, Sept. 28, 1992.
Figure for GDP growth based on data from Asian
Development Bank, Key Indicators of Developing Asian
and Pacific Countries, 1992.

26

Thailand’s manufacturing sector received its first
real boost shortly after the end of World War I, when
the government of Field Marshall Luang
Pibulsonggram created a variety of state-owned
enterprises to produce cement, paper, sugar, tobacco,
and a number of other consumer products. Because of
poor management and corruption, however, most of
these enterprises failed, and by the mid-1950s
emphasis had begun to shift to encouraging private
manufacturing activities. This trend received further




impetus under the government of Field Marshall Sarit
Thanarat.  Fiscal incentives to promote capital-
intensive manufacturing activities were combined with
substantial trade protection as part of an import
substitution strategy. This program boosted the share
of manufacturing in total output, but because the
protected industries were not very efficient, the entire
strategy was largelg supported by continued exports of
primary products.”

Impressed with the performance of the
export-oriented NIEs, the Thai Government in the
1970s adjusted its strategy to place more emphasis on
promoting manufactured exports. Under the Third
National Economic and Social Development Plan
(1972-76), tax exemptions on imported inputs were
granted to producers of manufactured exports, and a
committee was established to coordinate export
incentives. The export promotion policy was expanded
under the Fourth (1977-81) and Fifth (1982-85)
National Economic and Social Development Plans.”4

Import liberalization has been a very recent
phenomenon. During the past 2 years, the Thai
Government has overhauled the country’s import tax
regime and eliminated a number of trade-related
investment measures. In October 1990, duties on most
types of machinery were reduced from between 30 and
40 percent to 5 percent. In July 1991, similar
reductions were made on duties for imported
computers and computer components, as well as for
automobiles and auto parts. The Thai Government
announced plans to lower some duties on steel and
chemi%al products beginning January 1, 1993 (figure
2-12).

Statistics on Thailand’s export structure clearly
reflect the Government’s efforts to increase
manufacturing activity and encourage exports. Exports
as a share of GDP have climbed from 18.3 percent in
1965 to 24.3 percent in 1980 to an estimated 37.6
percent share in 1990. Imports also showed an
impressive climb over the same period, increasi
from 19.5 percent in 1965 to 30.6 percent in 1980 and
40.8 percent in 1990.76¢ The share of total e
occupied by nonfuel primary products dropped from
96.5 percent in 1963 to 71.8 percent in 1980 to a record
low of 34.9 percent in 1990. This decrease in primary
product exports was accompanied by a surge in
manufactured goods exports—from 1.8 percent of the
total 1;17 1963 to 28.1 percent in 1980 to 64.3 percent in
1990.

Thailand’s most important export markets in 1991
were the United States and Japan, accounting for 21.6
percent and 18.3 percent, respectively, of total Thai

73 Nolan, Pacific Basin Developing Countries, p. 69.

74 Tbid., p. 70.

75 U.S. Department of State, “Revision of 1992
National Trade Estimate Report—Bangkok,” message
reference No. 408763, prepared by U.S. Embassy,
Bangkok, Dec. 19, 1992.

6 IMF, Direction of Trade Statistics Yearbook, 1992,

77 World Bank, World Tables, 1992.

exports for that year (figure 2-13). This compares with
a 12.7 percent share for the United States and a 15.1
percent share for Japan in 1980. The United States’
share of total Thai imports dropped from 14.5 percent
to 10.7 percent during the same period, while Japan’s
share increased from 21.2 percent to 28.8 percent. The
NIEs’ share of Thai exports declined between 1963
and 1980, dropping from 19.4 percent to 14.9 percent
of the total, but recovered slightly to a 15.8 percent
share in 1991. Imports from the NIEs surged over the
past three decades, however, rising from 6.1 percent of
total Thai imports in 1963 to 11.7 percent in 1980 and
20.3 percent in 1991. The other members of the
ASEAN 4 (Malaysia, Indonesia, and the Philippines)
declined as export markets during the same period,
dropping from 15.9 percent of total Thai exports in
1963 to 8.6 percent in 1980 and 3.1 percent in 1991.
Imports from these countries, as a share of total
imports, also declined.”®

Thailand encourages foreign direct investment, but
specifies under the Alien Business Law and the Alien
Occupation Law the sectors and occupations in which
foreigners are permitted to invest.” Between 1970
and 1986, the United States was the most important
source of annual investment inflow, with
approximately 30 percent of total investment. Japan
was the second most important investor, with roughly
25 percent0 Since 1986, foreign investment in
Thailand has increased considerably, with the biggest
surge coming from Japan and other East Asian
countries. Investment proposals involving Japanese
ownership (many figure in joint ventures with Thai
partners) more than tripled between 1987 and 1988.81
On the basis of anmual net flows of foreign investment,
Japan was the leading investor in Thailand between
1986 and 1991. Other important investors during this
period were Hong Kong, Taiwan, and the United
States.32 Most new Japanese projects are
export-oriented ventures in industries such as electrical
appliances, machinery, transportation equipment, food
processing, and chemicals. Japanese firms supplying
parts and components to the Japanese automobile and
electrical appliance industries are also investing in
Thailand to remain competitive.83 Much the same
pattern can be seen with regard to traditional
labor-intensive industries from Taiwan and Hong
Kong.

78 IMF, Direction of Trade Statistics Yearbook, 1992.

™ Lim and Pang, Foreign Direct Investment and
Industrialisation, p. 47.

80 U.S. Department of State, “Investment Climate
Statement—Thailand.”

81 Lim and Pang, Foreign Direct Investment and
Industrialisation, p. 49.

82 U.S. Department of State, “USITC Investigation on
Economic Integration in East Asia,” message reference
11‘19%2 46562, prepared by U.S. Embassy, Bangkok, Oct. 19,

83 Pasuk Phongpaichit, “Decision-Making on Overseas
Direct Investment by Japanese Small and Medium
Industries in ASEAN and the Asian NICs,” ASEAN
Economic Bulletin, Mar. 1988.
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Figure 2-12
Thailand, trade and investment environment
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Figure 2-12—Continued
Thailand, trade and investment environment

Source: Office of the United States Trade Representa
Trade Barriers, 1993.

Factors Affecting Integration

Thailand has demonstrated a desire to keep
economic links with the outside world balanced. The
recent surge of Japanese direct investment, coupled
with the belief that Japanese business practices do not
always benefit the host population, is seen by some in
Thailand as a potential threat and has reportedly
revived economic nationalism in some circles. A
reluctance by Japanese companies to transfer
technology and management expertise to Thai
employees has caused complaints and has apparently
provoked suggestions that Japanese investment should
be curbed.?* Such fears have also caused Thailand to
welcome foreign investors of other nationalities.

Infrastructure bottlenecks could impede economic
growth, foreign investment, and regional integration
prospects for Thailand in the future.  Rapid
development of the Bangkok area has reportedly led to
severe strains on local infrastructure. In response to
this growing problem, the Thai Government has
undertaken efforts to disperse economic activity away
from the Bangkok area and, at the same time, has been
using foreign aid money to finance the construction of
industrial parks outside Bangkok .85

84 Lim and Pang, Foreign Direct Investment and
Industrialisation, p. 46.
85 Nolan, Pacific Basin Developing Countries, p. 71.

ve (USTR), 1993 National Trade Estimate Report on Foreign

The desire by Thailand to pursue regional
integration has thus far been balanced by its support for
the multilateral trade negotiations under the GATT, and
by aspirations to forge closer economic links with
Vietnam, Laos, and Cambodia. Thai officials have
recognized the need to restructure Thailand’s import
regime in anticipation of a successful conclusion to the
Uruguay Round, and that continuing a protectionist
policy against the global trend toward economic
liberalization would only hurt Thailand.86 None-
theless, creating a free trade area among the ASEAN
member states would, in the view of some Thai
officials, put the region in a better position to compete
for investment capital®’ This is a particularly
important point in light of U.S. investors’ apparent
interest in Eastern Europe and the possibility of
investment diversion to Mexico as a result of NAFTA.

In addition to fear of Japanese economic
domination and concern over exclusion from regional
trading arrangements, Thailand apparently has its own
agenda for regional economic integration. Specifically,

86 U.S. Department of State, “AFTA—Recent
Perspectives From Bangkok,” message reference No.
55987, prepared by U.S. Embassy, Bangkok, Dec. 17,
1992

87 Thid.
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Figure 2-13

Thailand, exports and imports, by major markets, 1980 and 1991
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the government of former Prime Minister Chatichai8®
vigorously encouraged Thai business to invest in
neighboring socialist countries, such as Burma, Laos,
Cambodia, and Vietnam.3® to create a “Greater

88 The Chatichai government was toppled by a coup
in February 1991.

% A report by the Nomura Research Institute recently
pronounced the South China economic zone (Hong Kong,
Taiwan, and China’s Southern Provinces) as the new
“gateway” for foreign investment in Indochina. FBIS,
Daily Report, Jan. 6, 1993, p. 1.
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Thailand” sphere of influence that would ensure
Thailand’s access to these countries’ abundant natural
resources and cheap labor.® Thailand’s own plans for
economic expansion in neighboring Indochina may
thus have an effect on how the nation proceeds with
AFTA and other regional integration schemes.

90 Lim and Pang, Foreign Direct Investment and
Industrialisation, p. 47.




Malaysia

Economic Strategy and
Performance

Malaysia is a federation of 13 states. Eleven of
these states are in the Malay peninsula and collectively

make up West Malaysia, where approximately 85

percent of the population resides. The other two states,
Sabah and Sarawak, are located on the northern part of
the island of Borneo—roughly 400 miles east across
the South China Sea. Although Singapore was briefly
a part of Malaysia, political and economic differences
led to the separation of the two states in August 1965.
Malaysia is rich in natural resources, including rubber,
palm oil, tropical forests, tin, natural gas, and oil.
Malaysia’s population comprises Malays (54 percent),
Chinese (35 percent), and Indians (11 percent).
Balancing the power and wealth of these ethnic groups
continues to have a major impact on Malaysia’s
economic and political policies. Recent economic
performance has been strong, with real GDP growth
averaging 6.2 percent during 1980-91.%!

A priority for the Malaysian Government after
gaining independence was to shift the economy away
from its heavy reliance on agriculture and natural
resource extraction to manufacturing. Priority firms
were established in a wide variety of industries,
including food products, wood manufactures, textiles,
petroleum and coal products, chemicals, and metal
products. 92

The Government of Malaysia introduced a number
of import duties and quantitative restrictions in the late
1960s to protect infant industries. Nonetheless, the
tariffs imposed were moderate and levied on a
temporary basis.?3 By the early 1970s, the
Government introduced a number of export promotion

measures such as the establishment of free trade zones

(FTZs). Benefits to firms locating in the FIZs

included: duty-free imports of raw materials, parts and

components; streamlined customs formalities;
infrastructure facilities; and tax exemptions. By the
late 1980s, the FIZs accounted for more than half of
Malaysia’s manufactured exports.

In an effort to ease tensions between ethnic Malays
(or bumiputras) and its Chinese ation, the
Government of Malaysia in 1971 introduced the New
Economic Plan (NEP), which established the target of
30 percent ethnic Malay ownership of all commercial
enterprises by 1991. As part of the NEP, the
Government also established a significant number of
nonfinancial public enterprises (NFPEs), designed to
bold in trust newly acquired wealth until such a time
as ethnic Malays were able to control it themselves. In
June 1991, the Malaysian Government announced

91 Asian Development Bank, Key Indicators of
Developing Asian and Pacific Countries, 1992.

92 Balassa, Economic Policies in the Pacific Area
Developing Countries, p. 144,

93 Tbid., p. 145.

94 Tbid., p. 146.

its new National Development Policy (NDP), successor
to the expired NEP. Unlike its predecessor, the NDP
lacks numerical targets for the distribution of equity
among ethnic Malays, Chinese, and foreigners.%

In the early 1980s, the Malaysian Government
embarked on the promotion of heavy manufacturing
establishments, including petrochemicals, methanol,
cement, automobiles (the Proton Saga), and steel as
part of its “look East” policy modeled on the Japanese
experience. With the possible exception of the Proton
automobiles, these parastatal industries have been
largely unsuccessful and have suffered considerable
losses. The relatively poor performance of these
NFPEs has been attributed to weak management and
overex| to foreign currency liabilities
(particularly yen-denominated loans). In response to
some spectacular failures, the Government of Malaysia
is now reorienting industrial policy away from heavy
industry and products related to import substitution,
and toward building on the natural resource base.%

Malaysia’s trade composition has changed
dramatically over the past three decades. The share of
total exports occupied by manufactures rose from 2.9
percent in 1963 to 19.0 percent in 1980 to 43.9 percent
n 1990, with the greatest increases seen in engineering
products, wood products, and textiles and apparel.
Malaysia’s exports of fuels also rose from 4.1 percent
of the total in 1963 to 15.8 percent in 1990. Trade has
come to play an important role in Malaysia’s economy,
with exports of goods and nonfactor services as a share
of GDP increasing from 43.8 percent in 1965 to 57.5
percent in 1980 to an estimated 77.9 percent in 1990.
Imports showed a similar trend, rising from 39.9
percent of GDP in 1965 to 55.0 percent in 1980 and to
78.1 percent in 1990. East Asia has emerged as an
increasingly important part of Malaysia’s overall trade.
Between 1980 and 1991, the share of Malaysia’s
exports destined for Singapore, Hong Kong, Korea,
and Taiwan jumped from 24.8 percent to 33.7 percent,
while imports from these countries rose from 17.2
percent to 25.9 percent (figure 2-14).”7 In contrast, the
share of exports to the United States increased only
slightly during the same period, while imports
remained around 15 percent of the total. The share of
exports to Japan decreased from 23 percent to 16
percent, while Japan’s share of total imports has -
increased from 23 percent to 26 percent.

The failure of many of the NFPEs, the recession of
1985-86, and large Government budget and balance of
payment deficits have led to the creation of more
investment incentives for both domestic and foreign
entrepreneurs. The 1986 Investment Incentives Act
provided tax exemptions for companies engaged in
manufacturing new products or undertaking
modernization, expansion, or diversification.?8

95 U.S. Department of State, Washington, DC,
“Revision of 1992 National Trade Estimate Report—Kuala
Lumggur,” message reference No. 408770, Dec. 19, 1992.

Nolan, Pacific Basin Developing Countries, p. 58.

97 IMF, Direction of Trade Statistics Yearbook, 1992.

98 Lim and Pang, Foreign Direct Investment and
Industrialisation, p. 40.
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Figure 2-14

Malaysla, exports and imports, by major markets, 1980 and 1991
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According to investment approval statistics
reported by the Malaysian Government, the U.S. share
of approved foreign investment flows fell from around
12 percent in 1985 to just over 3 percent in
1990—behind Taiwan, Japan, Indonesia, Singapore,
the United Kingdom, and Korea.?® U.S. investment
was largely in chemicals and petroleum products, and
later in electronics. Japanese investment has recently
shifted from import-substituting industries to
export-oriented industries, including motorcycle

99 Malaysia Industrial Development Authority.
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engines, fiberboard, and petroleum products.!0
Electronics companies from Singapore have expanded
production in Malaysia in recent years, and firms from
Korea and Taiwan have also increased their investment
presence.

Factors Affecting Integration
Malaysia’s economy relies on international trade
and the inflow of foreign direct investment to maintain
high growth. Malaysia is a member of the GATT, and
has shown strong support for global and regional trade
liberalization (figure 2-15). Although barriers to

100 Lim and Pang, Foreign Direct Investment and
Industrialisation, p. 41.




Figure 2-15
Malaysia, trade and investment environment
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Figure 2-15
Malaysia, trade and investment environment

b = A

Source: Office of the United States Trade Representative (USTR), 1993 National Trade Estimate Report on Foreign

Trade Barriers, 1993.

imports of certain agricultural products remain
relatively high, Malaysia’s overall level of protection
remains low compared with most developing countries.

In December 1990, Prime Minister Mahathir
Mohamad proposed formation of the East Asian
Economic Grouping (EAEG), a trade group to be
composed of East Asian countries. Exclusion of the
United States and the EC from membership led to
criticism that the group could develop into a regional
trading bloc.101 Mahathir and other officials declared
that the EAEG would be consistent with GATT
principles and become a forum for reducing trade
barriers. The proposed grouping was subsequently
renamed the East Asian Economic Caucus and
described as a forum for consultation among member
countries. Nevertheless, the proposal has thus far
failed to win support from most of Malaysia’s
neighbors.102

Philippines

Economic Strategy and
Performance

The Philippines consists of approximately 7,100
islands with a population of 65.8 million. Originally
colonized by Spain for a period of over 300 years, it
was ceded to the United States in 1898, briefly
occupied by Japan during World War II, and achieved
independence in 1946.  Although possessing an
excellent educational system, fertile land, and abundant
natural resources, the Philippines’ economic
performance has not kept pace with other developing
economies in East Asia, with real GDP growing by an
average of only 1.4 percent during 1980-9i.103

101 Rar Eastern Economic Review, Asia 1992
Yearbook, 32nd edition, Dec. 1991, p. 153.

102 The EAEG is examined in greater detail in ch. 3
of this report.

103 Asian Development Bank, Key Indicators of
Developing Asian and Pacific Countries, 1992.

34

Economic mismanagement, uneven income distri-
bution, political corruption, and a failure to liberalize
trade and investment regimes have all received some
measure of blame.

The immediate strategy for economic development
following independence was an import substitution
policy that involved foreign exchange and import
controls. Consumer goods industries were subsidized
by means of these barriers and received further
assistance by exemptions from taxes and customs
duties on inputs. Tariffs ranged up to 100 percent, with
lower rates imposed on capital goods and industrial
materials.!®  Agriculture was essentially neglected,
with little or no land redistribution taking place.

The Philippines’ manufacturing sector expanded
rapidly during the 1950s, but the nation continued to
have major balance of payments problems because the
growth of manufacturing depended upon imported
capital goods and industrial materials. Exchange rate
and most import controls were removed between 1960
and 1962, but the protective tariff structure remained
intact—averaging 70 percent for consumer goods, 55
percent for inputs into construction, 27 percent for
ilr;tggn}%gliategoods.and 16 percent for capital goods in

Beginning in the late 1960s, various incentives
were introduced to encourage nontraditional exports,
including partial duty drawbacks, a bonded warehouse
system, and export-processing zones. This outward
economic orientation was reversed in 1972, when the
Marcos regime declared martial law. Tariffs on final
goods were raised, encouraging the expansion of
capital-intensive industries, including paper, industrial
chemicals, rubber, and metals. Productivity
performance, however, was poor. The situation was
exacerbated by an overvalued peso and by considerable

104 Balassa, Economic Policies in the Pacific Area

’ Devgolgpmg Countries, p. 165.

John H. Power, “The Structure of Protection in the
Philippines,” in Bela Balassa, ed., The Structure of
Protection in Developing Countries (Baltimore: Johns
Hopkins, 1971).




borrowing from abroad for nonproductive prestige
projects. By the beginning of the 1980s, the
Philippines had entered a severe economic crisis,
which culminated in a debt-repayment moratorium and
the c?O%clusion of a 1985 standby agreement with the
IME.

An overhaul of the trade regime was initiated in
1980 to correct the adverse effects associated with the
30-year legacy of import substitution. Average
nominal tariffs were reduced from 42 percent in 1979
to 24 percent in 1992.197 - The tax system was reformed
between 1983 and 1984 to equalize the sales tax on
imported and domestic goods, and the process of
liberalizing quantitative restrictions was started.
Continuing the reform process, a July 1991 Executive
Order instituted a tariff reduction, restructuring, and
simplification program that will be phased in over a
4-year period. If successful, the program will result in
average nominal tariff rates of 20 percent (figure 2-16).

Between 1950 and 1970, the commodity
composition of Philippine exports remained relatively
unchanged, with the 10 principal exports (mainly
agricultural commodities and basic minerals)
accounting for 75 to 85 percent of total exports.
Export composition did begin to change after 1970,
however, as a result of the Government’s emphasis on
heavy industry. The share of total exports occupied by
traditional products dropped from 78.5 percent in 1970
to 39.2 percent in 1988. The share of nontraditional,
manufactured  exports  (principally  electronic
equipment and garments) climbed from 6.1 percent to
56.1 percent during the same period.1%8 More recent
data indicate that the share of total exports occupied by
manufactures may have reached 73.8 percent in the
first three quarters of 1992.109

The Philippines ran a trade deficit of roughly $3.9
billion in 1991 and is expected to register an even
larger deficit in 1992 because of a strong peso and
falling demand in the United States, Japan, and other
major markets. The Philippines’ pattern of trade over
the past decade reflects the growing importance of East
Asia for both imports and exports. The United States
and Japan continue to be the Philippines’ largest
trading partners, accounting for 26.5 and 19.7 percent,
respectively, of total trade in 1991 (figure 2-17). The
NIEs, however, collectively accounted for 16.7 percent
of total trade (20.2 percent of total imports and 12.0
percent of total exports) in 1991.110 This compares

106 Romeo M. Bautista, * pediments to Trade
Liberalization in the Philippines,” Thames Essay No. 54,
London, Trade Policy Research Centre, 1989.

107 U.S. Department of State, Washington, DC,
“Revision of 1992 National Trade Estimate

ort—Manila,” message reference No. 408769, Dec. 19,

108 Nolan, Pacific Basin Developing Countries, p. 91.
109 {J.S. Department of State, “Philippines’ Foreign
g‘rade Gap Widens 42 Pfercent t% USo$035.g Billion in b
eptember,” message reference No. , prepared by
U.S. Embassy, Manila, Jan. 8, 1993.
110 IMF, Direction of Trade Statistics Yearbook, 1992.

with a collective share of 9.1 percent of total trade in
1980 (8.1 percent of total imports and 10.5 percent of
total exports).

The Government of the Philippines has also
recently enacted measures to open the economy to
more foreign investment. Philippine regulation of
investment lessened considerably when the Foreign
Investment Act of 1991 went into effect. The act
sharply increased the number of industries in which
foreigners can take up to 100 percent equity without
prior Government approval.!l! Foreign investment in
the Philippines is now regulated by a transitional
“negative list” that stipulates limitations on foreign
equity and, reportedly, reflects those industries deemed
adequately served by Filipinos. The Government
expects to produce another, more limited negative list
by November 1994.112

Although the Philippines has not received the same
degree of investment attention as other ASEAN
nations, it has not been completely cut off from the
wave of investment flowing from Japan and the NIEs
during the latter half of the 1980s. According to data
from the Philippine Securites and Exchange
Commission (SEC), for example, total foreign
investment during 1989-91 was roughly five times the
amount during 1981-83.113 The other noticeable trend
during the 1980s was related to the source of direct
investment inflows. According to the Philippine SEC,
the United States accounted for 41 percent of incoming
funds during 1981-83, but only 13 percent during
1989-91. During the same two periods, Japanese
investment rose from an estimated 6 percent to 33
percent of the total inflow. Taiwan and Hong Kong
also made a strong showing, with their combined share
climbing from 7 to 19 percent of total inflows over the
course of the decade.!l* In terms of cumulative
foreign direct investment, however, the United States
remains the largest investor in the Philippines.

Factors Affecting Integration

The greatest impediment to the Philippines’ closer
integration with the rest of East Asia lies in its own
economic and political instability. Although some
progress has been made in liberalizing the economy
and stabilizing macroeconomic conditions, the
Philippines has shown much less progress than its
ASEAN counterparts. The continued presence of
import barriers and restrictive regulations on some
areas of foreign investment could impede integration.

* 111 The act has reportedly not had the intended effect
of boosting FDI thus far. The first quarter of 1992
actually saw even less FDI than in previous years, as
investors took a “wait and see” stance pending the
outcome of the May 11 general elections.

112 U S. Department of State, “Revision of 1992

‘National Trade Estimate Report—Manila.”

U3 1JS, Department of State, “Foreign Investment in
the Philippifnes—A Loog 02% ORecent Nelambers asnd Trgnds,”
message reference No. , prepared by U.S. Embassy,
Manlillg, Iﬁgg 5, 1992.
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Figure 2-16
Philippines, trade and investment environment
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Figure 2-16
Philippines, trade and investment environment

Source: Office of the United States Trade Representative (USTR), 1993 National Trade Estimate Report on Foreign
Trade Barriers, 1993.

Additionally, some observers are predicting that
foreign investment and economic growth could slow
because of inadequate infrastructure.!!S Nevertheless,
the Philippines is actively coumng foreign investment
from all sources, including Japan.116

The Philippines has been one of the least active
members of ASEAN. Nevertheless, the country has
taken a more constructive interest in the regional
grouping and the proposed AFTA during the past year,
and has participated in other regional organizations,
such as the Asia-Pacific Economic Cooperation forum
(APEC) and the Pacific Economic Cooperation
Conference (PECC). From trends seen thus far, it
seems that the Philippines is much more supportive of
a nondiscriminatory approach to liberalization than any
exclusive arrangement. The Philippines depends on

115 Nolan, Pacific Basin Developing Countries, p. 84.

116 U S. Department of State, “Japanese Trade
Minister Visits the Philippines,” message reference No.
23955, prepared by U.S. Embassy, Manila, Sept. 9, 1992.

access to developed country markets for foreign
exchange earnings and for inflows of much-needed
investment capital, technology, and management
know-how.

Brunei

Brunei’s development has been based primarily on
exploitation of vast oil resources. Although the
Government of Brunei has undertaken measures to
diversify the economy after the drop in oil prices
during the 1980s, the economy is still mainly based on
exports of petroleum and petroleum products.
Something of an anomaly in East Asia, Brunei has an
extremely high per capita income and sizeable offshore
reserves of foreign exchange built up during the 1970s.
The Government maintains a liberalized trade regime,
with imports categorized into three tiers, dutiable at O,
10, and 20 percent (figure 2-18). Brunei’s largest
trading partners are Japan, Singapore, and the EC
(figure 2-19). As part of its overall goal of
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Figure 2-17

Philippines, exports and imports, by major markets, 1980 and 1991
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diversifying the economy away from the oil industry,
the Government of Brunei encourages foreign
investment into such priority sectors as agriculture and
fisheries. There are currently no ific restrictions
on foreign ownership in Brunei, although participation
by Brunei Malays is encouraged.

China

Economic Strategy and
Performance

China is the only nonmarket economy covered in
this report. Possessed with the world’s largest

38

population and significant natural resources, China
experienced a turbulent period of postwar economic
development. While China’s efforts to modernize
since 1949 have brought the vast country from abject
poverty to the ranks of the middle-income developing
nations, recent policies have resulted in enormous
disparities among different provinces. Political and
foreign policy considerations have played a crucial role
in shaping China’s approach to economic development
and will likely continue to do so. Nonetheless, China’s
officials have long recognized the importance of trade
as an engine of economic growth.117

117 James TH. Tsao, China’s Development Strategies
and Foreign Trade (Lexington, MA: D.C. Heath, 1987),
p. 81.




Figure 2-18
Brunei, trade and investment environment

Source: U.S. Embassy, Bandar Seri Begawan.

State industries and central planning dominated
China’s economy for most of the postwar era, with
little or no room for private enterprise. Although this
strategy was successful in organizing China’s
productive resources and meeting basic needs, the
economy began to stagnate by the late 1950s and was
dealt another serious setback by the Cultural
Revolution of the 1960s. Deng Xiaoping and other
leaders who took control after the death of Mao
Zedong in 1976 believed that the survival of the
ChmeseCommmstPartydependedonramnghvmg
standards. Deng began China’s economic reform effort
in the late 1970s with an opening to the United States
and other Western economies, as well as a series of
measures designed to give more autonomy to managers
of state enterprises and to encourage private sector
activities. ~ Other measures included agricultural
reform, the establishment in 1980 of special zones in
South China in which foreign investment would be
encouraged, decentralization of economic planning,
and an expansion of foreign trade.

The Chinese economy achieved impressive results
after the reform process was initiated, with real GNP
growth averaging 8.6 percent during 1980-90. This
rapid economic growth was accompanied by periods of
macroeconomic imbalance and high inflation, with the

most serious episode taking place in 1988.118 China’s
leadexshlp had failed to control soaring inflation,

corruption, and a deteriorating trade
balance 9 A comprehensive austerity program was
introduced in late 1988 to cool the economy and curb
inflation, and GNP growth consequently declined to
about half the average annual rate of the previous
10-year period. By early 1990, however, concems
over declining output, state enterprise losses, and
growing unemployment gave rise to efforts by Chinese
officials to rejuvenate the economy by loosening
investment and credit controls somewhat.

The Chinese economy has been growing at a fairly
rapid pace since the last quarter of 1990, with GNP
growth estimated at 12.8 percent during 1992.120
Emphasis is now being placed on resolving the
problems of low efficiency and financial losses of
state-run enterprises through greater autonomy in

118 Asian Development Bank, Asian Development
Outlook 1992, p. 97.

19 Us. Central Intelligence Agency, The Chinese
Economy in 1988 and 1989: Reforms on Hold, Economic
Problems Mount, EA 89-10023, Aug. 1989.

120 State Statistical Bureau of the PRC, Statistical
Communique on the 1992 National Economic and Social
Development, Feb. 18, 1992.
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Figure 2-19

Brunel, exports and imports, by major markets, 1980 and 1991
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