ASIAN ECONOMIES

Two Decades of Asian

Develo

f

Toru Yanagihara is a researcher
at the Economic Growth Department of
the Institute of Developing Economies.
Born in 1948, he joined the Institute in
1971 on graduating from the University
of Tokyo, where he majored in interna-
tional relations. He studied economics
at Yale University Graduate School
Jrom 1974 to 1977. He is the author of
“Economic Development: Theory and
Practice” (1980 Tokyo) and “Growth
and Stability of the Developing Eco-
nomies” (1982 Tokyo).

Growth performances of East and
Southeast Asian countries over the 1960s
and 1970s were nothing short of spectacu-
lar (Table 1). One notable fact about the
developing countries in the region is that
not only have average growth rates been
high over the past two decades, but vigor-
ous growth trends have been maintained
or quickly recovered since the first oil
shock period (Tables 2, 3). This growth
performance stands out against the back-
ground of the turmoil and stagnation of
the world economy over the 1970s. It
should also be noted that some countries
have even shown signs of growth accele-
ration. These facts seem to allow us to be
quite sanguine about growth prospects
for the region’s developing economies
over the 1980s.

In presenting this optimistic view of

|
or

sustained growth in East and Southeast
Asia in the 1980s, we presume that the ex-
perience of Japan’s postwar growth is re-
levant and worth reckoning with. Review-
ing policy debates in the late 1950s and
early 1960s, we notice that pessimistic as-
sessment of growth prospects for the
Japanese economy was dominant, citing
balance of payments bottlenecks as one
immediate constraint, and traditional
socio-economic conditions as another,
more fundamental barrier to higher eco-
nomic growth. Looking back from a
vantage point of history, it is clear that
pessimistic views of Japan’s growth
potential have proven wrong: the dyna-
mic process of economic growth driven
by high investment has not only overcome
short-term balance of payments ceilings
on growth, but transformed what at first
seemed like insurmountable “structural”
rigidities in the economy, thereby un-
leashing new sources of economic growth
in the process. Today it is clear that what
was once regarded as a hindrance to eco-
nomic modernization, such as strong
communal traditions, actually has had a
unique role to play in Japan’s economic
management both at the micro (company)
level and at macro (national) economic
level.

It is true that international economic
conditions were more favorable over the
1950s and 1960s when Japan achieved
rapid growth of 10% per annum suppor-
ted by strong export expansion. Japan
took full advantage of open and expand-

Table 1. Macroeconomic Performance of East and Southeast Asian Countries
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ing world trade environments by succes-
sively promoting new export industries
that were first established and nurtured
under infant industry protection. Equally
important, oil price stability was a very
favorable factor in Japan’s rapid growth.
We cannot expect a return to the situation
of the 1950s and 1960s; developing coun-
tries may have to face increasingly limited
access to advanced country markets and
continual price hikes in energy resources.
It would be wrong to be too pessimistic,
however. Growth performances over the
1970s, achieved under less than ideal
international environments, should give
us basic confidence about the productive
efficiency and administrative capability
of East and Southeast Asian countries.
We believe the developing economies in
the region possess strong growth potential
dnd that supply side factors will prove of
fundamental importance in their actual
growth performances.

The very fact that East and Southeast
Asian countries have registered high
growth rates over the past two decades
testifies to the dynamic efficiency and
stability of the mechanism of capital ac-
cumulation in the region. In evaluating
growth prospects over the 1980s, the cen-
tral task will be to identify the possible
adverse effects of a less favorable interna-
tional economic environment on the ef-
ficiency and stability of the existing
growth mechanism.

The World Bank, in its 1980 World De-
velopment Report, put forward the view
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Table 2. Macroeconomic Performance of the East Asian NICs in the 1970s (%)
Year 71 72 73 74 75 76 77 78 79 80
Real GDP Growth Rate
Korea 101 6.1 15.3 83 B.1 139 10.1 13 73] -34
Taiwan 128 13.2 129 1.1 48 136 98 134 78 6.8
Hong Kong 50 97 16.4 18 22 18.8 10.2 10.2 86 90
Singapore 12.5 134 1.5 6.3 4.1 75 7.9 86 94 10.2
Change in CPI
Korea 121 11.9 31 238 26.3 15.4 10.2 144 18.1 286
Taiwan 27 30 83 474 53 25 7.0 58 9.0 19.0
Hong Kong 34 6.1 18:2 70 05 3a 58 59 116 1585
Singapore 20 2.3 195 224 26 -19 32 48 40 BS
Debt Service Ratio
Korea 19.2 18.2 15.1 10.1 113 93 9.0 10.5 135
Taiwan 44 40 35 26 38 3.5 43 4.4 40
Hong Kong 0.02 a0 0.01 0.01 0.04 0.05 0.1 08 0.1
Singapore 0.7 1.1 06 06 0.7 08 0.8 23 1.3
Change in Exchange Rate (vis-a-vis US §)
Korea 179 6.9 +04 218 0 0 0 0 4] —-36.3
Taiwan ] 0 +51 0 0 [¢] 0 +53 =03 +0.2
Hong Kong +58 +0.2 +10.7 +3.1 22 +7.2 +1.2 4.1 -3.1 -36
Singapore +58 +28 +11.8 +7.0 ¥ 44 +14 +4.8 +75 +02 +3.0

Source: ADB, Key Indicators of Developing Member Countries of ADB (April 1981)

Table 3. Macroeconomic Performance of the Southeast Asian Countries in the 1970s .

o)

Year 71 72 73 74 75 76 77 78 79 80
Real GDP Growth Rate
Malaysia 94 1.7 83 08 116 78 7.5 8.5 76
Thailand 47 48 9.4 54 71 8.7 72 101 7.0 6.0
Philippines 49 48 B7 53 6.6 6.7 69 59 58 52
Indonesia 94 113 76 5.0 6.9 88 6.9 49 69
Change in CPI
Malaysia 16 32 105 17.4 45 26 48 49 36 6.7
Thailand 21 39 11.8 233 4.1 84 848 103 19.9
Philippines 151 10.0 14.0 335 8.1 6.2 79 786 188 17.8
Indonesia 4.4 6.4 310 40.6 19.1 19.8 11.0 8.1 15.2
Debt Service Ratio
Malaysia 26 27 26 25 3.3 45 6.6 88 47
Thailand 3.2 27 26 19 24 24 28 3.7 42
Philippines 6.8 10.0 8.7 5.2 7.1 7.1 75 134 13.0
Indonesia 7.8 76 6.3 39 74 86 11:5 13.0 135
Change in Exchange Rate (vis-a-vis US $)
Malaysia +6.2 +24 +13.0 +5.7 -11.9 +2.1 +6.7 +6.7 +08 =15
Thailand 0 0 +26 0 —-0.1 0 0 +0.1 -0.2 -1.0
Philippines 0 ~-54 +09 -5.0 6.1 +09 +08 0.1 0.5 -2.4
Indonesia -9.8 (] 0 Q 0 0 0 -506 -0.3 0

Source: ADB, Key Indicators of Developing Member Countries of ADB, (April 1981)

that structural adjustment is needed for
developing economies to realize growth
potential to the maximum under a drasti-
cally different international economic en-
vironment. Particular attention is paid to
the need for oil-importing developing
countries to fundamentally improve their
balance-of-payments (BOP) position
through decreased dependence on im-
ported oil and through export diversifi-
cation. In the wake of the first oil shock,
oil-importing  developing  economies
maintained high rates of investment and
economic growth by financing current ac-
count deficits with external borrowings.
Continued reliance upon external financ-
ing is no longer feasible in the wake of the
second oil shock, with much higher initial
levels of debt outstanding and greatly in-
creased real costs of borrowing. Improv-
ing the BOP position, therefore, is an ur-
gently needed precondition for sustained
growth in the 1980s.

In what follows, we examine the
growth prospects of East and Southeast
Asia by classifying the region into four
East Asian NICs (newly industrialized
countries; Korea, Taiwan, Singapore and
Hong Kong) and four Southeast Asian
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countries (Thailand, the Philippines,
Malaysia and Indonesia). Let us first
trace their past growth performance.

High rates of economic growth in
Korea and Taiwan over the 1960s and
1970s were characterized, from a macro-
economic viewpoint, by a virtuous circle
between export growth and investment
and, in relation to industrial structure, by
parallel growth of export-oriented light
industries and import-substitution heavy
and chemical industries. Expansion in
manufactured exports not only presented
profitable investment opportunities for
export-oriented industries but offered
incentives to creation or expansion of
industries supplying raw materials and
intermediate products to export indus-
tries. Such investments in turn resulted in
the further strengthening of export
capacity and competitiveness through en-
hanced productivity in the industrial
sector. This mechanism of a virtuous
circle between export and investment
brought about a continuous rise in export
and investment ratios to GDP and the up-
grading of the industrial structure toward
technically sophisticated branches of
manufacturing. Economic planning and

government intervention was a crucial
aspect of the institutional setup within
which high economic growth was attained
over the past two decades. Industrial
policies combining export promotion and
infant industry protection contributed to
the parallel growth of light and heavy
manufacturing industries.

Economic management in Singapore
and Hong Kong was almost completely in
line with the doctrine of laissez-faire and
free trade. Government intervention was
kept to the minimum and dynamic
growth was maintained through flexible
and prompt response by private business
to changes in international economic
environments. Foreign enterprises, with
complete freedom guaranteed, contri-
buted to the rapid growth of the two city-
state economies by providing funds, tech-
nology and an international marketing
network. Both economies have experi-
enced a gradual shift to high value-added
products in manufacturing and, at the
same time, strengthened their role as
regional centers in commerce, finance
and information services. High rates of
economic growth in neighboring coun-
tries have continued to generate ever-in-
creasing demand for such international
service.

Growth performances of the Southeast
Asian countries over the past two decades
show a non-uniform pattern reflecting
varying growth rates in industrial and
agricultural production across countries
and over time. A high rate of overall
growth around 8% per annum was
recorded when industrial growth in excess
of 10% and agricultural growth in the
order of 5% were simultaneously achiev-
ed—in Thailand throughout the 1960s
and 1970s and in Malaysia and Indonesia
over the 1970s. In the Philippines, in con-
trast, the aggregate growth rate went no
higher than 5-6%, despite an average 5%
growth in agriculture, because of sluggish
industrial growth at about 7% per
annum.

The major part of manufacturing
growth in Northwest Asia has been ac-
counted for by expansion of domestic
markets. In the 1970s, however, there ap-
peared a rapid increase in manufactured
exports, indicating a shift to a new pat-
tern of industrial growth. One important
factor behind this new development has
been the decision on the part of multina-
tional enterprises to relocate labor-inten-
sive processes, like the apparel and elec-
tronics industries, to Southeast Asia in re-
sponse to increased wage costs in the East
Asian NICs. This represents a replay of
the East Asian experience in which new
opportunities brought about through
international market mechanisms induce
transformation of the industrial structure
and make governmental economic
management more market-oriented and
administratively efficient. In order to



capture this new opportunity and increase
efficiency in investment allocation
throughout the entire economy, the
Southeast Asian countries have to meet
the task of eliminating inefficiencies in
existing manufacturing sectors and of
removing disincentives toward export
industries resulting from protective
measures accorded to domestic market-
oriented industries. Accelerated growth in
industrial production, as experienced in
East Asian NICs, could well be repeated
in Southeast Asia if there is a determined
shift in the direction of industrial policy
from import substitution to export expan-
sion.

Let us examine the growth prospects of
East and Southeast Asian countries in the
1980s from the viewpoint of dynamic
efficiency of investment allocation. For
the East Asian NICs, the central task in
maintaining the momentum of growth in
the face of rising wage costs is to trans-
form the industrial structure toward
higher value-added products. Korea and
Taiwan face a dual challenge of maintain-
ing competitiveness in traditional export
industries and promoting new activities in
the skill-and-technology-intensive branch-
es of heavy manufacturing. Dynamic effi-
ciency of investment at this stage of
industrial development critically hinges
on the extent and speed with which skill
formation and technological innovation
can be realized, both in more sophisticat-
ed product ranges of light manufacturing
and in technologically advanced branches
of heavy manufacturing, such as iron and
steel, shipbuilding, electronics and
machinery.

The parallel growth between export-
oriented industries and import-substitut-
ing industries achieved over the 1970s was
largely based upon input-output linkages
between textiles and plastic-related ex-
ports and petrochemical industries as sup-
pliers of raw material and intermediate
goods. In the 1980s the nucleus of a paral-
lel growth pattern will emerge based upon
input-output linkages between assembly
industries (like shipbuilding, automobile
and general and electric machinery) and
the iron and steel industry, and upon tech-
nical linkages between the machinery and
electronics industries (mechatronics).
Both Korea and Taiwan are currently pur-
suing capacity expansion in iron and steel
and shipbuilding, attempting to introduce
technical and managerial innovations to
the automotive industry through joint
ventures with Japanese automakers, and
trying to strengthen domestic R& D capa-
bilities in electronics and information
technology by establishing science and
technology centers.

Those new areas of manufacturing acti-
vities, which are expected to become new
leading sectors over the 1980s, are mostly
efficient in use of capital and energy and
are considered to be well suited for the

Table 4. Forecasts of Growth Potential in East and Southeast Asia

(Annual Average Growth Rate of Real GDP over the 1980s) (%)
High Case* Low Case*

Taiwan 10 8

Korea 8 6.5
Singapore 9 8.5

Hong Kong 7.8 6.2
Thailand 8 6.5
Philippines 7 5
Malaysia 9

Indonesia 7t 55

* High and Low Cases are estimated upon different assumptions on world trade volume and country specific factors.
Source: Econometric Research Unit, Institute of Developing Economies

present decade, characterized by higher
costs of capital and energy than the pre-
vious two decades. However, efficiency in
technology-intensive and assembly-type
industries critically hinges on accumula-
tion of technical know-how through pro-
duction experience and the formation of
supply networks between parts manufac-
turers and assemblers. This involves a
time-consuming process of organization-
building and mutual adjustments to com-
monly shared goals. There are natural
limits to shortening the time period need-
ed for technological maturation and
social coordination of productive activi-
ties. The new version of parallel growth
between light and heavy industries will,
therefore, get off to a rather gradual
start,

Singapore and Hong Kong will take
full advantage of the high adaptability in
their economies and will strengthen their
role as regional service and information
centers, while at the same time upgrading
their manufacturing sector toward
knowledge- and technology-intensive ac-
tivities. Expected continued rapid growth
in surrounding Asian countries and
China’s more active involvement in ex-
ternal economic transactions will serve as
major stimuli to sustained growth for
both these service-oriented economies.

Mention has already been made of con-
ditions for a more efficient investment
allocation for Southeast Asian countries
over the 1980s. In their case, main macro-
economic policy objectives, i.e. effi-
ciency, stability and equity, seem to point
to the same conclusion as to the choice of
strategic industries. Promotion of export-
oriented, labor-intensive manufacturing
is regarded as a central element of
development strategy over the 1980s. In
Southeast Asia, unlike East Asia, the
issue of stability could be of utmost im-
portance in evaluating growth prospects
for the 1980s—in terms of macroeco-
nomic stability with regard to price level
and BOP situation; and jn terms of social

and political stability with regard to in-
come distribution and absolute poverty.
Examining growth prospects for South-
east Asian countries over the 1980s the
focus of analysis on stability of the
growth process will be placed on BOP
development (in its macroeconomic
aspect) and on the employment situation
(out of socio-political considerations). If
these countries succeed in fundamentally
improving their BOP position through ex-
pansion of manufactured exports they
will be able to benefit from a virtuous
circle between export growth and invest-
ment, with a supporting flow of external
financing more readily accessible as they
enjoy high credit standing in international
financial markets. Social and political
stability brought about by an improved
employment situation will diminish
country risk in the eyes of international
investors and will therefore strengthen the
above-mentioned virtuous circle.
Recovery of the advanced industrial-
ized economies from the second oil shock
is very slow and world trade continues to
be weak, with no signs of a quick return
to buoyant international economic en-
vironments, East and Southeast Asian
economies, with a high degree of depend-
ence upon export demand, cannot avoid
deceleration of growth over the current
deflationary transition period. From a
long-term  viewpoint, however, the
region’s economies still stand a very good
chance of achieving high growth rates
over the coming few decades, at least in
comparison with those in other regions.
The trend of industrialization is still very
strong in the region and, therefore,
growth potential remains basically sound
(Table 4). It is all the more important for
the region’s devéloping economies to
pursue appropriate development strate-
gies as spelled out in previous para-
graphs, and for developed economies to
extend cooperation both on the supply
side and on the demand side in order to
realize maximum growth potential. [ ]
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