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PREFACE

The rapid economic growth experienced by the ASEAN in
the eighties and nineties have raised curiousity regarding
this success. To a certain extent its success can be
attributed to the role of the Newly Industrialised_Economies
(NIEs]. Hence, the nexus betwen the ASEAN's development and
the NIE's was related.

In the first chapter, a brief intorduction about the
ASEAN and the NIEs, their historical background and the
reason why the ASEAN was formed, have been discussed.

In the second chapter, the role of the foreign direct
investment in development of the NIEs and the ASEAN has been
evaluated along with their interelation in terms of the FDI
and development of the ASEAN. -

In the third chapter, the mutual trade between the
ASEAN and the NIEs, has ben discussed along with the issues
like transfer of technology and other related factors have
been dealt with.

In the fourth chapter, implications of economic
policies on politics of the region has been discussed.

Concluding chapter is based on the findings in the
earlier ones.
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CHAPTER - T

INTRODUCTION

In the changing world scenario and developments in the
field of economics and science, what has become imperative
is economic prosperity for each nation. With the adherence
to the trade policy liberalization and regionalism, each
nation is working for export promotion and import
substitution so as to have a positive balance of payments.
Economic prosperity has become the main objective of the
developing nations and in order to have better bargaining
position at the global level, regional organisations are
being formed.

L4

The desire for regional cooperation had deep roots in
the South East Asia despite historic bilateral problems
among the South East‘Asian nations. The first such effort
was formation of South east Asia Treaty Organisation [SEATO]
in 1954 as a result of U.S. initiatives. Later on, the
Association of South east Asia (ASA) was formed in 1961 in
Bangkok by Malaysia, the Philippines, and Thailand and it
was focused on economic, social, cultural, scientific, and
administrative rather than political concerns. ASA

activities got hindered because of its limited membership



and the Philippine claim to {abah and Malaysia - Indonesia
confrontation.?!

The Association of South East Asian Nations [ASEAN] was
founded in 1967 by Indonesia, Malaysia, the Philippinés,
Singapore, and Thailand, Brunei joined the organisation in

2  vietnam joined ASEAN in July 19953 and Myanmar,

1984.
Cambodia and Laos are to be inducted in ASEAN as members by
the vyear 2000.%

The ASEAN was founded in response to the threat of
communist expansion in Indo China, accords on greater
economic co-operation have often been spurred by political
considerations. Advocates of greater economic co-operation
stress the dynamic gains that could be achieved through
greater economic co-operation, and they have criticized the

relatively slow pace of intra-regional co-operation without

fully understanding the political motivations and

constraints. The ASEAN countries are extremely diverse in
1. Ronald D. Palmer and Thomas J. Reckford, Building

ASEAN: 20 Years of South East Asian Cooperation.
Washington D.C., 1987, p.6.

2. Hans C. Blomgvist, "ASEAN as a model for Third World
Regional Economic Cooperation". ASEAN Economic
Bulletin, Vol. 10, No.1, July 1993, p.56. -

3. Bangkok Bank Monthly Review Vol. 37, Neo.11, November
1996, p.10.

4. Ibid, p.21.



terms of economic structure and development, political
orientation, factor endowments, culture, history, and
religion.5

Geographically, South East Asia is located in one of
the strategic locations in the Pacific and Indian Ocean.
The South East Asia starts from the Southern part of China
i.e., Indo-China to the Northern frontier of Australia, the
eastern borders of Myanmar to the Philippines in the
pacific. Right from the 18th century, South East Asia has
5een the fulcrum of trade and commerce between east and
west. Marred by colonial exploitation and capitalistic
endeavours of the imperialist powers created a power vacuum
in the region in the sixties, after the withdrawal of
colonial powers.

Initially, issues like Vietnam was, Cambodian crisis
caused problems for intra-ASEAN cooperation, but due to
combined efforts of all member countries especially
Singapore, the economic dimension of the ASEAN came into
prominence in the eighties. The decision-making process in
the ASEAN is based on consensus, the outcome of a consensus

is that of a "positive sum" rather than a zero-sum win-lose

5. Seiji Naya and Michael G. Plummer, "ASEAN Economic Co-
operation in the New International Economic
Environment", ASEAN Economic Bulletin Vol.7, No.3,
March 1991, p.261.




game. The agreements are mostly multilateral and
thus,bilateral problems do not create problems for the
functioning of the ASEAN. Economic co-operation in the area
was largely influenced by the recommendations of the
Robinson ([or Kansu] Report and of a UN-initiated
inVestigation. The report was in favour of [regional]_
import substitution and the primary recommendations were
limited to trade liberalization combined with a co-ordinated
industrialization policy though the report was sharply
criticised for leading the co—opefation into unfruitful
projects, regional monopolies and fostering a generally
inward lookiné attitude.®
The ASEAN first summit meeting was held in Bali, Indonesia
in February 1976. The ASEAN declaration set out the
objectives for the organisation in 1967 are the following:-
1. To accelerate economic growth, social progress and
culturél development in the region through joint
endeavours in the spirit of equality and partnership in
order to strengthen the foundation for a prosperous and
peaceful commuﬁity of South east Asian nations;7
2. To promote regional peace and stability through abiding

respect for Jjustice and the rule of law in the

6. Ibid, p.57.

7. n.l, p.7.



relationship among countries of the region and
adherence to the principles of the United Nations
Charter;

To promote active collaboration and mutual assistance
on matter of common interest in the economic, social,
cultural, technical,‘scientific and administrative
fields;

To provide assistance to each other in the form of
training and research facilities in the educational,
professional, technical and administrative spheres;

To collaborate more effectively for the greater
utilization of their agriculture and industries, the
expansion of their trade, including thé study of the
problems of international commodity trade, the
improvement of their transportation and communication
facilities and the raising of the living standards of
their people;

To promote South East Asian Studies and

To maintain close and beneficial co-operation with
existing international and regional organisation with
similar aims and purposes and explore all avenues for

even closer co-operation among themselves.®

n.1l, p.8.



The ASEAN has been active primarily under five

different programmes:-

1. The ASEAN Industrial Projects (AIP);

2. The ASEAN Industrial Complementation (AIC);

3. The ASEAN Industrial Joint Ventures (AIJV);

4. The Preferential Trading Arrangements (PTA) and
5. The ASEAN Dialogue Partner System (ADPS).9

of all these, the ASEAN to a large extent has
benefitted 1largely from the Preferential Trading
Arrangements and Dialogue Partner System. If the PTA's
margin were increased to 90 percent in any good, then the
potential for greater intra-industry trade will be added to

that of inter-industry exchange.lo

The Dialogue Partner
system [DPS] requires the governments of the ASEAN countries
to find areas of mutual interest to raise in the discussions
with the trade partners. The utility provided by the DPS
has profited the ASEAN from relatively free international
trade, and #hat the present threat of a more protectionist

international trade climate is extremely unwelcome for the

members of this organisation.ll Also, in comparison to

9. n.2, p.ss.
10. n.5, p.273.

11. n.2, p.60.



intra-bloc trade, the ASEAN trade with industrial countries
and developing countries outside of South east Asia appears
to offer far greater opportunities for trade based on the

complementarity of resource endowments. 12

Several primary
factors of production are specified as possible sources of
comparative advantage : population (relative tb land area);
tropical and temperale climate land areas; mineral oil, and
coal resources, and both human and physical capital.13 In
particular, substantial complementarity is apparent between
Singapore and its ASEAN trading partners in connection with
the measured relative abundance of both tropical land and
mineral resources.}?

The Newly Industrialised Countries [NICs/NIEs] are
those economies which are export oriented and have
experienced very rapid rates of economic growth over few

15

decades. The NICs/NIEs of Asia are Republic of Korea,

Taiwan, Hongkong and Singapore. They have demonstrated that

poor societies can substantially transform their economies

12. Dean A. De Rosa, "Sources of Comparative Advantage in
the International Trade of the ASEAN Countries" ASEAN
Economic Bulletin, Vol.10, No.1l, July 1993, p.46.

13. Ibid, p.43.
14. 1Ibid, p.46.

15. Helen Hughes ed. Achieving Industrialization in East
Asia, New York, 1988, p.6.




and alter economic prospects. They have demonstrated that
rapid growth can be consistent with rapidly rising living

standards.16

As such their experience, provides a basis for
optimism about future prospects of developing areas where
authorities are committed to raising living standards of the
poﬁulation.

During the post Second World war period, all these NIEs
were under the control of the foreign powers, and some were
struggling to get to terms with their economic devastation.
In case of Taiwan, it was ceded to the Japanese at the end
of the Sino-Japanese was of 1895 and the subsequent
immigration established the ethnic Chinese character of the
island. In 1949, the kuomintang [KMT] regime whose leader
was General Chiang Kai Shek, was driven out of the mainland
China by the communists and this led to KMT supporters
settlement in Taiwan.21’

The First Opium War of 1840-42 laid the foundation of
the British rule in Hongkong after the Treaty of Nanjing
(Nanking] of 1842. The United Kingdom demanded and obtained

in 1898, a 99-year lease on the mainland north of Kowloon,

together with the adjoining islands. The main reason for

16. Alvin Y. So & Stephen W.K. Chin - East Asia and World
Economy, London, 1995, p.29.

17. Gary Klintworth ed., Taiwan in the Asia-Pacific in the
1990s, Canberra, 1994, p.22.




the British occupation of Hongkong in 1841 was 1its
magnificent harbour. For the same reason, the Japanese
overran Hongkong in 1941, but their occupation ended in

August 1945.18

In 1997, the lease period is going to end
and so Hongkong will be returned back to china.l? The
development of Hongkong and its dynamic economy would add to
the prosperity of mainland China, it is hoped so.

Korea was divided by the allied powers to suit their
strategic interests, but soon after the formation of
Republic of Korea, a communist inspired military rebellion
broke out in. October 1948 which was brutally crushed. 20
Political and social conditions became worse and would have
turned worse if U.S. aid had not come to the rescue of South

21

Korea. This aid maximisation and outward looking

development policy which was taken up since sixties led to
Korea emerging as a sound economy.22

Singapore became one of the commercially strategic

centres during early 19th century and in 1819, East India

18. Keith Hopkins ed., Hongkong : The Industrial Colony,
London, 1971 p.339.

19. Ibid, p.340.

20. Hyun-Chin Lim, Dependent development in Korea: 1963-
1879, Seoul, 1985, p.28.

21. 1Ibid, p.48.

22. 1Ibid, p.49.



company obtained permission from the Sultan of Riau-Johore
and the local chief to establish a trading port in return
for money. payments and pensions. In the early tventieth
century because of Singapore's growing commercial importance
many Chinese immigrants came and settled there. In 1942,
Singapore was captured by the Japanese and 1in 1945, after
the Japanese surrender, the British set up a temporary
military administration and a new government structure was

set up.23

In 1948, when the Federation of Malaya replaced
the Malayan Union, Singapore was not included because of its
predominantly Chinese ethnic composition. The
"Confrontation" by Indonesia and worsening internal
situation resulted in Singapore's sepération in August
1965.24

The NIEs adopted common features for sustainable growth
like export led growth, adoption of free market economic
systens, changes towards liberalization and
internationalization and macro-economic stability. The NIEs

have evidenced the combined effects of cultures emphasizing

group and community values, strong administrative

23. Edward K.Y. Chen, Hyper growth in Asian Economies, A
Comparative Study of Hongkong, Japan, Korea, Singapore
and Taiwan, London 1979, p.160.

24. n.1l, p.2.

10



structures directed by technocrats imbued‘with economic
nationalism and industrial investment, trade and other
economic policies designed for rapid self-reliant export led
growth.25 NIEs have benefited largely from the Japanese
foreign investment and US aid especially Taiwan and Korea.2®
The path to economic prosperity forced the ASEAN nations to
look forward to the NIEs to have the economic stability
which would in a way legitimise their authoritarian
governments.27

National firms in NIEs especially, in South Korea, have
begun to move into overseas production ventures some at high
technological levels, competing against the western and

Japanese multinationals.<8

Meanwhile, the evolution of
national economic structure in South Korea and Taiwan, has
remained very much under the national administrative control
and has been hampered to a degree by a large scale foreign

investment in Singapore and Hongkong.29

25. -n.23, p.l61.

26. Vincent Cable and Bishnodat Personel ed., Developing
with Foreign Investment, New York, 1987, p.45.

27. n.15, p.285.

28. Gunnar K. Sletmo and Gavin Boyd. Industrial policies
in_the Pacific, Oxford, 1994, p.166.

29. 1Ibid, p.156.
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A new pattern of investment in Asia has in fact brought
about or at least assisted in an extensive industrial
restructuring and a sophisticated subregional division of
labour or a "flying geese" pattern of industrial development

in the Asia-Pacific region.30

As an organisation and as
individual member countries, the ASEAN has been under'going
major internal changes that have importanﬁ implications for
the future. All member states are implementing policies of
economic liberalization, export promotion, and greater
participation in the international market place.31-

The Third ASEAN Summit in Manila in December i987
demonstrated a desire on thé part of all member nations to
promote trade and investment links, focusing on economic
liberalization and private sector participation. The ASEAN
is also working effectively as a group in economic
consultative discussions with its dialogue partners in the
fledging Asia Pacific Economic Cooperation Organisation
(APEC) . The recent reorientation of ASEAN econonic
cooperation is consistent with the national polices of most
member countries i.e., economic dévelopment through market

based growth and greater participation of the private

sector. The greater internationalization of the ASEAN

30. n.z23, p.33.

31. n.5, p.261.

12



economies has rendered them more sensitive to changes in
international economic policies and trends. Concerns about
rising protectionism in 1eveloped countries, the increase in
bilateral trading blocs and the outcome of General Agreement
on Trade and Tariff [GATT] have important implications for
the economic growth prospects of ASEAN. It is argued that
the ASEAN countries have no real interest in cooperation
because, with the exception of Singapore, each of them has a
comparative advantage in the same types of primary products
and labour-intensive industrial products.32

The resource richness of ASEAN countries has given
boost to relationship with the newly industrialized
economies. The ASEAN has always been a major supplier of
raw materials to the NIEs. 1In the past few years, the NIEs
have been liberalizing manufactured imports and the ASEAN
has, therefore, been able to diveréity its exports to the
region. Moreover, the NIEs have been increasinc their
investment in the ASEAN at a very rapid pace. Although
ASEAN exports to Korea, Taiwan and Hongkong still account
for a small share of the total, they are significantly

higher than two decades ago.33

32. n.5, p.263.

33. n.5, p.268.

13



In a larger perspective, the ASEAN is evolving itself
into a dynamic regional organisation and one major step has
been the evolution of ASEAN Free Trade Area [AFTA] which is
expected to come into force in 2003. The support of
government and the desire on the ASEAN nations to evolve
into industrialised nations has given boost to this pursuit.
The main issues oficoncern are foreign investment, trade,
technology transfer and industrial policies in the

respective countries.

14



CHAPTER - II

FOREIGN DIRECT INVESTMENT BETWEEN
THE NIES AND THE ASEAN

Foreign Direct Investment [FDI]

In the economic climate of the globe and unbalanced
distribution of resources it has become imperative that in
order to sustain balanced economic growth new avenues of
investment should be sought. The ASEAN comprising of
Brunei, Indonesia, Malaysia, the Philippines, Singapore and
Thailand have enjoyed robust economic growth and since
1980's these countries adopted an outward 1looking
development strategy which emphasizes the role of foreign
trade and FDI. Vietnam, which jéined the ASEAN in July 1995
in showing trends of fast economic growth because of the FDI
and its adaptability to new economic environment.

Foreign Direct Investment is defined as an investment
invol?ing a long-term felationship and reflecting a lasting
interest and control of a resident entity in one economy.
Foreign direct investment implies that the investor exerts a
significant degree of influence on the management of the
enterprise resident in the other economy. Such investment
involves both the initial transaction between the two
entities and all subsequent transactions between them and

among foreign affiliates both incorporated and

15



unincorporated FDI may be undertaken by individuals, as well
as, business entities.?!

FDI inflows and outflows comprise capital provided
(either directly or through other related enterprises or
capital received from a FDI enterprise or cépital received
from a FDI enterprise by a foreign direct investor to a FDI

2 There are three

enterprise by a foreign direct investor.
components in FDI:-

1. Equity capital is the foreign direct investor's purchase
of shares of an enterprise in a country other than its own.
2. Reinvested earning comprise the direct investor's share
of earnings which is reinvested.

3. Intra-company loans or intra combany debt transactions
refer to short or long term borrowing and lending of funds
between direct investors [parent enterprises] and affiliate
enterprises.3

In the 1980's the ASEAN region has become one of the

most attractive investment locations in the developing world

and attracted a disproportionately large amount of FDI,

1. Sanjaya Lall and Paul Streeten, Foreign
Investment,Transnationals and Developing countries,
London, 1980. p.4

2. Ibid, p.5.

3. Ibid, p.6.

16



particularly in the post-1985 period.4 This reorientation
of the ASEAN economic cooperation is consistent with the
national policies of most member countries i.e, economic
development through market based growth and greater
participation of the private sector. The adoption of more
outward-oriented industrialisation strategies based on
international trade and greater direct foreign investment
are now being pursued in all the ASEAN member states,
including previously inward looking countries 1like
Indonesia. The greater internationalisation of the ASEAN
economies has fendered them more sensitive to changes 1in
international economic policies and trends. Concerns about
rising protectioni;m in developed countries, the increase in
bilateral trading blocs, and the outcome of Uruguay Round of
General Agreement on Tariffs and Trade [GATT], have
important implications for the eﬁonomic growth prospects of
the ASEAN.°

The most pertinent question is, why such an upsurge in

FDI to the ASEAN which has a heterogeneous population and

4. Chia Siow Yue, "Foreign Direct Investment in ASEAN
Economies"

Asian Development Review, Vol. 11 , No. 1,1993,p.60

5. Seijil Naya and Michael G. Plummer,"ASEAN Economic Co-
operation in the New International Economic
Environment'" ASEAN Economic Bulletin, Volume 7, Number
3, March 1991, p.263

17



authoritative regimes in most of the member countries. Tne
reason would be that as developing countries are
liberalizing their foreign investment regimes and are
seeking FDI not only as a source of capital funds and
foreign exchange,but also more importantly as a dynamic and
efficient vehicle to secure much needed industrial
technology, managerial expertise and marketing know-how and
networks to improve on growth, employment, productivity and

export performance.6

Also certain agreements among the
ASEAN countries and the establishment of World Trade

Organisation in 1995 added to increased FDI, namely

1987 - Revised Basic agreement on the ASEAN Joint
Ventures
1987 - An agreement among the ASEAN nations for the

Promotion and Protection of Investments.7

1993 -~ Ist Consultative meeting for the promotion of FDI
in ASEANS®

1994 - Marrakesh Agreement establishing the WTO

6. World Bank, Global Economic Prospects and the

Developing Countries, New York, 1993, p.l1l4.

7. Documents, ASEAN Economic Bulletin, Volume 3, Number 2,
1988, p.352

8. Documents, ASEAN Economic Bulletin, Volume 7,Number
3,1993 p.267

18



Annexure IA

Multilateral Agreement on Trade in Goods ,
Agreement on Trade related Investment measures.

Annexure IB

General Agreement on Trade in Services and
Ministerial Decisions Relating to the General agreement on
Trade in services

Annexure IC

Agreement on Trade-related aspects of Intellectual

Property rights.?

Dunning's eclectic theory of FDI identified three sets
of determinants relating to an advantage of direct
investment over alternative modes.

1. The investing firm must have an ownership advantage
over competitors in the host country. The ownership
advantage arises from a product monopoly, superior
technology, better kﬁowledge of the market or better
marketiﬁg technique.

2. The host country must possess some locational advantage

to attract investment like potential domestic market,

O

GATT, The Results of the Uruguay Round of Multilateral
Trade Negotiations, Geneva, November 1994, p.124

19



cost effective export production base, low cost labour,
low transportation costs, generous investment incentives

etc.,

3. There must also be an internalization advantage that
induces the investing firm, to choose direct investment
over other arrangements such as production licensing or
franchising.10
The benefits of FDI to host countries are the

following:

(1) as an additional source of capital which is more

important for less developed countries that are in the early

stage of development;

(ii1) as a source of new technology, managérial skills and

other knowledge;

(iii) as a driving force to foster economic growth through

its mobilization of domestic resources;

(iv) as an agent to explore export markets,since many

foreign investors have come to the host countries with

accessible markets, and

(V) as an accelerator of economic transformation or

restructuring in the case of relatively well-developed host

countries.?

10. Chung H.Lee,"Korea's Direct Foreign Investment in
Southeast Asia" ASEAN Economic Bulletin ,Volume 10,
Number 3, March 1994, p.281

11. Edward K.Y.Chen, "Foreign Direct Investment in East
Asia "Asian Developmert Review, Volume 11, Number
1,1993, p.53 -

20



A country in transition from the developing to the
developed status is losing a comparative advantage in
labour-intensive industries but, at the same time, 1is
gaining a comparative advantage in capital and knowledge
intensive industries, its pattern of outward FDI to this
change in comparative advantage. Relative profit rates
determine the flow of investment, with the assumption that
capital is in the form of "putty" and can be transferred
from one industry to another without any 1loss of
productivity. But, in fact, capital is not readily
transferable in the short or intermediate run as some of the
capital is industry specific; in addition to the profit rate
on new investment the firm will thus consider the effect of
its decision on the value of the existing capital. If it
decides to invest abroad, the firm can produce the same
product by transferring to its subsidiary the industry
specific human and non-human capital that it already has.
Also, because of the industry specificity of some of the
capital that the firm owns, there can be an important
difference in the value of its capital between investing
abroad inter-country, intra-industry movement of capital and
moving into another industry at home, intra country, inter
industry movement. In the first case, the value of capital
will change little; however, in the second case, the value

U Wiy N® o TH 5T W
TH5950 '




of capital will diminish by the value of its industry-
specific capital. This loss in value can be regarded as the
cost of intra-country,inter-industry movement of capital.
Thus other things being equal the firm will be inclined to
12

invest abroad instead of at home.

Role of the FDI in the development of the NIEs

In the context of the FDI it would be reasonable to
derive the economic development of NIEs and then compare it
with the economic growth of the ASEAN nations so as to
evaluate the role played by the FDI in the development of
the ASEAN. The Asian newly industrialised economies,
Hongkong, Republic of Korea,Singapore and Taiwan have
experienced remarkable economic growth, as from the late
1970's a huge amount of rDI from Japan and United states.13

Among the NIEs, Singapore has always maintained a
highly open economy and a friendly foreign investment regime
"and FDI has always played a critical role in the economy.
Since 1959 economic philosophy of political leadership and
small physical and economic size of a newly independent

econcemy and an infant industrial economy which was eager to

enter international markets, a heavy dependence on

12. n.10,pp.281-282

13. Vincent cCable and Bishnodat Persaud [ed.], Developing
with Foreign Investment, New York, 1987, p.45

22



multinational corporations was most sought after.l% The
government rationalised the role of multinational
corporations (MNCS) and for that Singapore's FDI policy was
made liberal to attract export oriented MNCS. In the
sixties, FDI inflows helped to close the saving-investment
gap, financed net imports and created employment. By the
1980's, the economic situation in Singapore had changed
markedly with high rates of savings, balance of payments
surpluses and fuilemployment.15

_Since the end of the second world war, Hongkong has
experienced extra ordinarily rapid economic growth and since
1970's it has emerged as an international commercial and
financial center. From the beginning commercial and
financial center outlook of Hongkong was developed by
British and with industrialization, the angkong government
has firmly upheld the principle of positive non-

interventionism which provides a laissez faire environment

for economic activities. Also the government plays an
active role in building up physical and social
infrastructure and invests substantially in human capital.
It is believed that FDI in Hongkong's service and financial

sectors is phenomenal, especially after the mid 1970's when

14. 1Ibid , p.s4

15. 1Ibid,p.90

23



Hongkong started to switch to tertiary industries and the
People's Republic of Ch.na began to carry on its open door
policy which in turn generated a large demand of services
from Hongkong.16

In the case of Taiwan,by the late 1950's the govérnment
realized the difficulties in its import substitution
strategy and switched to an outward-looking strategy, which
resulted in remarkable economic growth and rapid
transformation from primary to secondary industry. In‘
consequence of rapid industrialization, capital-intensive
and ﬁechnology oriented products have become more dominant
since 1980's. In regard to industrial policy, Taiwanese
government plays an active role in promoting anq
restructuring industrial production. Positive measures
carried out to promote strategic industries ranged from tax
incentives, preferential loans, to R & D subsidies.l’

The Republic of Korea since the mid-sixties has pursued
an export oriented strategy and has sustained phenomenal

economic growth. The 1970-80 period was particularly

crucial for the country's transition to a higher stage of

16. n.1l1,p.26

17. 1Ibid, p.27
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industrial development. During this time industrialization

was focussed on heavy industries such as automobiles,

shipbuilding and iron and steel, which led to over

investment and thus government took new measures to shift
production to capital intensive and electronic products. 18
In the Republic of Korea, before the mid-eighties, FDI was
restricted and encouraged on a selective basis. The
government believed that this would maintain the
independence of the industrial sector and also accelerate
the assimilation of advanced technologies.19

From 1984, the government changed its policy to that of
pro-FDI and adopted a negative list system citing those
sectors closed to FDI, also foreign exchange control was
relaxed, and completely relaxed in 1992. Since 1984,
Amendment of the law preferential tax exemption granted to
foreign investors was abolished and it was stated that it
would be pursued only in certain exceptional cases.?0

To a large extent,the macro economic environment of all

the NIEs are generally conducive to FDI. Hongkong and

18. 1Ibid,p.27

19, Gordon waitt, "The Composition 'and Direction of the
Republic of Korea's Outward Foreign Direct Investment,"
Aslan Profile, Volume 21, Number 3, June 1993, p.202

20. n.11, p.31.
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Taiwan have since their early days of industrialization
adopted on open arm policy to foreign investment and
multinational corporations have played a key role in their
economic growth. Singapore's promotion of inward FDI
increasingly focuses on high technology and high-value added
industries and services. Republic of Korea, after the mid
eighties liberalization of FDI, has reaped benefits of rapid
industrial development. The development in the NIEs have
induced the ASEAN nations to adoﬁt similar strategies to
attract FDI and achieve the required economic growth and
thus prosperity.

FDI in the ASEAN, policies and the NIEs

With the exception of Brunei, the other ASEAN countries
Indonesia, Malaysia, the Philippines and Thailand-have
attracted sizable FDI during their import-substitution
phases from the early 1960's to the mid - 1980's.21 The
location advantage of the ASEAN host countries derives from
the availability of industrial estates and export processing
zones [EPZs] with well-developed infrastructure, abundant
low-wage labour, and minimal rules and regulations. FDI in

export manufacturing is generally footloose in search of the

21. In this paper, the four larger ASEAN members -
Indonesia, Malaysia, Philippines and Thailand-will be
referred to as ASEAN-4.
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most attractive conditions, and host countries have to
compete aggressively to provide the physical infrastructure,
institutional support, human resources and labour, generous
tax incentives, and to minimize ownership restrictions and
other performance regquirements. The ASEAN countries are
successful in attracting FDI, as they are buoyant economies
with rapidly growing domestic markets; favourable factor
endowments, particularly natural resources and labour supply
in ASEAN-4; development oriented governments with sound
macroeconomic policies and pro-FDI policies.22

For the Philippines, political instability and weak
political leadership have slowed down economic growth,
discouraged FDI inflows and led to capital flight.23 Brunei

has very high per capita income but its inward FDI in quite

low [see Table 1] and also because of

22. n.4, p. 62-63,

23. 1Ibid, p.63.
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Share of Inward and outward FDI stock in GDP by reqion

and economy, 1980, 1985, 1990, 1994, [in percentage terms]

Region

1980 , 1985 1990 1994

Brunei
Inward
Outward

Hongkong
Inward
Outward

Indonesia
Inward
Ooutward

ROK
Inward
Ooutward

Malaysia
Inward
Outward

0.4 0.
3

[@ o))
" w
~
o
[
o]
(5]
[«)]
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14.2 28.6 36.6 26.5

Philippines

Inward
Ooutward

Singapore
Inward
Ooutward

Taiwan
Inward
Outward

Thailand
Inward
Outward

Vietnam
Inward
Outward

Source :-

World Investment Report 1996, Investment, Trade
and International Policy Arrangements, UN
Conference on Trade & Development, New York &
Geneva, 1996.
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lack of data Brunei might not be considered in some of the
arguments in this chapter.

Among the ASEAN nations, Indonesia enacted Foreign
Investment Law in 1967, to promote and regulate the FDI
inflows, though commodities and o0il boom encouraged self-
sufficiency. Falling oil and commodity prices in the mid-
1980's, the heavy fiscal burden of non-performing state-
owned enterprises and the demonstration effect of the NIEs
caused a shift towards more open economy and the new FDI
policy has more incentives and less restrictive rules for
projects which are export-oriented, upgrade and update
technology, internationally competitive and promotion of

less developed areas.?4

Malaysia introduced tax incentives to attract the FDI
in manufacturing sector in the late 1950's. The New
Economic policy [NEP] came up in 1970's with equity
participation at 30 percent for Bhumiputras, 40 percent for
other Malaysians and 30 percent for foreign investors. The
New Developmeﬁt Policy that succeeded the NEP in 1990
emphasizes the role of private enterprise and the new
investment incentives are aimed at broadening and upgrading
Malaysia's industrial structure and giving greater emphasis
on high-technology industries and linkage between small,

medium and larger industries.??

24. n.4, p.67.

25. n.4, p.68.
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The Philippines initiated the Basic Investment Law of
1961 provided tax incentives for the importation of
machinery and spare parts for basic industries. The 1967
Investment Incentives Act established the Board of
Investment (BOI) and granted a range of incentives for
investments in priority industries. In 1970, Export
Incentive Act granted incentives to investments in export
oriented industries. Laws for establishing industrial
estates and export processing zones also came up in 1970's.
In 1981 came the Omnibus Investment Act but because of
political crises in 1983, the FDI drastically decreased. 1In
1991 came Foreign Investment Act which liberalized the rules
and regulations of foreign ownership. Still, the growth

factor is not so impressive as in case of other ASEAN

nations.?26

Thailand's basic legislative framework for FDI dates
back to the 1950's and has not changed much though there has
been substantive changes in the perceived role of the
private sector which is reflected in more flexible

implementation of policy after 1984.27

26. Ibid, p.67.

27. 1Ibid, p.67.
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Also all the ASEAN countries have established

investment boards namely,

1. The Indonesian Capitai Investment Co-ordinating Board
(BKPM)

2. The Malaysian Industrial Development Authority [MIDA]

3. The Board of Investment [BOI] in the Philippines and in
Thailand.?28

The ASEAN has always been a major supplier of raw
materials to the NIEs. In the nineties, the NIEs have

Table - II
The ASEAN - Net Foreign Direct Investment Inflows, 1961-1990

Indonesia Malaysia Philippines Singapore29 Thailand Total
1961-80 2,163 4,453 452 3,728 1,186 11,982
1981-90 4,047 11,850, 2,777 21,468 6,875 47,017
1988-90 2,222 5,523 2,029 11,162 5,045 25,981
1961-90 6,210 16,303 3,229 25,196 8,061 58,999

Percent distribution

1961-80 18.1 37.2 3.8 31.3 9.9 100.0
1881-90 8.6 25.2 5.9 45.7 14.6 100.0
1988-90 8.6 21.3 7.8 43.0 19.4 100.0
1961-90 10.5 27.6 5.5 42.7 13.7 100.0

Source :- International Monetary Fund, International

Financial Statistic Yearbook 1991, Washington,

D.C. 1991,
28. 1Ibid, p.e68.
29. Singapore has been included in the NIEs and so its

statistics is discarded in this table.
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been liberalizing manufactured imports and ASEAN has,
therefore been able to divefsify its exports to the region.
Moreover, the NIEs have been increasing their investment in
the ASEAN at a very raﬁid pace.30 The average annual share
of investment in GDP increased impressively from the 1960's
to the early 1990's for the ASEAN. As in Indonesia, the
sharp rise in the share of investment came later in Malaysia
and Thailand than in the NIEs.31Export,oriented FDI was
attracted from an early date into the primary sector, but
efforts to draw it into manufacturing began only in the
1970's; they were intensified in the 1980's, with a series
of fiscal incentives, relaxed ownership requirements and
remittance laws and the establishment of export processing
zones. These measures, combined with strong regional
dynamics, have generated the export growth. However, only
limited use has been made of other measures to gain access
to foreign technology, and more dynamic industrial policies
to establish stronger domestic industries have lagged, in

the pastdue to complex domestic political factors. 32

30. n.§,p.268

31. World questment Report, Investment, Trade and
International Policy Arrangements, UN Conference on
Trade and Development, Geneva, 1996 p.109

32. 1Ibid,p.132
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The ASEAN countries have received a sizeable share of
the FDI that flowed to the developing world. Statistics
for 1961-1990 show that among the ASEAN countries, excluding
Singapore, Malaysia got 27.6 percent of the ASEAN total,
Thailand 13.7 percent, Indonesia 10.5 percent and the
Philippines 5.5 percent [see Table II] The level of FDI in
flows in the ASEAN in the 1980's was 4.3 times that of
1970's.33 Most FDI flowing into the ASEAN was traditionally
from North America and Western Europe. Japan emerged as a
major investor in the 1970's and the Asian NIEs as major
investors in the post 1987 period. European investors like
UK, The Netherlands and Germany have concentrated investment
in petroleum related activities, chemicals and
pharmaceuticals, processed foods, electrical and electronic
products, automobile industry and banking and finance U.S.
investments in the ASEAN grew rapidly in 1970's in
manufacturing, resource development and services like
banking, commerce and hotel development, though it has

decreased considerably in 1990's as compared to Japan and

Asian NIEs.34

33. Ibid, p.132

34. n.4,p.76

33



The upsﬁrge in FDI from Japan and the NIEs can be
contributed to certain factors:-

1) Resource insecurity in the international environment and
to secure a steady supply of foreign natural resources;

2) The buoyant economic and trade performance resulted in
currency appreciation and foreign exchange decontrols;

3) Rapidly rising labour and land cost led to loss in
compa.ative advantage and thus relocation of labour
intensive industries;

4) To secure market shares in the Asian developing
countries, because of, U.S. Generalized System of
Preferences [GSP)], rising protectionism and emergence of
trading blocs.3?

The increase in FDI from the NIEs to the ASEAN was
motivated by cost-push and market factors in the 1980's .
As the Asian NIEs pursue industrial deepening, access to
foreign technology becomes increasingly critical and firms
in the Asian NIEs invest abroad to diversify country markets
and product risks. The NIEs investments in the ASEAN are
to capitalize on lower production costs, gain access to
natural resources, circumvent protectionist measures of
vdeveloped countries and exploit firm specific advantages

such as lower managerial costs, better marketing channels,

35. Ibid, p.81
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more appropriate technology gnd better understanding of host
countries because of ethnic continuity and homogeneity.
Also geographical proximity and good infrastructural
facility in host.countries make it possible for the NIEs to
locate their overseas operation near home for minimal
transportation and transaction costs.3®

Investment flows by the NIES in the ASEAN-4 jumped
three fold in 1988 and over took Japan in 1990. There is
variation in pattern of investment among the NIEs. For
Korean investors, Indonesia has traditionally been an
important host and continues to be so in 1990's though a
good deal of competition for Korean FDI 1is coming from

37  Investment of Taiwan are

Vietnam, followed by Malaysia.
more evenly distributed,though Indonesia used to be top
priority before 1984 but from 1984 Malaysia, the Philippines
and Thailand became more attractive destinations.38
Investment of Asian NIEs is not only in manufacturing
which includes textiles and clothing, footwear, wood

products, electronics, chemicals and toys, but it is also in

real estate, services and labour intensive industries.

~36. 1Ibid, p.85
37.n.10,p.283

38. Gary Klintworth [ed.] Taiwan in the Asia- Pacific in
the 1990s, Canberra, 1994, p.128-129
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Singapore's investment in the ASEAN account for near about
40% of total Singapore's FDI, with Malaysia, Brunei,
Indonesia, Thailand and the Philippines in the same order.3?

Also investment have been boosted in recent years in
the promotion of SIJORI Growth Triangle concept representing
investment cooperation among Singapore, Malaysian State of
Johor and Indonesian province of Riau. Investment in Johor
and Batam island in the Riau province have grown rapidly in
the 1990's. Singapore investments in Batam accounted for
half the approved foreign investments which include
investments in real estate, tourism facilities, industrial
facilities and manufacturing. In Johor, Singapore in the
second largest investor while Taiwan is the third.4°

Within Asia, the ASEAN can expect strong investment
competition frqm Vietnam and China as these countries
embarked on economic liberalization, particularly for
%nvestments from Japan and the NIEs. The NIEs are investing

heavily in Vietnam, with some ASEAN countries following it.

Vietnam's attractions are its potential sizeable market

39. n.4,p.87

40.Ibid p.89
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abundant natural resources and a large pool of educated and
hard working labour force available at very low wages. 41

The main disadvantages of FDI over foreign loans is
foreign owner ship and control. Most newly independent
countries are reluctant to surrender national sovereignty,
even for substantial economic benefits. Secondly, FDI
dominance may "crowd out" domestic private enterprises,
including reduced pressure to foster such enterprise with
the ready availability of competitive foreign enterprises.
Thirdly, FDI can only be attracted by prospects of good
rates of return; stagnating and depressed economies are not
attractive to foreign investors. .Fourth, borrowing makes
good sense, when real interest rates are low otherwise due
to debt crisis even loans would not be available to resource
scarce countries.%?

Even then the ASEAN region can be expected to remain
attractive as it has buoyant economies with rapidly
expanding markets, abundant natural resources and labour
supply, however, it needs to ensure continuing political and

social stability and undertake infrastructural and human

resource development to remove existing bottlenecks. The

41, n.37, p.128

42.n.4, p.76

37



decision of ASEAN Free Trade Area [AFTA] was taken in
Singapore in January 1992, to establish it by the year 2008
[now reduced to 2003] has given new hope to the regional
integration of the region.43 In the 1980's, when world was
facing oil and commodity prices fall it was the FDI from the
NIEs which supported the shambling economic structure of
most of the ASEAN nations énd in a way it had helped NIEs
also to get over their own economic problems of cost-
efficiency and production.

Composition of the Stock of FDI in ASEAN-4 in 1992, by origin

(Percentage]
origin ASEAN-444
Total Indonesia Malaysia Thailand

Hongkong - - 7.4 3.0 6.6
Republic of
Korea - - 5.7 . 2.9 1.5
Singapore - - 4.1 6.7 6.3
Taiwan - - 7.7 22.8 9.2
Total of NIEs 25.8 24.9 35.4 23.6
Source :- Ministry of International Trade and Industry.

White Paper on International Trade 1994, Tokyo,

. 1994,

43. Dean A.DeRosa, "Sources of Comparative Advantage in the

International Trade of the ASEAN countries, "“ASEAN
Economic Bulletin, Volume 10, Numberl, July 1993, p.41

44. ASEAN-4 Comprise of Indonesia, Malaysia, Thailand and
Philippines. ‘
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CHAPTER - III

MUTUAL TRADE AND TECHNOLOGY TRANSFER

Trade between the NIEs and the ASEAN

The years since the sgcond world war have been marked
by an unprecedented expansion of world trade. In order to
plan for new more viable relations in the international
economy, the victorious countries were determined to
initiate mutual unaerstanding among nations. The Bretton
Woods conference held in 1944 was the starting point for a
new order. The World economy was organised around three
cornerstones : the International Monetary Fund ([IMF], the
Internatiional Trade Organization [ITO] and the International
Bank for Reconstruction and Developmeﬁt (IBRD]. IMF was
designed to smooth out and the resolve difficulties that the
participant countries ITO would have with their balance of
payments [BOP]. The ITO would deal with "real" side of
trading relations and thus help to create a liberal system
of regulations governing world trade. The IBRD was
formulated to channel international investments along

1

desired lines. In 1946, while negotiations on the charter

1. Bo Sodersten and Geoffrey Reed, International
Economics, London, 1994, p.349
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of the ITO were taking place a group of countries came to a
consensus that there was a need for immediate tariff
reductions which were codified as the General Agreement on
Tariffs and Trade [GATT]2 Today more than 100 countries
are signatories to the GATT accounting for more than 80
percent of world trade? and the GATT was replaced by the
World Trade organisation [(WTO] on 1 January 19954 Though the
GATT had been successful in meeting the objectives in
securing substantial reductions in tariffs but the
reductions have been concentrated on trade in industrial
goods between the developed countries and there is concern
about the proliferation of non-tariff barriers. This caused
the growth in trade being shared very unequally between the
industrialized countries and the developing countries. The
statistical data had shown that trade between industrialised

countries had grown faster than trade between them and third

world countries.>

2. Ibid, p.350"

3. Ibid, p.351

4. Mari‘Pangestu, "Global Economic Developments
Implications for Developing countries". Paper

presgnted at the Fifth India- Indonesia conference, New
Delhi, 22-23 January 1995, p.4

5. n.1l, p.351
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A number of factors have contributed to the differing
experience of the industrialised countries and the
developing countries

1) There is the economic strength and high income levels
of the industrialised countries.

2) Political and economic co-operation between the Western
countries has encouraged them to liberalise payments
and trade with one another with a consequent stimulus
to trade between them®

3) The substantial reductions in tariff levels and the

. liberalization of quantitative import restrictions
which have taken place in the post war period has
favoured the exports of the industrialised countries.

4) The change in the commodity pattern of trade since the

Second World War.7

Since the trading position of the industrialised
countries is based on the export of manufactures, they have
benefitted to a large extent. Oon the other hand, in the
case of developing countries, they have succeeded in

increasing the proportion of manufactures in their exports

6. International Trade and its Social and Economic
Effects, Regional Trade Union Seminar, Paris, 7-10 Dec
1971, Final Report, Organisation for Economic
Cooperation and Development, Paris, 1972, p.3

7. Ibid, p.4
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but these still amount for less than a quarter of the total.
Also, to a large extent, the position of many of the
developing countries is made worse by their dependence on a
limited range of primary commodities.8

Also, to a certain extent, developing countries are
themselves responsible for their slow growth because of
their inability to choose between Import Substitution
Industrialisation [ISI] or Export Oriented Industrialisation
[EOI]. Import substitution was viewed as a pre-requisite
for halting the transfer of surplus from the periphery to
the centre. Import substitution was fqrced because of two
world wars and the depression made importation of industrial
goods difficult for the developing countries.?

Import substitution achieved from the 1950s onwards was
more a result of deliberate economic policies. The main
device used was the restriction of imports of manufactured
goods in the form of tariffs, gquotas and multiple exchange
rates, it was used to put off with BOP difficulties. This
policy came under close scrutiny in the 1950s and 1960s as

the growth of Gross National Product (GNP) was not too

impressive. The main argument is that protection was

8. Raphael Kaplinsky ed. Third World Industrialisation in
the 1980's Open Economies in a Closing world, Cornwall,
1987, p. 85

9. Ibid, p.87
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overdone and led to an inefficient allocation of resources
due to distortions in factor and product markets. The main
points of critique are :-
i) Intrinsic problems of government interference;
ii) Bias against exports;
iii) Bias against agriculture;
iv) Under-utilisation of installed capacity;
V) Under-utilisation of labour;
vi) Import intensity of ISI;
vii) Slowing down of 15110

The policy implications drawn from this analysis were
that government interference should be reduced, the free
play of market forces should be encouraged, tariffs and
quotas should be lowered substantially and exchange rates
should be devalued. With advanced and less developed
countries always attempting to achieve a balance on their
payments by deflating their economies, they push each other
into deficit and the net outcome is a vicious circle of
deflation, reduced import capacity and shrinking

international trade.ll

10. 1Ibid, p.90

11. Michael P. Todaro, Economic Development in the Third
World, Hyderabad, 1993, p. 458
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The not so impressive performance of import
substitution industrialisation led the third world
countries to resort to export oriented industrialization in
late 1960's and early 1970's. Indonesia after the coming of
Suharto resorted to same and Malaysia also followed the
suit.1? 1To a large extent, the export oriented NICs have
chalked up great success in labour absorption, income growth
and equity and flexibility in response to external shocks. 13
The South east Asian countries had less success in labour
absorption in manufacturing than the NICs, despite rapid
growth of exports. The differences in economic development
observed between the NICs and the resource rich South east
Asian countries can perhaps be explained by differences in
policies and the differing patterns of export expansion.14
The classification between the NIEs and thevASEAN members
[excluding Brunei) is natural, since the NICs had largely
made the transition to export led growth based on labour
intensive manufactured goods by the late 1960s and in the
1970's and 1980's had very high trade income ratios. The

resource rich South east Asian countries only began a rapid

12. Monochehr Dorraj ed. The Changing Political FEconomy of
the Third World, London, 1995, p.162

13. Ibid, p.150

14. 1Ibid, p.145
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increase of their non-traditional labour intensive
manufactured export share in the 1970's and though trade
income ratios are high but they are lower in general to
those of the NICs.1®

Along with the increase in exports, high rates of
economic growth spurred import demand for manufactures and
intermediate goods during ﬁhe 1970's. The_share of
manufactured imports, however, declined largely because of
the rise in the share of petroleum products. In 1970's
exports from the ASEAN four consisted almost entirely of
primary commodities (ranging from 94 present in Malaysia and
the Philippines to 99 present in Indonesia). Agricultural
export growth in most of the countries was very high but
despite slower growth of world trade and external
disturbances such as the first oil shock, the share of
manufactures in total exports was still impressive. After
the second o0il shock of 1979, export growth slowed until
1983, though manufactured exports increased with the growth
in demand from the United States, they still comprise a

relatively small share of the ASEAN exports.16

15. World Investment Report, 1996, Investment, Trade and
International Policy Arrangements, UN conference on
Trade and Development, New York & Geneva, 1966, p.7

16. He}en Hughes ed. Achieving Industrialisation in East
Asia, Cambridge, 1988, p.68
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Table I

EXPORTS OF MANUFACTURES FROM SELECTED EAST ASIAN COUNTRIES,

(Billions of dollars)

BY MAJOR DESTINATION, 1985 AND 1994

Exports from

Developing East Asia

Total First-tier ASEAN-4 China Japan
NIEs
to 1985 1994 1985 1994 1985 1994 1985 1994 1985 1994
World 102.2 483.8 82.7 281.7 10.2 1025 9.3 99.6 169.4 377.8
Developing East Asia 19.1 173.2 13.1 101.9 2.9 34.3 3.1 37.0 39.7 142 .3
First-tier NIEs 11.9 1148 6.6 51.9 2.4 28.4 2.9 34.5 20.9 86.0
ASEAN-4 5.1 42.9 4.5 36.2 0.4 4.2 0.2 2.5 6.9 388
China 2.0 15.5 1.9 13.8 0.1 1.7 119 175
Japan 7.8 50.3 5.9 23.9 0.8 11.7 1.1 147
Other developed :
market economies 61.7 105.8 53.1 122.0 57 46.3 2.9 37.5 1005 196.4
Rest of world 13.5 545 10.5 33.9 0.8 10.2 2.2 10.4 29.2 39.1

Source :

UN Trade and Investment Report

1996,

p.88



Despite high export growth rates, import growth
outstripped export expansion in all four ASEAN countries
causing serious balance of payments problems in the first
half of 1980's which led to varying degrees of import
compression and one factor was o0il price slump and most
effected were Indonesia and Malaysia. The economic crisis
in the Philippines led to negative import growth in 1983 and
1984 as the overall economy contracted. 1’

The export of manufactures from the ASEAN-4 to the NIEs
has increased considerably from $ 4.5 billion in 1985 to $
36.2 billion in 1994, though during the same period intra-
ASEAN exports has increased from $ 0.4 billion to $ 4.2
billion. Also, the NIEs exports to ASEAN-4 has increased
from $ 2.4 billion in 1985 to $ 28.4 billion in 1994. [See
Table 1)

In this context it would be appropriate to trace the
trade policy aspect of the NIEs. Governments in all the
NIEs of the region have pursued policies aimed at
restructuring the market in ways that reduce the uncertainty
surrounding the achievement of specific development goals.18

These policies have been designed to address not only market

17. 1Ibid,p.76

18. n.15, p.115
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failures, but also a number of problems stemming from the
organization of industry [particularly in relation to scale
economies and supply of entrepreneurial capabilities], the
structure of public institutions [particularly in relation
to the provision of public gqods] and rent seeking
behaviour. The NIEs have successfﬁlly guaranteed certain
basic conditions for capital accumulation by creating a pro-
investment macro-economic environment. Policy makers have
used monetary and fiscal measures to boost investor
confidence and also avoided extreme policy shifts. A
combination of selective trade, financial and competition
policies has been used to create "rent" which by increasing
profits, enhance the potential for corporate investment. 1In
all the NIEs, with the exception of Hongkong, protection
along with restrictions on competition among domestic
enterprises has been an important source of rent for infant
industries.1?

One another aspect of growth of trade has been the
follow up of measures taken by Japan in 1950's like controls
on interest rates and direct allocation of credit. The NIEs
have severely restricted consumption of luxury goods both

‘directly through like control of imports and of domestic

19. 1Ibid,p.128
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production of like goods, and indirectly through high
taxation and restrictions on consumer credit. Thé basic
difference that lies between the NIEs and the ASEAN member
countries [excluding Brunei] is in the sectoral bias of
policies supporting the investment profit nexus.29 Also in
the NIEs policies focused from an early date on
manufacturing initially in low skill industries but shifting
more to sophisticated industries as economies matured. 1In
contrast, the potential contribution of natural resource
rents to economic growth in the ASEAN countries led policy
makers to concentrate on strengthening the profit investment
nexus in the primary sector while efforts to accelerate and
deepen the investment process in import substitution
industries were delayed.or else implemented on a largely ad-
hoc basis.?l

The development of labour-intensive manufacturing was
very rapid in the NIEs. By contrast, in part due to their
greater natural resource endowment, the shift to
manufacturing has been slower in the ASEAN nations. From an

early date, the NIEs also started building technology and

scale intensive industries in anticipation of the

20. Ibid,p.132

21. n.12,p.146
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difficulties they would encounter in competing 1in
international markets for labour intensive products because
of increases in domestic wages and the emergence of low cost
producers in other countries. Thus, rather seeking to
maintain competitiveness by keeping down wage costs, they
chose to upgrade rapidly as a way of raising productivity,

exports and incomes. 22

The NIEs have also succeeded in combining industrial
upgrading with market dynamics by penetrating the fastest
growing Organisation for Economic Co-operation and
Development [OECD] markets. Although in the early 1960's
they were no better placed than other developing countries
in respect of producing goods that were to prove to be the
most dynamic in_international trade. By the early 1990's
high-skill, high-technology goods accounted for well over
half of total export earnings in the Republic of Korea,
Taiwan and Singapore which was over twice the proportion for
most other major exporters of manufactures. The ASEAN-4
appear to have moved into technology-intensive products like
electronic equipment, software industry etc. rathef more
rapidly and with heavier reliance on FDi. Exports of such

products have a considerably larger import content than

22. 1Ibid, p.152

49



Table II

TRADE OF JAPAN WITH FIRST-TIER NIEs, ASEAN-4 AND CHINA, 1985, 1990 AND 1994

Trade with first-tier NIEs Trade with ASEAN-4 Trade with China
Trade balance Export/import Trade batance Exporvimport Trade balance Exportimport
($ billion) ratio ($ billion) ratio ($ billion) ratio
Product group 1985 1990 1994 1955 1990 1994 1985 1990 1994 1985 1990 1994 1885 1990 1994 1985 1990 1994
Manufactures 15.7 34.2 63.2 4.0 29 38 6.2 16.1 26.4 10.0 4.2 3.1 10.4 0.0 -1.5 8.0 1.0 0.9
Of which:
Chemicals 1.7 4.5 72 49 5.4 6.2 06 1.5 23 52 5.6 4.8 04 0.2 04 26 1.3 1.5
Computers and office
equipment 0.7 1.7 1.9 7.4 32 1.7 0.1 0.1 -0.3 131.4 1.2 0.7 0.2 0.1 0.0 1254.8 29 1.2
Electrical machinery 4.7 12.0 221 7.7 5.2 5.0 11 3.0 7.0 17.4 5.0 3.1 2.3 1.0 2.0 186.6 43 2.2
Non-electrical machinery 3.9 104 17.2 17.0 10.8 16.3 16 6.2 10.4 26.8 223 156 25 1.0 4.7 839.9 86 11.6
Road motor vehicles 1.1 2.7 5.0 63.0 126 13.0 1.1 3.9 5.6 813 1481 602 1.8 0.2 1.4 9241.1 253 18.4
Clothing and footwear -1.3 4.0 .9 0.1 0.0 041 -0.0 0.5 -1.2 0.2 00 00 -0.5 2.5 -9.1 0.0 0.0 0.0
Manufactures classified
by material a 36 4.9 8.0 35 2.2 2.8 15 1.8 24 57 1.9 1.7 3.4 04 11 A 1.3 1.3
Other manufactures 14 19 47 26 16 22 03 0.3 02 6.9 14 1.1 04 0.3 -2.1 36 0.5 03
Food, materials & fuels b -2.9 4.0 24 0.3 05 0.7 -156 -184 177 0.0 0.0 0.1 -4.4 -5.9 7.4 0.1 0.1 0.1
Unspecified -0.1 04 1.6 0.9 16 29 0.0 -0.0 -0.2 1.1 0.9 0.7 0.0 0.0 0.1 0.9 14 1.7
Total merchandise trade 12.8 30.7 62.4 23 2.2 3.0 9.4 2.2 8.6 04 09 1.3 6.0 -59 -8.8 1.9 0.5 0.7

Source: UN Trade and Investment Report 1996, p.87
a) Excluding non-ferrous metals.
b) Including non-ferrous metals.



those of the NIEs and subsequently a much lower domestic
value added content. This evolution of industrial output
and exports in the ASEAN-4 is currently raising concerns
over in sufficient technological and supply linkages between
Translational corporations dominated export sectors and the
rest of the economy.23

In the context of trade the NIEs have emerged as the
important trading partners for the ASEAN. They supply
manufactures on a large scale to these countries and also
purchase manufactures from them on a large scale. In 1994
exports of manufactures from the ASEAN-4 to the NIEs
amounted to $ 28 billion while to Japan was less than $12
billion (see table 1). Thus, the NIEs were more than twice
as important as Japan, as outlets for the manufactured
exports of their less developed neighbours. Trade among the
countries of the NIEs and the ASEAN has been'rising much
faster than trade with the outside world accounting for
around one third of their total imports and exports. The
resource rich ASEAN-4 have trade surpluses with both China
and the NIEs in food, materials and fuels. With Japan, the
trade surplus of the ASEAN-4 are in clothing, footwear,

food, materials and fuels [see table 2)

23. n.15,p.8
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Table III

TOTAL EXPORTS OF SELECTED EAST ASIAN COUNTRIES,
BY MAJOR DESTINATION, 1980-1994

(Billions of dollars)

Developing East Asia

Exports from Total First-tier ASEAN-4 China Japan World®
to NIEs
World 1980 117.3% 70.3 47.0 . 129.5
1985 146.2° 100.3 45.9 39.4¢ 175.8
1990 361.7 213.5 86.1 62.1 286.8
1994 591.6 313.8 156.8 121.0 3953
Developing Easl Asia 1980 23.2% 13.3 9.9 . 33.3 127.3
1985 52.9° 17.8 11.9 16 °° 42 .4 144.5
1990 1105 54.5 241 31.9 84.8 4152
1994 213.2 116.2 51.6 45.4 152.4 648.1
Firettier MiZs 1225 ‘e et za 24 23 22
1985 17.78 8.5 9.2 15.1¢ 226 107.0
1990 76.7 27.8 18.7 30.2 56.5 266.1
1994 139.9 58.4 39.9 416 93.2 365.8
ASEAN-4 1980 7.8° 6.3 1.5 . 9.1 39.3
1985 9.1 7.0 2.1 1.0¢ 7.3 37.5
1990 25.1 19.8 3.6 1.7 22.2 85.8
1994 52.8 41.6 7.4 3.8 40.5 166.7
China 1980 1.0° 0.6 0.4 5.1
1985 2.9°b 2.3 0.6 12.5 .
1990 8.7 6.9 1.8 6.1 53.3
1994 20.5 16.2 43 18.7 115.6
Japan 1980 23.4% 7.2 16.2 .. 139.9
1985 24.8° 10.7 14.1 6.4°¢ 127.5
1990 57.1 27.0 21.1 9.0 231.2
1994 81.0 31.8 27.6 21.6 272.3
North America 1980 28.7% 197 9.0 . 34.1 308.0
1985 50.1° 40.7 9.4 3.4¢ 70.6 434.1
1990 88.5 65.4 17.5 5.6 97.6 632.3
1994 132.6 75.1 34.6 22.9 124.6 834.3
Western Europe? 1980 20.3° 13.6 6.7 .. 21.5 902.4
1985 19.5% 13.6 5.9 4.5¢ 25.3 779.9
1990 53.4 38.5 14.9 6.2 63.2 1655.3
1994 84.4 43.7 24.6 16.1 65.6 1692.8

Source
a)
b)

c)
d)

UN Trade and Investment Report 1996, p-89

Owing to lack of data exports from ‘'world' to the
countaries listed

reported by those countries

Excluding China,
before 1987.
1987.

are

imports

(c.i.f.) as

for which no data were

available

Including the eastern Lander of Germany from 1991.



At present, even the NIEs and the ASEAN-4 run large
surpluses in manufacturing trade with the developed market
economy countries of Europe and America. For ASEAN-4 this
surplus reflects their rising exports of labour intensive
items which now exceed their imports of more sophisticated
items such as chemicals, machinery and transport equipment.
Regarding the NIEs, these countries have a large trade
surplus with Europe and North America in labour intensive
products but this surplus is diminishing as they develop
and shift to more sophisticated products.24

Overall perspective is that these trade trends support
the flying geese paradigm and Japan plays a leading role in
it and so it would be beneficial to keep Japan as pivot
point of trade and take the increase of trade into account.
Japan's deficit in food, raw materials and fuel in trade
with ASEAN-4 can be accounted to the ASEAN greater resource
endowments and the greater reliance on primary exports.25
Taking note of statistics, in 1980 the ASEAN-4 exports were
to the tune of $ 8.0 billion to the NIEs which increased
upto $ 40.0 billion in 1994 which means five fold increase,
[see table 3] while from the NIEs to the ASEAN-4 the

corresponding figures for the same period was $ 6.3 billion

24. n.15, p.90

25. 1Ibid,p.88
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and $ 41.6 billion respectively i.e. near about seven fold
increase.

. In the 1990s, the;e has been an upsurge in Japanese
imports of electronic goods from other East Asian countries,
such as telecommunication and sound equipment from Malaysia,
electronic micro circuits from the Republic of Korea and
~automatic data processing equipment from Singapore and
Taiwan. The trade between Japan and the East Asian
developing countries has significant trade imbalance. The
latter countries have become of growing importance as a
market for Japan now absorbing more than a third of all its
exports. Japan.enjoys a larger trade surplus with the East
Asian countries but it is liable to shrink because of more
joint ventures between the NIEs and the ASEAN and also
larger savings, investment and the FDI flows in the two
regions of East and South - East Asia.<2®

To a certain extent the increase in volume of trade
between the NIEs and the ASEAN can be contributed to factors
like environment consciousness in the NIEs, higher cost of
production, search for new markets, the NIEs businessmen
getting investment opportunities in the ASEAN and also

reduction of tariffs between the NIEs and the ASEAN. In

26. Ibid,p.87
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Table IV

PRIMARY COMMODITIES AND LABOUR-INTENSIVE AND RESOURCE-BASED EXPORTS
AS A SHARE OF TOTAL NON-OIL EXPORTS OF SELECTED
DEVELOPING COUNTRIES AND REGIONS, 1965-1994

First-tier Second-tier Latin America Brazil Mexico
NIEs NIEs (3 countries)®
(2 countries)®

Primary commodities®

1965 51.4 96.6 94.6 923 84.3

1975 18.4 87.5 81.6 74.0 64.8
1985 7.2 67.6 84.0 52.8 33.9
1994 6.1 31.4 69.5 43.9 13.1

Primary commodities® plus resource-based and low-skill labour-intensive goods®

1965 86.5 97.7 96.6 94.2 89.2
1975 69.4 93.2 87.7 83.4 _ 75.0
1985 47.6 82.9 89.6 64.1 447
1994 31.6 59.0 82.0 58.1 22.8
Source :

UN Trade and Investment Report 1996, p.116.
a) Republic of Korea and Taiwan Province of China.
b) Argentina,Chile and Colombia.

c) Excluding petroleum and including non-ferrous
metals (SITC 68).

d) Wood .and paper products : non-metallic mineral
products : textile and clothing (including

footwear) ; and toys and sports equipment.



this context, setting up of production units is the ASEAN
became the incentive aspect of investors in the NIEs and
also a dynamic investment profit nexus with high profits
have enhanced the capacity of firms to invest. In this
regard it would be beneficial to peep into the transfer of
27

technology aspect of trade between the two regions.

Transfer of Technology

With the boom in Asia-Pacific economies in the 1980's
off-shore trade and investment activity became an attractive
optién for all businessmen of NIEs who got dissatisfied with
the confines of local business. Industrial developing in
the NIEs is still mainly based on mature industries like
steel, ship building or consumer durables. Some NIEs
started producing microchips or computers, industries which
are labelled as high-tech. The important prerequisites
were government policy and technology transfer from abroad.
The high-tech development of the four NICs was partly
dependent on conventional modes of technology transfer 1like
the FDI or licensing.?8

In 1987 the UNCTC distinguished two types of technology

transfer - commercial and non-commercial. Commercial

27. 1Ibid, p.90

28. Manas Chatterjii ed. Technoloqy Transfer in the
Developing Countries, Hongkong, 1990, p.281.
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technology transfer comprise of foreign direct investment,
joint ventures, licensing, franchising, marketing contracts,
technical service contracts, turn key contracts and
international subcontracting. High tech‘ development in the
NIEs would not have occurred with exclusive reliance on
conventional modes of technology transfer. Non-commercial
technology transfer comprise of reverse engineering, reverse
brain drain and FDI in industrialised countries.?2?

Though companies from the four NIEs have successfully
entered joint ventures and licensing agreements. In case of
South Korea most of these agreements involved the jaebol
i.e, big conglomerates. Prominent cases were the joint
ventures between Lucky-Goldstar and AT & T and between
Samsung and Hewlett Packard, as well as, the subcontracting
agreement between IBM's South Korea subsidiary and 1local
component makers., To a larger extent, NICs have also
engaged in unconventional technology transfer and acted as
"clone" producers.

Taiwan's micro computer makers who started as backyard’
pirate producers are now making profits who were dependent

on reverse engineering. Also South Korean micro chip

. makers are especially known to have based some of their

29. 1Ibid, p.282.
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micro chip design on reverse engineering. In the context of
reverse brain-drain both Taiwan and Sinéapore in the early
1980's have set up science based industrial parks which
provided cheap facilities for potential entrepreneurs.
Another form of the FDI is the acquisition of entérprises
which are in financial trouble which turns out to be the
cheapest and most effective ways of high-technology

transfer.30

In South-East Asia, the increase in profitability,
improvement of the quality of the product and expansion of
production capacity were the three most important reasons
for acquiring new tecl.iology. For small companies regard
reduction of unit cost of production to be more important
than improvement of quality products. Also government
influences the adoption of new technologies by private
corporations by granting permits for introducing foreign
technologies.31

Most of the NIEs have resorted to transfer of

technology in the ASEAN because of the following factors:-

30. 1Ibid, p.283.

31. Ibid, p.310.
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In a move of symbolic significance, the U.S. government
"graduated" the four NIEs from the Generalized System
of Preferences (GSP) beginning in January 1989.

Both South Korea and Taiwan were strongly pressured to
revalue their currencies against the U.S. dollar to
reduce their export competitiveness and reduce their
trade surpluses with the U.S.

The rapid growth during the last decade in all the NIEs
has 1led tq the tightening labour market conditions
especially in Taiwan and Singapore and ipcreasing
labour costs. This has led to reallocation of the
labour intensive operations to lower wage countries
mainly the ASEAN countries.

The NIEs are involved in investing heavily in education
and training of skilled personal, as well as, more
32

active promotion of R&D.

So investments have been made in setting up industrial

units in the ASEAN and some of the examples are :-

Corporation Host Country Investment Project
ACER [Taiwan] The Philippines New production
plants in

electronics at Subic
Bay to strengthen
export capacity and
take advantage of

32.

UN Report on Transfer of Tecnology in Asia-Pacific 1992
New York, 1992, p.78.
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Subic Bay's
transportation

network.
Daewoo [ROK] Vietnam Ccar factories to tap
emerging local

markets and reduce
production corts.

Singapore Telecom Indonesia Establish telephone
[Singapore] networks, aims at
' becoming important
service provider in

these countries.33
In the ASEAN countries, the Philippines has not showed
up impressive development because the Philippines 1is still
attached to stringent tariff barriers to the FDI and also
political conditions in the Philippines have tended to
discourage sizeable investments ahd also joint-ventures.
There has been considerable increase in transfer of
technology through joint ventures and multinational

enterprises subsidiaries set up in the ASEAN. 34

The overall perspective of trade and technology
transfer looks rosy at this juncture but there are many
undercurrents also like high transaction costs and risks

inherent in investing or in collaborating with weak and

inexperienced local partners in developing countries. The

33. John H. Dunning ed. Multinational Enterprises, Economic
Structure and International competitiveness, New York,
1985, p.28,

34. 1Ibid, p.s84.
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stringent regulations on Intellectual Property Rights means
developing countries will have to pay heavily for transfer
of technology. Also in the ASEAN countries, issues like
ethnic and religious fundamentalism, may pose problems for
future development of these countries.3° In the larger
perspective, ASEAN Free Trade Area [AFTA] which was to
evolve till 2008 has now been rescheduled to be ready till
2003; which shows insecurity of the ASEAN nations 1in
economic aspect and their desire to tap this regional
economic dynamism to sustain their growth. Most
interestingly, the staﬁe may save transaction costs in the
economy by providing a focal point or consensus around which
decisions can be co-ordinated. For example, investments in
complementary projects may be made only at high transaction
costs when they are agreed upon through private bargaining.
In practical terms economic planning agency can provide
criteria or orientation against which countless individual
decisions by private and public officials can be tested and
hence given order and coherence which could otherwise only
be achieved by a much higher degree of centralisation.
Information costs can be reduced through appropriate

changes in the organisational structure of the bureaucracy

35. n.28, p.311.
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and society. Rent-seeking costs may also be reduced through

changes in the rules of political competition and the tools

of state intervention.3®

In case of Trade Related Intellectual Property Rights,
resources should be focussed on to the selected technologies
in both national laboratories and the R&D laboratories of
major companies and the projects should be supported through
both public and private funds.37 also MNCs, being major
producers of industrial products and among the most
important conduits for the transfer of modern technologies
from abroad, may provide sufficient feedback for development
in the subsidiary industries in the less-developed

countries.38

36. Ha-Joon Chang, The Political FEconomy of Industrial
Policy, London, 1996, p.53.

37. Roy Rothwell and Walter Zegveld, Reindustrialization
and Technology, Somerset, 1985, p.170.

38. Sanjaya Lall, Multinationals, Technology and Exports,
New York, 1985, p.114.
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Table v

(Percentage of total non-oil exports)

COMMODITY STRUCTURE OF EXPORTS FROM SECOND-TIER NIEs, 1965-1994

Indonesia Malaysia Thailand
Commodity group 1967 1975 1985 1994 1965 1975 1985 1994 1965 1975 1985 1994
Group | 96.7 958 759 420 948 810 636 236 98.0 857 633 28.7
Food 27.0 227 14.6 11.7 6.9 7.7 6.1 3.6 552 640 474 227
Other primary commodities 58.7 731 61.3 303 87.9 73.3 575 20.0 428 217 15.9 6.0
Group 11 0.2 0.4 16.4 43.6 1.5 5.6 7.0 12.0 1.6 11.1 225 27.1
Wood and paper products 0.0 0.1 10.0 173 0.7 2.6 1.5 4.1 01 1.3 1.3 1.1
Textiles, clothing, footwear 0.2 0.3 6.1 247 0.5 2.7 4.5 6.2 0.5 6.6 16.7 20.4
Non-metallic mineral products 0.0 0.0 0.4 1.0 0.3 0.3 0.5 1.1 1.0 3.2 4.2 4.0
Toys and sports equipment 0.0 0.0 0.0 0.6 0.0 0.0 0.4 0.7 0.0 0.0 0.3 1.6
Group Il 0.1 0.3 0.4 3.0 0.3 0.8 2.2 3.0 0.1 0.8 1.7 3.3
Iron and steel 0.0 0.0 0.3 1.0 0.1 0.2 0.5 0.8 0.0 0.3 1.0 0.7
Fabricated metal products 0.1 0.2 0.0 1.1 0.2 0.4 0.5 1.1 0.1 0.5 0.6 1.5
Ships and boats 0.0 0.1 0.0 0.2 0.0 0.1 1.2 0.6 0.0 0.0 0.0 0.2
Other” 0.0 0.0 0.0 0.7 0.0 0.1 0.1 0.5 0.0 0.0 0.1 0.9
Group IV 2.5 1.4 1.0 3.9 2.3 57 20.7 298 0.1 1.6 9.6 207
Rubber and plastic products 0.0 0.0 0.1 0.9 0.5 0.7 0.6 1.3 0.0 0.4 1.3 2.8
Non-electrical machinery 2.5 0.8 0.2 0.6 0.7 1.6 2.1 3.6 0.0 0.2 1.8 3.7
Electrical machinery 0.0 0.6 0.8 2.1 0.2 3.1 179 245 0.1 1.0 6.3 127
Road motor vehicles 0.0 0.0 0.0 0.4 1.0 0.4 0.2 0.4 0.0 0.0 0.2 1.5
Group V 0.5 2.1 6.3 7.5 1.2 6.9 6.5 316 0.1 0.9 3.0 202
Chemicals and pharmaceuticals 0.5 1.4 59 3.2 1.1 1.0 1.6 31 0.1 0.6 1.4 3.0
Computer and office equipment 0.0 0.0 0.0 0.9 0.0 0.9 0.2 100 0.0 0.0 0.8 9.5
Communication equipment?® 0.0 0.1 0.0 2.5 0.0 0.6 3.3 138 0.0 0.1 0.1 4.2
Other® 0.0 0.6 0.4 0.9 01 4.4 1.4 4.7 0.0 0.2 0.7 3.5
Source UN Trade and Investment Report 1996, p.119
a) Transport equipment other than road motor
vehicles, ships and aircraft; and sanitary and
plumbing products.
b) Telecommunications and sound recording and
reproducing apparatus and equipment ; and
semiconductors.
c) Aircraft and associated equipment ; and scientific

instruments; including watches and photo
equipment.



Table VI COMMODITY STRUCTURE OF EXPORTS FROM FIRST-TIER NIEs, 1965-1994

(Percentage of total non-oil exports)

Republic of Korea Taiwan Province of China Singapore Hong Kong
Commodity group 1965 1975 1985 1994 1965 1975 1985 1994 1965 1975 1985 1994 1965 1975 1985 1994
Group | 428 177 589 53 60.0 190 86 70 61.1 369 233 86 75 32 40 50
Food 17.5 141 4.4 2.8 53.0 16.6 6.2 4.0 212 118 7.6 48 4.7 1.9 2.1 2.9
Other primary commeodities 253 36 1.5 25 70 24 24 30 399 251 157 38 28 13 19 21
Group 1l 43.8 533 363 252 26.3 48.7 44.4 257 126 124 106 6.1 744 630 564 484
Wood & paper procucts 11.1 56 07 11 73 52 29 17 1.3 341 2.4 1.0 05 03 08 15
Textiles, cloth., footwear 309 439 32.1 227 158 389 326 194 9.1 78 65 4.0 642 604 467 448
Non-metallic mineral croducts 1.7 23 12 07 2.6 1.1 2.3 1.2 19 11 0.9 0.7 09 038 05 0.7
Toys and sports eguicment 0.1 15 23 0.7 0.6 3.5 66 34 0.3 0.4 0.8 0.4 8.8 7.5 8. 1.4
Group Il 9.1 11.0 308 14.7 42 6.1 111 96 54 86 48 38 7.7 44 36 27
Iron and sieel 77 49 64 54 26 19 21 1.9 23 26 14 09 09 0.1 0.1 0.2
Fabricated metal procucts 13 26 52 28 12 27 54" 61 25 20 1.7 1.3 36 29 25 23
Ships and boats 0.0 3.0 179 5.6 0.0 0.4 0.6 0.5 0.1 3.8 1.4 1.1 0.5 0.3 0.1 0.0
Other? 0.1 06 1.3 1.0 0.4 1A 3.0 1.0 0.5 0.2 0.3 0.6 2.6 1.2 0.9 0.2
Group IV 30 109 134 353 3.1 1.7 190 29.2 13.7 248 294 327 4.7 95 129 182
Rubber and plastic orcducts 0.7 3.7 20 2.2 0.3 341 4.1 3.9 0.8 0.6 0.8 1.1 1.0 2.8 2.3 1.8
Non-electrical macrinery 15 07 20 57 14 28 45 82 - 46 86 86 75 06 06 16 33
Electrical machinery 03 64 72 208 14 51 9.1 151 1.8 132 19.0 234 3.1 6.1 9.0 131
Road motor vehicles 06 0.1 22 66 00 07 13 20 65 24 1.0 0.7 00 00 Q0 00
Group V 14 - 72 135 195 64 144 170 285 74 174 319 487 58 139 231 258
Chemicals and phammaceuticals 0.2 1.6 3.6 71 49 2.0 2.9 6.1 5.7 6.0 8.7 6.9 1.3 0.9 1.1 4.0
Computer and office equipment 00 10 21 40 00 16 45 135 08 26 93 276 0.0 1.7 57 71
Communication equipment? 0.9 30 57 67 1.3 9.0 7.7 66 0.5 49 86 104 3.6 7.0 69 45
Other® 03. 1.7 2.1 1.7 0.1 1.8 1.9 23 0.9 4.0 53 3.8 0.9 4.3 94 102

Socurce : UN Trade & Development Report 1996, p.118
a) Transport equipment other than road motor
vehicles, ships and aircraft;and sanitary and
plumbing products.

b) Telecommunications and sound recording and
reproducing apparatus and equipment; and
semiconductors.

c) Aircraft and associated equipment;and secientific

instruments, including watches and photo
equipment.



Table VIT

GROSS NATIONAL SAVINGS, GROSS DOMESTIC INVESTMENT AND EXPORTS IN THE ASIAN NIEs, 1951-1994

(Percentage of GDP)

Republic Taiwan Hong Kong Singapore Indonesia Malaysia Thailand

of Korea Province of China

Savings Investment Expors  Savings Invesiment Exports  Sawvings Investment Savings Investment Savrhgs Investment Exports  Savings Investment Exports  Savings Investment Exports

Penoa

1951-1960 33 10.0 20 9.8 16.3 9.6 9.2 9.1 . 11.48 . 9.2% 1367 232% 1537 514 153 13.5 18.3
1661-197% 13.7 20.0 9.1 19.7 219 20.4 206 20.6 14.9 223 4.9 10.4 9.7 2155 199 42.3 19.9 215 16.2
1971-1880 22.0 28.0 27.6 31.9 30.5 46.4 28.3 26.7 28.9 41.2 24.6 227 23.6 26.2 26.3 46.4 22.4 26.2 20.0
1981-19%0 30.4 30.7 35.4 32.9 21.9 53.5 34.0 24.8 421 42.1 25.1 28.3 24.6 27.4 30.7 60.1 26.2 30.7 26.8
1991-19¢2 347 37.1 28.6 27.4 23.2 46.1 34.0 276 48.9 36.3 26.9 29.7 27.0 30.0 36.1 82.7 33.7 40.5 36.9

Source: UNCTAD secretariat calculations, based on national and international sources; and J. Riedel. “Economic Development in East Asia: Doing What Comes Naturaily?®, in H. Hughes (ed.).
Acrieving Industrialization in East Asia (Cambridge University Press, 1988), tabie 1.5.
Note: Exccrts include services.
a %25 only.
b !~cicing Singapore, which became independentin 1965,
o H32-1970.



CHAPTER = IV

IMPLICATIONS OF THE ECONOMIC POLICIES ON THE
POLITIC8B OF THE REGION.

Economic policy and related issues

In the past, states sought territory, but in the
contemporary world they seek the ability to create wealth
and for that to adopt certain policy perspectives, and
extensive planning at both macro and micro levels is
required. In a world economy cleft politically by sovereign
states and separated culturally by ethnicity and religion, a
coherent economy policy adapting itself to changing times is
most sought after. Economic policy formulation is based on
the form of development choices the government chooses and
how much effectively it implements them.l

Economic planning may be described as a deliberate
governmental attempt to co ordinate economic decision making
over the long run and to influence, direct and in some cases
even contrbl the level and growth of a nation's principal
economic variébles {income, consumption, employment,
investment, saving, imports, exports etc.] in order to
achieve a predetermined set of development objectives, the

government then sets various targets and finally organizes a

1. Mer;lee Grindle and Thomas John, Public Choices and
Policy Change, Baltimore, 1991, p.28
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framework for implementing co ordinating and monitoring a

development plan.2

In the context of such an institutional setting, one
can identify two principal components of development
planning in mixed economies :-

1) The government's deliberate utilization of domestic
saving and foreign finance to carry out public investment
projects and to mobilize and channel scarce resource into
areas that can be expected to make the greatest
coﬁtribution toward the realization of long term economic
objectives (e.g. the construction of failways, schools,
hydroelectric projects and other components of "economic
infrastructure", as well as, the creation of import
substituting industries).

2) Governmental economic policy (e.g. taxation, industrial
licensing, the setting of tariffs and the manipulation of
quotas, wages, interest rates and prices] to stimulate,
direct and in some cases even control private economic
activity in order to ensure a harmonious relationship
between the desires of private businessmen and the social

objectives of the centr.l government.3

2. Michael P. Todaro, Economic Development in the Third
World, Hyderabad, 1993, p.504

3. Ibid, p.506
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The economic successes of both the ASEAN and the NIES
have been contributed by
1) the neoclassical economist's prescriptions for limiting
government intervention in the market and "getting" the
prices right;

2) sector or industry specific state intervention;
3) non-state institutions.?

It is impossible to explain the NICs rapid and
impressive industrialisation without considering the ways in
which state officials have gone beyond neo-classical
prescriptions such as free trade regimes and realistic
exchange rates to adopt sector-specific measures. 1In so
doing, they have often reconciled the interests of diverée
economic agents with the broader needs of national economic
growth.5 To a greater extent the frequent absence of such
examples of government intervention in the ASEAN- four,
helps to account for their relatively inferior performance
compared to the NIEs.

State sponsored measures alone do not constitute a
major aspect of developmental success. Sectoral studies

suggest that the NIEs successes are often a function of

4. Monochehr Dorraj ed. The Changing Political Economy of
the Third World, London, 1995, p. 146

5. Ibid, p. 147.
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states responding to learning from and strengthening private
sector interests and institutions such as business groups
and business associations. Such institutions have begun to
make important contributions to economic growth and
diversification in the ASEAN-4,

The NIEs have succeeded by choosing a neutral or
outward looking policy regime (one not biased in favour of
import substitution), and by limiting the role of public
enterprises. Entrepreneurs were thus freed to innovate, to
pursue their natural comparative advantage and to follow the
dictates of the market, not the whims of policy makers nor
their politically generated prices. This pattern of limited
government intervention in the market, coupled with cheap
labour and an open economy, have guaranteed the private
sector stability and predicﬁability, the means to achieve
competitiveness on a global scale and access to the
international market, so that the entrepreneurs could

actually discover areas where they have a comparative
advantage.6

The NIEs have used structured capital accumulation

which means, that the state helps to

6. Ibid, p.146
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1) create an entrepreneurial class,
2) identify critical economic areas for investment,
3) expose the 1industrialists to the pressures of
international competition, and
4) supply 1local entrepreneurs with advice and
occassionally strategically applied help.7

After the second world war, the NIEs needed security
from metropolitan powers and it is saia, that none of the
NICs would have come into existence if the political and
security policies of metropolitan powers, the United States
in the case of Taiwan and Korea, Britain in the case of
Singapore and Hongkong had been different. If the Asian
NICs project was begun by the metropolitan powers, it was
also sustained by them, the United States in the 1950's
giving more civil and military aid to Korea and to Taiwan
than to Singapore and Hongkong.8 The NICs benefitted from
market access, patents, technology and capital and booming
world trade and the small size of their economies as

compared to the economy of the United States led to an

7. Gunpar K. Sletmo and Gavin Boyd [ed.] Industrial
Policies in the Pacific, Oxford, 1994, p.153

8. Ibid, p.160
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almost complete lack of complaint about the less than free

NIC practices.9

After the war under the guidance of the U.S. advisors,
both Taiwan and South Korea, implemented thorough going land
reform in the earely 1950's, thus eliminating the
conservative land-holding elite that might have been a
hindrance to the implementation of policies favouring
industry.10 The United States also pfovided these two
countries with high levels of economic assistance after
independence-levels that allowed the governments to
subsidise industrialisation and consumption while at the
same time investing in physical and human capital without
resource to international indebtedness. Later, though the
U.S. manipulation of disbursement and stated intention to
with draw the financial support over time aid provided, the
United States with leveraée to press for reforms and to
provide incentives for the two countries to move towards
export promotion.11

Taiwan and Korea reaped at large the economic benefits

of land reforms. The political consequences of land reform

9. Helen Hughes[ed.] Achieving Industrialization in East
Asia, New York, 1988, p.39

10. n.4, p.153

11. Ibid, p.153.
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were no less significant than the economic effects. Land
reforms reduced the influence of potentially anti-industrial
rural elites. The reforms secured a support base for both
regimes in the countryside, pre-empting the possibility of
rural based revolutionary movements seen in China, the
Philippines and Vietnam. The reforms were accompanied by
new organisational mechanisms such as Taiwan's rice-
festiliser barter system which expanded the state's
resources by tapping into the surpluses g;nerated by rising
rural productivity and output.12
Taiwan

Taiwan exhibits a fundamental political continuity over
the entire post-war period. The Kuomintang [KMT] underwent a
gradual change in economic orientation over the fifties
under the combined influence of reform minded planners such
as K.Y.Yin and American advisers. The KMT initially retained
control of virtually all assets in the modern sector
creating resentment among the Taiwanese. Over time, the KMT
has successfully recruited Taiwanese into the party and
bureaucracy but the country's centralised, one party
political structure has remained intact and helps explain

the ability of the KMT to sustain growth oriented policies.

12. n.12, p.262
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American aid supported a series of economic reforms that
reflected the painful political lessons, the KMT had drawn
from its experiences on the main land. Though t£ere was
spiralling inflation in the early years but prices gradually
stabilising by 1954. A series of innovative financial
reforms was initiated beginning in 1950, including real
interest rates for depositors. In 1953 an Economic
Stabilisation Board [ESB] was formed, chaired by Governor
and later by th Premier with committees to deal with
different development issues. A National Association of
Industry and Commerce provided a channel for communicating
government decisions to business. Even though U.S. aid was
withdrawn later but the KMT maintained relatively harmonious
relations with American aid personnel and experts.13

The economic ideology of the KMT,based on Sun Yatsen's
"Three Principles of the People" combined, private ownership
of the productive machinery, government intervention and
control of productive assets. Over the fifties significant
policy debates céntred on the proper extent of the state's

role in the economy and even on the priority that should be

13. n.9, p.274
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given to the island's economic development given the
government's stated goal of recapturing the mainland. 14

The wider-ranging 19-Point Programme, formally adopted
in January 1960, incorporated a number of American and
Chinese proposals, committing the government.to encourage
savings and investment, to remove controls and hidden
subsidies, to strengthen tax administration, to improve the
budget system, to develop money and capital markets to
establish a unitary exchange rate and to encourage exports.
The government created the Council of International Economic
Co-operation and Development which centralised previously
dispersed planning activities.1®

Taiwan's domestic political system also faced new
pressures over the seventies with the growth of tang-wai or
non-party politicians but KMT was better placed to engineer
political adjustments. The government in Taiwan continues to
avoid promoting industrial éonglomerates instead promotes
dynamic and profitable firms like Kennex and Acer that have
impressive world market shares in their well-delimited
product ranges. The Taiwanese industrialists are carving out

international niches in small-scale, skill intensive

14. 1Ibid, p.276

15. 1Ibid, p.277
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production such as automobile components, speciality steel,
customer-designed electronics and machine tools with a
t.16

perfect support base from the governmen

South Korea

In case of the Republic of Korea, the left acted
guickly to prociaim the aim of a People's Republic after
the defeat of the Japanese but the American government
sought to assemble a moderate centralist coalition inpart
through urging and support land reforms. Peasants uprisings
in 1947 were suppressed and leftist unions replaced by
unions with close links to the government.17

Inspite of impositions by the Amefican, Syngman Rhee
was able to maintain a significant degree of executive
autonomy, aided by extensive resources in the hands of
bureaucracy. The Korean war gave Rhee a repreive from
growing domestic political opposition weakened the left and
thus allowed him to consolidate his political hold. Rhee
manipulated the opinion of its Liberal Party in favour of
the American aid programme and large scale purchases of won
(Korean currency] at official rate by resident U.S. forces

constituted a major incentive to maintain an overvalued

16. 1Ibid, p.280

17. B.Cumings -The Origins of the Korean war: Liberation
and the Emergence of Separate Regimes 1945-1947,
Princeton, 1981, p.15-16
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exchange rate. Aid and control over import licenses gave
Rhee an instrument in secqring the loyalty of the army,
bureaucracy and favoured firms. Pre occupied with domestic
political issues, Rhee consistently ignored efforts within
his own bureaucrécy to give greater coherence to policy but
visible corruption of the regime finally forced Rhee's
resignation. The'gradual disintegration of the second
Republic left a vacuum into which the military stepped
unopposed.18

The military rule undertook certain institutional
changes which strengthened the state. Firstly, a range of
new instruments of economic control and planning were
developed, including the creation of an Economic Planning
Board that combined planning and banking sector was
nationalised. Secondly, despite the return to democracy in
1964,the government had become more politically centralised,
as well as, insulated. Decision making was centered in
executive and the organisation of agricultural co operatives
and labour unions was centralised. All factions of the
military saw economic growth as a primary task with the
political problem of high levels of urban unemployment,

General Park Chung Hee even justified the coup on economic

18. n.9, p.268.
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ground and later on, P.rk was forced to stake his political
legitimacy on improving economic performance. The final
economic reforms came in 1964 after the elections which
returned Park to the presidency as a civilian. Key measures
taken were origin of Economic Planning Board, sizeable
devaluation and consistent policies promoting exports but
had a distinctly political foundation.19

A complicated system of incentives and supports were
initiated to stimulated a ffee-trade system for those firms
wiliing to exports, while mechanisms, such as generous
wastage allowances provided additional pay offs. Park
chaired meetings between business organisations and
governmert to sort out bureaucratic-red tapism and coherence
in developmental strategy. Fipancial scandals in early
eighties put a belief that largé amounts of money was
siphoned to the ruling party's political activities. 20

With the change in economic conditions like increasing
protectionism, competition from other NICs and developing

countries, the presumed disadvantages of light manufacturing

led to Heavy and Chemical Industry Development Plan of 1973.

19. Ibid, p.269-270

20. n.7, p.158
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But this plan led to economic imbalances leading to
increase in labour conflicts and thus new labour legislation

was enacted in December 1980 which led to decline in labour

Union membership. 21

The Chun Doo Hwan regime was accompanied by a turn in
economic policy back toward a more balanced course with
efforts to liberalise economic management on a number of
fronts. These included trade liberalisation, liberalisation
of foreign investment, the restructuring of the heavy and
Chemical industries and the return of the banking sector to
private hands. Though there is a trend toward the
liberalisation of economic management , the actual pace of
reform had been shaped by political and bureaucratic

conflict and was more gradual than policy pronouncements. 22

Singapore

Singapore's traumatic separation from Malaysia in 1965
pushed it into staggering problems of redefining its
previously intimate commercial, financial and manufacturing
connections with the Malaysian Federation. Prime Minister
Lee Kuan Yew who gave vigorous leadership to Singapore,
challenged his nation to build a "rugged and robust"

society. Lee equated economic success with political

21. n.9, p.272

22. Ibid, p.273
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survival and established active policies of economic
divérsification and industrialisation. Singapore was
suffering from the results of rapid population growth and
very high unemployment rate of around 10 percent in 1960's.
Singapore had neither the resources nor the area of the
other states and embarked on a campaign of zero-population
growth to complement its other development policies.23

The Singapore government's investment in public housing
was only a facet of a broad based strategy to transform the
economy and promote national security. This strategy was to
encourage export-oriented industries and to rely on
economic growth to meet the equity considerations with key
government support of basic social service such as housing,
health, population control and education. Wide array of
incentives regarding foreign investment in refining,
textiles and electronics induced 451 foreign firms to invest
by 1970 which increased manufacturing output, employment and
national income.?2%

The shrewd political judgement of Lee Kuan Yew and the

tight party discipline of the People's Action Party [PAP]

23. Ronald D. Palmer and Thomas J.Reckford - Building
ASEAN :20 years of South East Asian Cooperation,
Washington D.C, 1987, p.6

24. 1Ibid. p.7
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led to Singapore's political support to economic policies.25

Though individual capitalist class in Singapore has exerted
very tacit influence on the PAP government but the fact is
that the PAP has relied primarily on public enterprises and
foreign investment. The Singapore model also combines the
public and private sector and from the inception of
multinational led growth, a close hetwork of international
executives and public sector employees, primarily in EDB and
Ministry of Finance and also in the Natjional Wages Council
has co operatively developed the island's economny. 26

The government enhanced the investment climaﬁe through
the provision of fiscal incentives, including tax holidays,
accelerated depreciation for capital expenditures and
concessionary tax rates on profits accruing from the export
of manufactured products. The government continued to rely
on similar fiscal and financial incentives throughout the
1970's and 1980's to stimulate economic growth. A wish to
advance into high-technology and capital intensive
industries and the introduction of automation and more
effective mechanisation into existing production methods
prompted the establishment of new industries, such as petro-

. chemicals, aerospace, bio technology and information

25. n.9, p.322

26. Ibid, p. 323
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technology throughout the 1980's?’ In the early 1992, ASEAN
decided to establish an ASEAN Free Tr;de Area with in 15
yearszs[subsequently reduced to 10 years], and on this
issue Singapore acted as a catalyst so as to reduce its
difficulties through economic expansion over seas.
Hongkong

Hongkong became a colony of the British in 1841
because of its magnificent harbour and after the Second
World war the Britishers restored the public services and
traditional colonial pattern was re-established in May
1946.22 The Governor promised a greater measure a self-
government and after inviting suggestions from the public,
proposed that an elected Municipal Csuncil with wide powers
over local affairs in the urban area. Until 1985, there was
no move towards democatic government instead the number of
appointed unofficial members on the Legistative council was
increased from eight in 1951 to 30 in 1984. 1In 1985, the

composition of Legislative Council was substantially changed

27. Yugn Ng Chee and Sudo Sueo, Development Trends in the
Asia-Pacific, ISEAS, Singapore, 1991. p.216

28. Decision taken in the Singapore summit meeting of ASEAN
in 1992, Source:- Chia Siow Yue, " Foreign Direct
Investment in ASEAN Economies, Asian Development
Review, Volume 11, Number 1, 1993, p.99

29. Keith Hopkins [ed.] Hong Kong : The Industrial Colony,
London, 1971, p.339.

75



to include 24 directly elected members 30, 1n 1990, Basic
law was promulgated which stated that the 1997 Legislative
Council must consist of 30 members elected by functional
constituencies and 10 by an electoral college. Hongkong's
economic growth has been exceptionally high from 1950's to
1990's though it was effected by the o0il crisis of 1973-74
but the average annual rate of growth was still impressive.
Hongkong has evolved itself into a service post industrial
economy. Banking, trade of all kinds and tourism are now
particularly significant in Hongkong and economic policy has
adjusted to these realities. 31

Hongkong had eased its.immigration policy to adjust to
the requirements of its industry for labour. For more than
forty years, the government has maintained reasonable
stability of political institutions and has supported a
market regime, that allowed for great flexibility of
resource use and provided strong incentives to wealth
acquisition in the form of tax concessions. Further more,

the expansive domestic policies of the Ronald Reagan

administration in the U.S., combined with a policy of

30. Colin Bradford and W.H. Branson [ed.], Trade and
Structural Change in Pacific Asia, Chicago, 1987, p.187

31.Hongkong Economic Profile, Number 205 , Research
Department Hongkong Trade Development Council,
Hongkong, November 96. p.2
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linking the Hohgkong and American dollars provided very
favourable opportunities for Hongkong exporters. 32

One aspect of the growing role of the government in the
economy is that its rising involvement is a reflection of
the policy of being willing £o borrow. Hongkong's
prosperity was based earlier on the development of labour
intensive manufactures especially textiles. Since 1980's,
this pattern has changed partly because Hongkong's costs
became too high for many of its established industries.
Many economic experts predict Hongkong to be the world's
richest city. this skepticism is because of firstly, the
skill of Hongkong entrepreneurs in shifting their industries
to low cost location. Secondly, the development of links
with China, partly owing to political change. Hongkong has
become a centre for other economies also relocating and
developing businesses in China and Taiwan.33

After 1997 transfer of Hongkong to China, Hongkong is
to become a Special Administrative Region (SAR) of China.

In the Sino-British Joint Declaration of 1984, China

undertook not to interfere in Hongkong's affairs after 1997,

32. Edwqrd K.Y.Chen,"Foreign direct Investment in East Asia
"Aslan Development Review, Volume 11, Number 1, 1993,
p.26

33. 1Ibid, p.26
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apart from the aréas of defence and foreign policy, and if
this happens so, then Hongkong will emerge as one of dynamic
economies of the region.3%
ASEAN

The importance of political factors in influencing the
economic performance of various countries is so obvious in
the post was period that the ASEAN is not an exception to it
either. With Indonesia's amazingly rapid turn around after
1967 from an abysmal record of economic and administrative
deterioration under Sukarno in the early 1960's, towards the
steady growth in Suharto era.3° In the Philippines,
conversely the economic decline of the early 1980's revealed
that even an autocrat like President Marcos, backed by
competent technocrats, experienced businessmen and lavish
loans from foreign bankers, cannot keep economic growth
plans on track if the political circumstances adversely
affect their implementation. The ASEAN states in their early
development met the socio-political requisites for economic

policy.36 There are various factors for effective

implementation of policy issues :-

34. n.28, p.340

35. Andrew, Mac Intyre- Business and Politics in Indonesia,
London, 1991, p.3

36. n.9, p.308
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1) An autonomous state agency must have the technocratic
capacity to formulate policy goals and guide private.
actors toward a common end.

2) There must be capital and capitalists available to
mobilise. South Korea's chaebol is an example.

3) The pattern of state- society linkages in the business
sector must produce an embedded state capacity, an
ability to direct development co operatively.37
The ASEAN economies have experienced rapid industrial

growth over the past several decades and their primary

thrust was to transform themselves from primarily

agricultural economies into industfial giants. In the 1950's

and 1960's highly protected imporf—substituting investment

[ISI] was prominent throughout the region. From 1950 to the

early 1970's, the Philippines stressed import substitution

which led to rapid early expansion of production. Up
through the late 1960's, Malaysia focussed primarily on

expanding locally made consumer goods. Into the early
1970's, Thalland emphaslsed rfood processlng, consumer goods

and construction materials within an ISI frame work.
Indonesia in effect insured stagnation of manufacturing

through its strict ISI regime of the 1950's and 1960's S8

37. 1Ibid, p.172-173

38. Ibid. p.172-173
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Foreign investment was sought as viable component of
manufacturing but extensive reliance on foreign forms
conflicted with the rising nationalist climate in some
states during the 1960's and 1970's. In every ASEAN member,
there were éublic expressions of hostility toward foreign
investment, ranging from student riots in Indonesia and
Thailand to public debates in Malaysia and the Philippines.
In the anti-foreign climate of the 1970's, the low
industrial development of the ASEAN economies made the few
foreign firms more prominent and national elites were unsure
of their abilities to control them.3°

The Indonesian nationaliéation of the 1950's
established military in the ecénomy, a role that was to
expand. Thailand's developmental push of the late 1950's
was led by state firms. 1In Malaysia and the Philippines
industry was over whelmingly foreign owned in the 1950's
but the state took a leading role in the 1970's through very
different paths. Malaysian interests brought out selected
foreign sectors, particularly tin and rubber and forced
partnerships with state controlled holding companies. The
Marcos government in the Philippines used state control of

finance and "crony capitalists" to obtain controlling

39. 1Ibid, p. 173
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positions in major industrial conglomerates. Controls acted
to close sectors that were increasingly occupied by state
firms.40

Indonesia's economic policy making was severely
constrained by the vested political interests within the.
government. The power of the technocrats t implement
policies which conflicted with the interests of military
associated firms.remained very limited.41 Major economnic
institutions such as the national o0il company. Pertamina
and the rice trading agency, Bulog were managed by army
officers who used them to siphon off funds for patronage.42

The large percentage of capital in all the ASEAN-4
countries is Chinese and this led to overt restrictions in
Thailand and Indonesia, what were in essence quotas in
Malaysia after 1969 and restrictions on citizenship in the
Philippines that were aimed at curtailing the Chinese
economic role. Relations between the governments and

national private entrepreneurs were everywhere tense.

Personalistic means of control were common, whether "Ali-

'40. Ibid, p.174
41. n.9, p.314.

42. n.7,p.174
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Baba" in Malaysia, military board members in Thailand or
military-Chinese " partnerships" in Indonesia.43
The combination of state intervention, foreign firms

and weak domestic capital resulted in what has been called

"Ersatz capitalism" 44 lacking domestic technology but

relying on foreign firms for it. The environment of the
1960's and 1970's prevented a focussed industrial policy due
to weak bureaucratic capabilities, inadequate capital
resources and fragmented state-social linkages.45

In Malaysia and Indonesia, programmes were designed to
foster the development of "indigenous" business. Malaysia's
New Economic Policy [NEP)] after 1971 channelled vast
resources into the building of a "bhumiputra" (Malay)
business class through educational and state preferences.
In the 1970's the number of Malay professionals and managers

more than doubled. Substantially increasing their share in

these occupations relative to other races.%®

43. 1Ibid, p. 175

44, Ersatz capitalism means flight of foreign technology
which in inferior than the original through foreign
firms to the host country. Kunio Yoshihara, The Rise of
Ersatz Capitalism in South Fast Asia, Singapore, 1988,

p-4.

45 Ibid, p.5

46. n.7, p.177.
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Indonesia in the early 1970's also initiated a
"pribhumi" policy which included many non-Chinese business
operators in pervasive clientlist networks. Although the
ethnic basis of distinction was de-emphasised during the
1980's in favour of all "weak" national business interests.
In 1980's many domestic entrepreneurs including military
officers and bureaucrats along with ethnic Chinese formed
large joint ventures which were called "Cukong" system.47

In the 19570's Thai technocrats, based on World Bank
recommendations, proposed that Thailand's attempt to emulate
the developmental successes of countries such as South Korea -
and Singapore. The concept was introduced by the Social
Action Party [SAP] and supported by banking interests behind
the SAP but was opposed by Chart Thai Party. President
Marcos "Crony capitalist" structures in the Philippines had
more severe problems. Centered in agricultural monopolies,
they were so shot with corruption that they provoked to the
regime in the business circles of Makati toward the end of
Marcos rule.?48

Malaysia's relative shortage of technically trained

Malays caused emphaéis on their training and combination of

technical and political skills, especially in such new

47. Ibid, p.177.

48. 1Ibid, p.178.
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agencies as the Prime Miniéter's office.%? 1In Thailand, the
traditionally strong bureaucracy primarily the domain of
generalists, was infused with a large cohort of mostly
foreign trained technical personnel. In the mid-1970's one
third of the highest grade in the bureaucracy and one-fifth
of the next grade had foreign training, much of it sponsored
by the United States Agency for International
Development.50 In the Philippines, the Marcos
administration, especially after the declaration of martial
law, boosted the numuer of technocrats in government
economic agencies.51

Only in the Philippines did the regime of the 1990s
resemble that of the 1960s despite considerable rotation
among individuals through the Marcos and Aquino years. In
Malaysia and Thailand, the state emerged with greater
capacity to effect change while in Indonesia hard

authoritarianism has limited state capacity.52

49. James Jesudason, Ethnicity and the Economy : The State,
Chinese Business and Multinationals in Malaysia,
London, 1989, p.56.

. 50. Frederic Deyo ed. The Political Economy of the New
Asian Industrialism, Ithaca, 1987,p.28

51. n.7,p.179

52. Ibid,p.180
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In the current scenario the political chaos and.
economic .4dnstability had deprived the Philippines of the
economic boom that the other ASEAN nations experienced. In
early 1980s, a series of sectors were identified for
industrial projects but the plan was dropped without
implementation. Under the General Ramos government certain
guidelines has been given to domestic industries and
entrance of foreign firms and the results to an extent
satisfactory. In Indonesia and in some cases in Thailand
and Malaysia, decisions continue to be personalistic but the
role of state as a sheet anchor has evolved an economic
growth which is hoped to be sustained in future also.

One very pertinent question arises that why the growth
ra. as of the ASEAN-Four is generally, higher since the
inception of the ASEAN. 1In fact ASEAN-Four and the NICs
were fortunate in their timing in the 1960s-70s. Various
circumstances combined to favour them in the crucial early
stages of industrialisation, helping to get the momentum of
growth started, particularly the "pull" effects of Japan's
rapid growth and the great outflow of Japanese capital that
followed after 1970. The stimulus given by United states
off-shore purchases during the Vietnam war also gave an

important boost to Thailand and Singapore. The o0il boom

85



gave a major fillip to Indonesia and Malaysia.53 In

addition, access to world markets was not the problem
because of the dialogue partners of the ASEAN. The ASEAN
Four have not achieved the phenomenonally high growth rates

of the NICs because of certain factors like:-

a) size and degree of urbanization,
b) Legacies of colonial rule,
c) The ambivalence towards foreign capital and the

economic nationalism associated with those legacies
have at time posed difficulties for governments and

constraints upon them, varying in intensity from one to

another.
d) The dominant position of Chinese businessmen.
e) Domestic capital Formation. 24

The ASEAN-Four do not resemble the NICs in respect of
being either "insulated developmentalist states" or of being
backed by cohesive '"growth coalitions" in their upper
classes. Economic nationalism and its ideological 1legacies
have constituted far more significant political constraint

upon governments in the ASEAN-Four than in the NIEs.>®

53. n.4, p.163
54. n.9,p.297
55, John Brohman, Popular Development : Rethinking the

Theory and Practice of Development, Cambridge,
1994,p.98.
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The anti-Chiness sentiments have also decelerated
growth in ASEAN-Four and now both Thailand and the
Philippines are getting over it. Certain vested interests
are highly dependent over monopolies, monopsony, protection
or other forms of disguised subsidy which are strong enough
to obstruct efforts to achieve administrative or political
reform. Deeply entrenched elites have a particularly
stubborn capacity to resist changes in status quo and the
same has happened in case of the Philippines.56

In Thailand, a relatively strong urban middle class has
been emerging over the last thirty years, converting the
Thai aristocracy, bureaucracy, salaried and professional
classes and the Sino-Thai commercial and industrial
bourgeoisie into the relatively homogeneous whole. In
Malaysia the éthnic line of distinction is much sharper and
its political manifestation are much more problematic.57

In the contemporary sit;ation, all the governments of
the NIEs and the ASEAN are giving thoughts to democracy and
with the end of the Vietnam War and the Cambodian crisis

peace prevails in the region. But it has to an extent

stagnated the ASEAN growth and thus in 1990s many

56. n.4,p.169

57. n.7,p.184
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alternatives like Asia-Pacific Economic Cooperation [APEC]
and the formation of AFTA has become necessary so as to
sustain the ASEAN rate of growth. with the NIEs seeking
greener pastures of Indo-China for investment, the ASEAN
have to evolve better policy framework and give tax holidays

to FDI.
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CHAPTER = V

CONCLUSION

In the 1980's the ASEAN's economic growth was not
significant because of the specialisation of the ASEAN
countries in the identical primary products and predominance
of raw materials in exports. This in a way led to the
reduction in export bills of the ASEAN because of lack of
collective bargaining. During the same period the world
economy was going through slack period of growth and in
order to get out of it trans-national investment was thought
as an alternative. Though the ASEAN countries had not much
developed infrastructure, but still they were preferred by
Japun the US and the NIE's because, they were better than
most of the developing countries which were trying to come
to terms with their economic requirements after colonial
rule. Most of the favourable steps were taken by the ASEAN
to attract the FDI like the change in the form of
industrialisation adopted from import substitution to export
promotion, development of economic boards and investment by
the government for developing infrastructure. One of the
major advantages of the ASEAN was the availability of cheap
~and skilled labour and in order to cut the production costs,
the NIEs started investing in the ASEAN member countries.

The investment profit nexus was positive for the NIE and
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this led to increased investment in the ASEAN. 1Its not only
the ASEAN's FDI policy which attracted the FDI but also the
compulsion on the part of the NIEs to shift their production
units because of labour strikes, evaluated exchange rate,
competition with the Japanese and U.S. products, cutting
down of transaction costs and achieving cost efficiency. 1In
~case of the FDI, what is most sought by the investing firms
in proximity of their production units. Hence, most of the
multinational companies invested heavily in the ASEAN
countries. The positive repercussions in the ASEAN were
increase in employment, sustaining of the domestic
production, transfer of technology at low cost and
mushrooming of domestic allied industries to the MNCs.

If one analyses, the economic developments in the
region of East and South east Asia, then one would notice,
that in the 1950's and 1960's Japan adopted effective
industrialisation policy which trickled down to the NIEs in
the 1960's and 1970's. The same policy of industrialisation
based on export promotion shifted to the ASEAN. The
demonstration effect in the region led to the development of
the ASEAN. In much more wider perspective, Japan shifted
_its production units to the NIEs in search of cheap labour
for labour intensive industries and the NIEs did the same in

case of the ASEAN. The rising protectionism in Europe and
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the U.S. i.e., Generalised System of Preference ip a way,
forced the NIEs to look for new markets for their products.
In order to justify their market infiltration in the ASEAN,
they started investing in the ASEAN member countries. Also,
land costs in the NIEs were very high and in order to cut
down on rent most of the FDI flowed in the ASEAN.

In terms of trade, the NIEs were mostly importing raw
materials from the ASEAN in the 1960's and 1970's and
exporting finished products to the ASEAN. The ASEAN
exports, later on, constituted mostly labour intensive
products and in certain products like footwear, textiles
etc. the NIEs were facing tough competition from the ASEAN
in the international markets. In order to reduce their
trade deficits vis-a-vis the ASEAN, the NIEs started joint
ventures with the ASEAN in those products in which the NIEs
were having disadvantageé in cost effectiveness. The
collective bargaining of the ASEAN and the NIEs led to
economic growth of both the regions. To a large extent, the
increase in the volume of trade can be attributed to the
reduction of tariffs and guarantee of investment security by
the ASEAN. The compatibility of the ASEAN and the NIEs led
to the tranfer of technology from ﬁhe NIEs to the ASEAN in
the form of subsidiary units of MNCs, training of personnel,

R&D programmes by private firms and the setting up of
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auxiliary units for the main production units. This gave
the ASEAN '"catching-up" bonus and boosted the production
levels of domestic units much above the levels of other
developing countries in Asia and Africa.

The failure of import substitution industrialisation in
most of the ASEAN countries led to rethinking of their
industrial policies and the changing economic scene forced
the governments in the ASEAN countries to formulate economic
policies according to the needs of the domestic economy and
requirements for coming at par with development prospects.
This resulted in export promotion industrialisation and the
governments in the ASEAN, in order to legitimise themselves,
had to achieve rapid economic growth. The formulation of
economic policies and establishment of investment and
economic development boards fastened the whole process of
development. These regimes stressed the need for economic
growth and in need, they resorted to all means to attract
foreign investment and increase trade with the NIEs. The
NIEs, in turn, played the role of 'catalyst' with Singapore
acting as a enﬁreport and Hongkong as a major financial
centre for the ASEAN. Also, the dialogue partners of the
ASEAN effectively supported the cause. In case of Brunei,
which is more of a self contained economy with large

percentage of exports being fuel, it already had a very high
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per capita income. The induction of Vietnam led to
diversification of the ASEAN interests and extension of the
ASEAN's area of influence. With Vietnam emerging out of its
economic backwardness caused by successive wars, the ASEAN
can play an effective role in integration and development of
South east Asia. - The emergence of Asean Free Trade Area in
2003 might give a boost to economic development in the area
and dilution of the tariffs in most of the countries of East
Asia and South East Asia. The future looks rosy and if
everything goes right,then the ASEAN and the NIEs economic
cooperation may become an important milestone in the

development of the developing countries.
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