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The Inward and the Outward Lookine- Countrics

cf Southeast Asia and the Economic Puture of the Negion

1. In this paper, I shall discuss the two different patterns of economic
developuweut which have talien place in Durma and Indouesia on the one hand,
and in Malaya, Thailand and the Philippines on the other, in the post-

war period. (J) I shall then consider some of the implications of these
different patterns of development for the economic future of Southeast

Asiu and the role of Japan in promsting cconomic development in the regien.
2. The Southeosi Asian ccuntrics have two broad cconemic characteristics
vhich distinzaish them from their neighbours, India and China. First, they
do not so far suffer from overpopulation in any serious way. With the exncep-
tion of Juva amd parts of Victnam, the region as a whole possesses a consi-
dereble amonat of under-utilised laud and naturcl resources offering pose
gibilitics of fuxther economic eypansion. Seeond, their welotively small size
gud population are not favourzble for the ercation ¢f domestic markets large

notgh fov the setting up of heavy capital goods industrics requiring the econ-

T

o depan

omics of scals, Bven Indemesia, which is mnch laroer than the others, is too
widely srnead cut for the Lailding up of a lavpe cohesive iuternal marlet.

«  Theoo two coenditions, tahken together, supgpest that thie type of econowmic
developuwenis pelicy appyroprizte Lov the Scutheas. fAsian countwics will b differ-
ent frow those sdopted in intia or in Chiva, In these big overpopulated couns
trics, the becle economic problem ds the cheer physical problow of coubating
foed choztope ond the preovuze of populstion ou vory Liwited leoud,  Hewve,
heroic mrosures have to Le adopted to control preannt consuaplion and vaise
paving ord Savisteont so thet in the future, thoe yote of cconcwic growth

wiy be eafficiont to cope with the popalation c¢rplosion, Te cnforce these
hevoic moasnres L nay Lo noesssnyy Co eseredse o viald ond detatled cuntrol
over the nreo of seavee rerouwrees throush o system off contiral plaming.  In
controst, the breie veonomic problen in Southoast Asia Ya bow to create w
favourable ceonsaic eavivons ot and cooncrie Lnstitutioas which vill leod

to a wore crrcctive and f21%o0 use of the velatively abundant ond under-
utilined recourcese  Cives thely combioriabie suvpivs preduct ion of food above
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(1) Mainly dusing the peocfod 194060060, Tt i difficult to obtain infor-

metion sbeul sore of thece comtries berond JU60,
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subsistence requirements, the Southeast Asian countries are in a position

to experiment with positive economic incentives instead of relying on rigid
cconomic controls, and the rapid cconomic expansion promised by the under-
utilised natural rescurces may be used as a spring board for further economic
growth, Again, India or China may attempt an invard-looking autarchic approach
to cconomic development, vith an cmphasis on heavy capital goods industrics
and orientated towards their poteuntially immanse domestic markets. But such
an autarchic type of development policy is not likely to succeed in the South-
easl Asian countries with theix relatively small internal markets, 7The most
promising thiung for them is to adopt an outward-looking development policy,
making a more cffective use of their existing opportunities for international
trade and ultimately to scek to widen the size of their markets by some foim
of regional co-operation,

(% In spite of these broad prima fiacic considerations, oniy lalaya, Thailand
and the Philippines have followed such an outward=-looking type of economic
development: policy, DBumia and Inconcsia, after some vacillations, have tended
to follow an increasingly inward-looking path of economic development. The
reasons why Burma and Indenesia have chosen this path are deeply rooted in the
political and psychological attitudes in these countrics and these in thein
turn are moulded by theixr expericnces, not only during the war and the sub-
sequent transfer of powar, but also stretching far back into their colonizl
days. In particular, the great depression of the 1930's scems to have had

a profound influence, sometimes subconsciously, on the outloolk of the poli-
tical leaders, In the poste~war years these political and psychologicul
attitudes and the cconomic policics interacted and xe-enforced cach other

and with ecach round of disappointment and failure, the countrics scem to have
been driven deeper inte their inwavd-looking path. T shall not attempt to
trace this complex history in detail. Mox shall T presume to judge vhether
these political and psychological attitudes are ultimately right ox wiong for
the countries concerncd, What T shall however do is to talke the various
cconomic reacong which have been put forward to justify these inward-looking
policics and considexr how fay they are appropriate for the economic develop-
ment of these countries and how far they have #ulfilled their stated cconomic

objectives.

Metma ly
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5, It should be remembered that at the end of the war and on the eve of their
independence, all the Southeast Asiun countrics shared a conmon reaction
against 'the colonial cconomic pattern' and the belief in the need for direct
government action to change this pattern and accelerate their rates of ccono=-
mic growth, Thus, in the carly postwar yeam Burma's rice marketing board
wvas matched by the Thai government menopoly of the rice export trade and the
Philippincs pursued the policy of setting up government-owned factories
more vigorously than Burma, Morcover, they all agreed that cconomic develop-
ment, apart fiom incrcasing national income, should also fulfiill two fmportant
objectives; (i) to change thelir status as agricultural countries and reduce
their dependence on a few primary cuperts vulnerable to world market fluctua-
tions and to set up a sizeable domestic manufacturing sector; (ii) to trans-
fer a growing shawe of the incomes, cconomic activities and economic power
from the foreciguers to their own people by changing the pre~war economic
pyramid domiuated by big Vestern euterprises at the top and by the Chinese and
Indiang in the middle levels,
6. Starting from this cowmon reaction againsi the “colonial economic pattern
countries like the Philippines (L}, Malaya or Thailand scem o have sensed
1

carly that it would be easier and quicker to change the economic structure

and the pattern of distribution of incomes and cconomic activities 1f the
total volume of national output were expanding rapldly than in a situation

of cconomic stagnation or slow growth, They also scem to have realised that,
piven the basic conditions of their cconomics, the key to expending their total
national product was to be found in expanding tlic volume of their cxpoxts.
Since a lavge share of these exports was produced by the foreign-owned mines
and plantations, the povernments of thege countrics took crre to guarantee
the security of foreign property and freedom to remilt profits and genexally
erxeated a favourable econcmic envirvenment which encouraged the foreign en-
texprices not only to continue their existing production but also to under-
take new investnents, Lo strike out into new lines of exports and to introduce
new nethods of production aud organization, Countries like +£he Philippines
(1) For a fuller account of the Filipino economic nationalism sce F.ll. Golay,

The Philippines: Public Policy and National Economic Development,

Cornell University Press, 1961, Ch. XIV.

[
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and Thailand made no secret of their aspiration that a progressively larger
share of these entexrprises would be taken over by their nationals. But the
foreipgn iuvesto:rs had confidence that such a transfer, when it took place,
would be through the ordinary process of buying and selling of shares at
the prevailing market prices rather than through arbitrary expropriations,
7,  Countries lile Thailand ox the Philippines also came te realise that in
order to have a rapid cconomic cupansion, they must use positive economic
incentives not only on the foreign enterprises but also on their own nationals.
Thus, the Thai Govermment, after a few years of experiment with government
monopoly, liberalised the rice trade and, through using cconomic incentives,
encouraged the peasant producers not only to expand rice production buf: also
to adapt to changing woxrld market conditions and produce new cxport crops,
such as maize, all the time making a fuller use of the available supply of
land. The Philippines government, disilivsioned by the inefficicncy and
corruption in govermment~owned factories, sold them back to Filipino centrew-
prencurs,  Thereafter, it switched over to an indirect method of industriglis
zation, providing differential cconomic incentives and advantages to the
Filipino entreprencuis, ﬁhrounh the overvaluation oi cuxrency, protection,
foreign ecxchange allocatien, etce In the peasant agricultural sector also
the provision of cconomic incentives led to a rapid cxpaunsion in pgricultural
output mainly through bringing undexr cultivation nev land in the outlying ise
lands,
8. In contrast, countriecs like Purma and Indonesia were obsessed by tlie
fear that once the foreign enterprises were allowed te re-establish theme
selves dn the export industries, they would regazin their old “strangle-hold!
on the cconomy so they felt that the right policy was to take advantage of the
war=-tine brealidown in production ro discourage thom from rencwing their acti-
vities. Throughout, these countrics were more inkercsted in gekbting a larger
shave of the cake izrespective almost of vhat wag happening to the size of
the total output. Iorcover, there was a certain ambivalence in their aktitide
tovarda fhie value of primary export production for eaonomic development. On
the one hand, the governments of these countries carried out extensive na-
tionalisation of foreign companics on the grouuds thut the exploilation of
natural resources was too valuuble and important Lo be Jeft in the hands of

foreignevs,  Ou the otiier, once the povernments had obtained control of the

N
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minei and plantations and other export enterpriscs, no great cffort was made
to expand production, At this point the governments seem to have switched
over to the feeling that it was not important to carry on with this "colonial
cconomi,e pattern' and diverted their attention and resources to the industrie
alization program in the form of building a few more state-owned factorics,
and, in the case of Durma, to big and costly social overhead projects in
transport and clectricity, In the ecarlicr period, Buirma did cxplore the pos-
gibilitics of forming "Joint Ventures" with Vestern enterpriscs, particularly .
in the field of manufacturing, DBut apart Erom the Burma 0il Company (since
completely nationalised) nothing wmuch came out of this as the couatry did not
afford adequate sccurity or incentives to une private investors. From then
on Burma came to adopt an increasingly negative attitude towards foreign
entexprises, both \lestern and Tndian and Chinesc. Lurma's cxports in the
mining and forest sectors never recovered their pre-war level. The same
pattern may be obscrved in Indeonesia with the exception of the new foreipgn
oil companies which were allowed to be set up in the post-war ycars.
9. Burma and Indenesia were unwilling to employ positive economic incentives
to expand export production, not only for the foreigners, but also for theilr
own naticnals. Thus, the slow recovery of Burma's rice exporls nust be
attributcd, apart from the brecakdovm of law and order, to the incfficiency
of the State Agricultural Marketing Board in almost all its operations, firom
the collection of crop from the peasants to the sale of rice to foreign buyers
and above all, in its pricing policics. These anounted to charping Zero trans-
port and storage costs and, morecover, kept the prices paid to the peasant fixcd
at the same level over a decade, in the face of the rxising prices of everytliing
else, Thus, the Burmese peasants, in spite of initial benefitis Lrom the
expropriation of land from foreign landloxds and from having to pay little
ox no land revenue, became increasingly cut off from the ecconomic incentives
of the world market and were not able to expand production or strike out into
new export crops as in Thailaund, (1)
10. Under the shelter of iwmport controls, some small scale domcsitic manufaoc~
turing industrics sprang up in Durma, in some cascs owned and run by hurmese
entreprencurs, vho apparently were able to obtain capital from the windfall

B0 o bk e s B 6 Bh B Bl e B e e P T e P e B B B e ey Beh b B B B e B e e B e S e 38 A4 R B e B P B 00 R e B b e B R G s e PR GRS e e S S e e e

(1) By 1954-55, Durma's index of production of all agricultural comnedoties
(on a lﬂﬁﬁ-Ju h*”v 0qnn1 to 100) was &3 comnared to 152 for Thailand,
137 ijox Lhn 13) for Maloya and 122 fior Indoncaia (LBCAFL,
Lconomic and_the Par kast, 1955, p. 195). DBut there

th:i the value of agricultural output is under-
esbimated in Burmese national accounts,

} i‘ penec: .I A f"'!' ‘r'l.
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profits arising out of the allocation of import ligenses, But unlike in
the Philippinee, these infant Durmese enterprises never gained strength for
a number of reasons, First, there was the misguided policy of wholesale im-
porkt liberalisation in the carly 1950's which frittercd away the foreign
exchange resevves accumulated during the Koxrean boom. llext, reimposed im~
port controls heavily handicapped the import of machinery and materials by
the private entreprencurs as a larger part of the scarce foreign exchange was
diverted to capital intensive projects in the state sector. (1) Finally,
there was the continual threcat and the progressive carrying out of a nation-
alization policy from large forcign-owned cnterprises down to small Durmese
owned enterprises,
11, The geneval dimensions of cconomic development in the Philippines, Thai-
land and Malaya on the one hand and Durma and Indonesia on the other can be
illustrated by the following table showing the percentage growth in their vol-
ume of exports and in real national product in the late 1950's compared with

their recvpective pre-war level (2).

1958~60 Export 1960 level of Aggregate
Volunes as % of Real Matienal Product as %
1937 Jevel of the pre~war level

The Philippines 163 201

Thailand 149 191

Malaya 167 164

Indonesia 121 111

Burma ] 111

(1) nurma's public investment is cstimated to have been about 477 of total
fixed investment during the late 1950s (compared to 257 in the Philippines

and 247 in Thailand) ECAVE, Economic Survey fox dsia and the Farx Bast. 1961,

Pe 27 and p. 36, ‘The :u-upv aocs ol Lo statos  “in the cight- fl-v (1‘ﬁ3 -60)
plan of Jurma, for instancc Lransport, communications and power wazre Lo have
absorbed 43 percent of total government expenditure or 77 perxcent of public
investment, This has been considered excessive in an cconomy which has bavely
recovercd pres-wax Jevels of production especially in agriculture, and where
nore attention nceds to be given to augmenting divection production'

(2) These calculations ave xeproduced Frem Doug]uqq S. Paauu's excellent
acticle on "Economic Progress of Southeast Asial!, Journal of Asian Studies,
November 1963, Yrofassonw Paauw'scalculations .Llcnuth:n and support the
1’

peneral view of those acquainited with the post-war cconomic conditions in
Southeast Asia, For my own assessment oi the situation see '"Problems of
Leonomic Development in Soulhe-Basgt Asia'y, Royal Central Asian Journal

i e s - 3
July/Octiober 1963,
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12. These figures comparing the post-wvar period 1946-60 with the pre-war
levels give a‘botter picture of the relative econemic performance of the two
groups ol South. cast Asian countries than the usual method cowmparing the

average amual grouth rates in Aggregate real product starting only from 1950,

PR

£~

For ins’ance, taking the period 1950-59, the ECAFE Economic Survey of

ted
ne1a

and thoe Far Iast 1961, p. 11 gives the following annual growih rates: Burma,

rr
(=]

3,145 Tndonesia, 2.6%; Thailand, 5%, and the Philppines, 6%. Dut these cale-

culaticns do not bLringe

¢ out the faect that Malaya, Thailand and the Philippines

very vepidly recovered their pre-war levels of agpregate real national pro-
duct by 1947 ov 1943, whercas Burina did not resain her pre-war level of
aggrepote real product until 1957 and Indonesia, not until 1953. Thus, in
terms of conual growth rates in aggregate real products, the Ihilppines is
estinuted to have growa at 50% during 1946 ~ 47, and Thailand at 30% during
1246-47 and at 15.3% during 1947-50, (1) The high vates were possible during
the n»chabilitation period as these countries vere merely making good the ware
time interruption or dunage to production and were unerely retracing theirx
presvar paths of production on the basis of pre-cuisting land znd labour

sy

and metheds of production. #11 this took place before the ECAFR figures

started,  On the other haad, the DCATE figures include 7 years of Burma's

and 3 yoars of Indonesia'e wehabilitaticn peried vhen the rate of expmusion
in naticnzl output could have been much higher thon the growth vates for

the Philippinces mnd Thailond which represented genuincly new cconomic growth
over and cbove their pre-var production.

13, Uhat then ove the causcs of slow 1uites oF ceonowic recovery in hurma and
Indoueeio wmd the vanid rotes of recovery snd neo cconomic grovih in lalaya,
Thaitand and the Philippioncs? There ave, of course, special circumstences
and enira-cconomic factors which may portly account for these differences,
Thus, ware tine demmge to paterial capiial ves very severe in Burmna but then
it was egeally goverve in the Philippines,  The breakdevn in law and order and

the donpediave Invvrpencies dn Burma have admittedly been a ruaning sore in

(R i

Burma's cconcmy,  huu then Halaya had to cepe with hor "Enorgeney' and the
Philippines vith the Huls rebellion, It oven vhon we have nade allowances
for the epecial clvomstonces. it in difiicult to aveid the conclusion that
a larpe port ol the explanation for che poor ccononice performmae of Burma
and Drdonesia wwet be ound in the cconcaie policics they purcaed, in parti-

P9 4 M e me e be m ek v ee em 83 e Sm A BC B G T e e e 8 M eh W% Be Ll Ga e e S0 48 e B% G des be e e P 1 Sm 1@ Ga 64 @b £4 se r M bl ke RO A Pe e e M T 65 se A Be he av A6 P9 06 Gt B Gu S tu g

(1) Cf, Paauw, ioc_cib.,pp. 70-75 and pp. 62-83,
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culzr the inwvard-looking attitude which failed to appreciate the vital im-
portance of czport expansion for ccomomic growth aud preferred centralised
cconomic planniug and controls based on direct state activity to the use of
positive economic incentives to encourage botl: the foreign and indigenous pro
ducers to cxpand cconomic activity. The post-war breakdown of production and
law and order emphasised the need for using cconomic incentives to hasten
cconoinic recovery, put instead, the governments of these countries pre-
ferred cumberous and complex methods of planuning end control which were
beyond the decision-maling capacity of their politicians and the administra-
tive capacity of their civil servants, Burma, in particular, was distracted
by high expectations from her development plans frow pressing forward with th
vital tasks of re~establishing law and order and physieal recomstruction,
particularly in the aveas vhich produced her mineral and timber .xports.
The hope of seme of her politiciang that insurgency vould austeonatically die
as the fruits of the eceonomic development plens became available showed a

complote failure to understand that the Dyuits of develepment, even il thoy

pA N

- e R S s - P W - “ea « - ’s e Limae VA J T PR L Yoy
wore Lo be realiced, vould Lo much oo slowr for tlie cumeiliics ulea by
By () o

ry

rTr

armed rebellion.  They might as well hive tricd to cure 2 casc of acute ojp-
pendicitis by givinyg vitamin pills.

14, Grovmted that the outword looking cowntries of the Philippines, Thailand
and Haloyoe have been oble to cxpand Loth their enporsts end thedir mational ine
comen faster than the invard leoking countries of Turma and Judonesia, how
far do they succcad in attaining the two further objectives (1) of expanding
domesiic wamfacturing industry and reducing theiv dependence en a fow export
commoditios and (i1) of redistributing incomes and cconsmic activitices in
favor o thely oua peopla?

15, In the Southosst Asion cconomic sciting, it is not possibie to custain
tho copansion of tha dewestic manufacturing industry unless ciports are also
expoauding vapidiy ot the same time, This i so because, given their present
stage of ceoncuic duevelopont, the Southense Asian countries have Lo iwmport
from cbrond nuch of the capital equipnent, skilled personue] and Lrequently
much of fhe srmi»yroﬁonsud matorials,  Thus, while the process of industricls
feation is likely Lo be beld up by frequent balance of payments crises in
countri: ¢« 1ile Puimna and Indoncsia beeovue of insulficieut foreipu exchans
carvings, It ods Lilely bo proceed Durther und move smoothly in the other

councrices wvhich coan command an l,‘l:p:llulill?’ :;upp],y ol for(_\igu Q;{ch;xnge l'.hl‘OU,’jh
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oxports of further inflow of foreign investment, Yurther, countries iike
Burma and Indonesia by insisting on state ownership and control for the ncw
industrics, may also be held back by the limited supplies of civil servants
who are ccampetent to run and manage these enterpriscs. Whereas countries
like the Philippines and Thailand by encouraging privaie enterprise of their
own nationals wmuy e able to crcate and draw on an expanding supply of private
entreprencurs who have gained cxperience through the assistance of their
governments, This is in linc with the statistical cvidence provided by
Professor Paauw who has measured changes in the contvibutions of sgricul-
ture, Iudustry in the broad scnse (fncluding mining, manufacturing, construce-
tion, electricity, pas and water) and Marmfacturing in the narrower sense

in Burna, Indonacia, Philippiucs and Thailand during the 1950-60 decade,

(He uses current prices for lack of suiteble data af constant prices for
Burma and Tndonesia cad takes three-yearly sverages to smooth cut shorte

run fluctuations,) Mis results shou that the fastest vate of stiuctural
change has taken plece in the Philippines vhere the share of agricultura

in nationad oviput vas reduced to 34% by 1948-60, copared to 3774 Lov Thai-
land, though the nrate of decline for Thailand v 135 someihat greater.  Yhe

rise in the share of manufacturing in the narrower sense wag also 1wost

rapid in the Philippincs, roughly doubling frem 9 to 104, Industry as a
wvhole expanded wt the came rate for the Yhilippines and Thailand, ot a rate
much faster than for nurma. %hile Durma chowed seim evpansion in meruface
guring in the narcower sense, the share of apriculture in her national oute
put vemained much highaer than iu the Philippines and Thuilamd,  Theve was
hardly any chuoge in the relative shaves of apricultunc and induziry in lne
donesia during the Jdecade, (1)
.16. that obout the objective of raeducing dep sondence on a fou export -conmodie-
tice? ova also the outuvard laohking countrics have achieved a litlle wmore

success, olthough all the Sourhcust Asian countries aru still highly depen-
dent on a fuw exportu. The rapid expansion of exports From Lhe Philippines,
Thailand znd Halaya wis achicved not only t;l;r(.,ugh the copanzion of the olde:x
exports but also thrench the addition of now o¥port corawditices, For instavue
Thailand compensated for the dechiniang Jepanese demand for hey vice by the
expansion of maire cmporis, The Maloyan Govermient enconrased not only the
replantiug, of the new high-yiclding yubber  voees, but also the expansion of
new creps such as palm oil,  The pnstnwuf development of iron mining iun the

P R R U I I U T e et 5e 9 re Py m os be A pe #i e A e B s he Ge e P G w7 8 e BV A PE Mo U €0 0% 2180 G M4 e s &4 S S 04 00 0e Ae O S
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Last coast of lialaya promises not oaly to contribute to economic diversifi-
cation but also to longer run economic development. In contrast, givea the
drastic reduction in the exports of petroleum, timber and minerals which
forwed about half of her total in pre-wvar days, Durma is now more dependent
than ever on her rice exports. Similarly, the quantum index of Indonesian
exports cover ouly her four major exports, petroleum, rubber, tin and copra
<awd dees not reflect the redvced volumes in a wide var ‘lety of minor exports
which she hes suifered in the postewnr period.

17. The picture is not appreciably different when we look at this matter
more broadly in terms of thz ratio of cuports to total naticnal products

in these countrizs. From the figures given in para. 11, we should expect
the ratio of cuport to total national product to be declining fn all
countries exvepi lialaya, thoush for somevhat different reasons, In the Ihi)

ippines end Thailend, the ratio would be declining because tho rapid eupune

sion in exporte has been cccompanied by on even aore rarid cupension of
toval national product. In Buwma, it would be deelining becavra of ¢

absolute decliva dn the volume of exports with very litctle growth in total

nutional preduct., This scems to be hownae oul Dy the dizect cctlaates of tie
abio of exports to natiou:l incone siven by Profocsor Pacuw,  Acconding

to him, comparivyg 1938 with the avevane for LO57-59, the Pbhilippines has
reduced the ratio of exports to GLp fuen 204 to 9%: Thailsnd has reduced ¢hio

(’/,

ratio of exports (o hew Groos Geographical Yroduei from 197 to 1o%; Durms
has redueed the sabio of enponts o hey GOP from 33% to 19%; and Indenesia
Lrom 267 to Fi. Whese figures have to Lo dnterpreted cantiousiy, TFirst,
the concept of the natienal prodvet veed in calceuiating the retio varies:

Y (Crono Dational troductl), 6D {(Grocs Demostic Froduct) ad GGT (Cross
Ceopraviicul Prodvet),.  Second, and more signilicant, there vese vavrying doe
grecs of overvaluction of cuvicncy, perticulavly in fndoncsia and in the
Philippines (befove the develnation of the paso in 1062). Talking this inte
accoual Loolesser Yamty sugaests thal the ratio of expert to pational proe
ducts ju both countrics vas around 177 dn the Loke 1950's, (L) ‘Taking it
by and large, we may conclude that cewntries like the Thilippines and Thoi-
land have not increasged but have reduced Lo sone oxtent the ratio of export
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(1) Paauwv, loe civ, p, 80,
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to dational product through a vigorous policy of export expansion and they
cannot be said to be more dependent on exports than Burma and Indonesia. (2)
J8. Granted that, without increasing their dependence on exports, the
Philippines and Thailand have beaimore successful in increasing the share
of industry and in reducing the share of apgriculture in their economics
than Durma and Indonesia, how far arc they successful in achieving the
fuxther objective of increasing the share of their nationals in the incomes
and economic activities of their ceuntries? llere, since Durma and Indo-
nesia pursued this goal of cconomic nationalism through direct take-overs
by the state and the Philippines and Thailand pursued this objective in-
direcctly by encouraging the private enterprisc of their nationals, it is
- difficult to make a meaning ful comparison. Although statistics are not
avallable, one would guess that through progressive nationalization of
foreign enterprises the governments of Burma and Indonesia would by now
control a lavgeyr share of the total economic activities of their countrics
than do the goveynments of the Philippincs and Thajland and their private
nationals taken together., Dut as we havoe seen, while Durma and Indonesia
are getting a larger share of a smaller or a less vapidly growing cake, the
Philippines and Thailand are increasing the relative shares of their natione
als in a settiug of rapid cconomic expansion, progressively acquizting exper-
ience sud knowledgze to better their pesition further, Host impa:tial obser-
vers in the Philippines and Thailand would agree that the relatively open
policy towards forecign entexrprise cdopted in these countries has not led
to forcign econonic domination and tha re-cstablishment of the foreign
"stranglehold" in Che woy feared by Burma and Tudoncnia, Hoxcover, the
governuents of the Philippines and Thailand have not follewad policies

of lajssez-faive which might liave bandicapped their nationals, but a judi-

cious system of government suppoxt to dmprove the compctitive position
of theix private entreprencurs, Iere again, the Philippincs secm to have
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(2) The ratio of oxports to GDD romaing high foxr the TFederation of Ma-
laya at about: 90% bul sha has been able to achiove a conciderable
degree of stability due to expoit tazes and other factors. Cf,
C.0. Rarvie, "Export iultiplier and the GLability of the Federa~
tion of Malava's Economy', HMalayan Iconomic Reviow, April 1904,
pp. 80-89, i




s -12- ]
achieved the most striking success. As.a leading authority on the Philip=
pines Economy has said recently:

"Equally remarkable has been the rapid Filipinization of all major
economic sectors. Ixport production, with the major exception of
mining in which forcipn capital and management is still promincnt:,
has been rapidly transferred to Filipino ownhership and management,
Commeice, both foreign and domestic, with the exception of the u-
biquiltius international oil distributing firms, and a few large
export-import firms, is now dominated by Filipino ownership and
management and heavy nationalist pressurcs are being maintalned on
the remaining Chincese and Uestern interests.

Similarly, public utility services, including transport and comuu--

nications, are virtually one hundred per-cent Filipino cymed and

managed, Finally, the post-war poriocd has seen the emergence with

government cncouragement of a sophisticated structure of money

and capital market institutions essentially owned and controlled

by Filipinos'. (1)
19, What are the implications of these two diffcrent pattemms of economic
development which we have described for the econciic future of Southcast
Asia? Much vill, of course, depend on the outcome of the situaticn in Viete
nan and the Tndonesian threat to lMalayeia., Assiming thot these cerisac
can be settled or contained without widening the avea of confilict, we may
try to outlinc the type of cconomic problems which the Southeast Asizn
countries may have to face in future.
20, The Philippines, Thailand and lalaya may Ge able to carry on for some
time with their present pattem of cconomic development based on the ex-
pangion of primary cxports and industxialization through progressive dmponrt
substitution. lukt, sooncr or later, they may enccounter difficulties both in
export expansion and imporl substitution. First, the world demand factoie,
such as the substitution of synthetic for natural rubber, may turn against
some off their major cexport commodilics, Second, as their rapid population
growth and exporlt expansion precs against the limits of their natural re-
sources, they are likely to cncounter incrcasing difficultics on the supply
side of export expansion. Third, as they extend their process of impoite
substitution fxrom the simpler types of consumers goods Lo the more comples

types of consumers' durables and capital goods, they may inercasingly feel

the Limitations of the gmnllness of their domestic marvketbs.

(1) F.H, Golay, "Aspects of Milipino Entrepvencurship!, paper pgiven April,
1965, to the San Pranclsco mecting of the Asgociation for Asian studies,
See also his book The Philippineg: cited above, Che X1V,




21. Durma and Indonesia have still to solve the primary problem of making

a more cffective use of their natural resources and theilr opportunities

for international trade, Since their inwavd-=looking economic policies spring
ultimately from deep-secated political and psychological attitudes, their
problem is ecsentially a political one which cannot be dealt with purely in
terms of economic analysis., Thus, it is not the function of a mere ccono-
mist like mysclf to urge them to relax some of their prevailing attitudes
for the sake of cxpanding theixr exports. Ultimately, they must make theis
own decision about the correct balance between political and cconomic
objectives. Uhat I can however do is to clatify some of the points rele~
vant to this decision. First, the more outward looking policy toward in-
ternational trade nced not affect their 'meutralist! pesition in foreign
policy. Indeed, the most advantageous trade policy for them would be a
strictly neutralist attempt to trade with whatever country that offers the
most. favourable trading terms. To shift trading relationships fixom one
countxy oxr bloc of countries to another is merely a “diversion! of trade,

To "ereate' trade, these countrices should incrcase the numbor of

their
trading partners., They must diversify not only their exports bul also the
direction of expoxrts. Sccond, it should be pointed out that population

is increasing almost as rapidly in Burma and Indonesia as in the otherx
Southeast Asian countries. e have seen that these two countiics increased
their aggregate national product by a mere 11% above the pre-war level by
1960. Allowing for the population growth the two decades from 1940 to

1960 it is very doubtful that whether these ccuntries have so fax recained
their pre~war level of per cepita national output. So long as total out-
put cannot be expanded through the expansion of exports, the pressure on
standards of living must continue. In Indonesia panticularly, population
pressure is serious unot only because it reduces the standard of living but
also bocause it tewds to divert land from cash export crops to subsistence
agriculture, thus aggravating the foreign exchange shortage. Finally, cveu
if the governments of Burma and Indonesia are unwilliug or unable to admit
direct private forcign investment, they could take more vigorous action to
expand exports frem the wmining and plantation sector, either through state
enterprise ox joint enterpriscs with suitable foreign partners. with the
vesulting increse in foreign exchange earnings, they could expand outpult of

domestic consumers' goods thus alleviating the present austerilics created
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by heavy import restrictions, While it might be possible to adopt direct
state production methods in the mining and plantation exports, I feel that

they would still have to make a greater use of the indirxcct economic in=

centive mothods in stimulating output f£rom the peasant export sector. 1In

Durma particularly, where the peasants have suffered frow the fixed prices
paid by the State Agricultural larketing Board, a more vigorous and flexible
use of positive economic incentives should not only expand production but
also help to diversify peasant exports to meet new trends in the world
maxrket demand,

22, Proposals for regional Lconomic Unions and Common Markets are very
popular ncwadays and it is therefore natural to ask whether a closer re-
gional co-operation among the Southecast Asian countries might not ojifer a
promicing vay of widening their markets and perhaps bringing about a

more ouktward looking frame of mind in Buima and Indonesia. While I am
keenly aware of the long-term advantages of closex regional cconomic co-
operation in Southeast Asia, I cannot help feeling that, at thie moment,

the more ambitious types of proposcl, such as a Common Market or a Re-
gional Investment Planuing Authority, are soumewhat prematusce. Without
attompting to go systematically into the pros and cons of these proposals,
T may dray three implications from my previous analysis vhich indicate a
cautious attitude towards wide-sweeping proposals for regional economic
comoperation,

23. "o begin with, there are the hardening patterns of the inward and
outward-~looking ecconomic attitudes in Burma and Indonesia on the onc hand
and Malaysia, Thailand and the Philippines on the other, It is difificult
enough to suppress nationalism among the newly independent countries cven
vhen they have the same type of approach to cconomic development. Thus

484 which iz wade up of the threc outward-looking Southeast Asian countries
has so for achicved very Little in economic co~operation. The problems ate
considerably increcased when we are trying to coinbine two groups of countrics
vith very different outlooks on economic development, © If Ehe proposed Cuse
tomg Union or Conmon Market is Lo be worlied on a mere or less free cnters
prise basis, the Durmese and Indonesians would merely dismiss it as a
device by which the inrcigﬁ capitzalists, whether Southeast Asian or othevs,
"

wore attempting to obtain the old "stranglehold!" on their cconomics, If
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http:Cor,i.on

L
the Economic Union is to be on the basis of Regional Planning, co-crdinating
investment plans to avoid duplicating productive capacity, insuperable dife
ficulties and jealousies would arise over the geographial allocation of
what are considered to be the more desirable types of industry, Fox in-
stance, which country is to mct "the Steel Mill"? Apavt £rom these sub-
jective obstacles, the different patterns of cconomic development which
have taken place in the last two decades in the Lwo groups of countries
“are bound to create genuinely serious structural problems fon regional
integration. To take one obvious cxample, consider the difficultics of
a Payments Union between the strong and stable currencies of the outward-
looking countries with those of the inward-looling countrics are deeply
rooted in their slow rate of export cxpansion aund their policies which have
resulted in a chronic state of suppressed capital f£light, it s difficult to
see how the rates of exchange of these currencies can be brought into line
with the others without radical changes in their cconomic policies.
24, 1 have said that the process of import-substitution in the outwasrde
looking countries may increasingly fecl the limitations of the smalliess
of their domestic markets. Host people jump too readily from this to the
conclusion that thercfore the only rewedy is to have a wider Common Maxket,
There is also another path which deserves to be explored., It is frcquently
forgotten that yhile a small country may have a small domestic markel, the
gize is not necessarily fixed once and for all. It can in fact be in-
creasced appreciably even wvithin a relatively sbort period both by the
growih of population and by the growth of per capita incomc. Thus, if the
outyard~looking HSoutheast Asian couitvics can continue Lo expand their ox-
ports by increasing productivity in theix existiug lines of primary cxpoils
and by creating o favourable economic envixeonment yvhich might, with luck,
enable them to strilke into new Lines of primary exports, they may be able
to oxpand the sive of thein domestic markets quickly enough te keep on
adding further stages of danport substitution, witliout being held baclk by
a foreign cxchange shoxtase. If£ they can maintain thig process for some Lime,
theinr domestic industrial base may become skrong cnouglt to cnable them to

supplement thedr primary cxports with further exports of manufactured and

scemi~processed gocds,
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Without this possibility, it is difficult to sce how the smallex
European countrics, such as the scandanavian countrics, have managed to
Jaunch themselves into cconomic development in the past without the bene-
fits of large regional common markets or colonics. 0f coursc, this escape
route may be increasingly difificult for the "late comers'!' like Southeast
Asia who have also to contend with the competition £rom countriecs like Hong
Kong, India and Pakistan in the export market for the simpler types of manu-.
facture. »But, perhaps international trade in manufactures may look more
promising if we take into account not only finished products but also the
possibility of trading in semi-processed goods simpler capital goods
affording opportunities for a 'vertical international division of labour
gnong Asian Countrics, When this possibility is supplemented by internal
cconomice measures such as expansion of domestic food production, improve=
ments in internal tramsport and marketing facilities, a more equal distri-
bution of incomes between the towns and the countryscide, ctc., the initial
smallness of the domestic market nced not necessarily prove to be a fatal |
handicap for eccnomic develeopment, It is worth stressing this point, be- |

cause an undexdeveloped country may easily £all into the danger of not pres-

sing forward urgently enough with its own cconomi.c reforms because it is
distracted by the great expectations held out to it by the proposals for

a regional economic union,

25. Aunother favourite argument in support of a regional economic associa-
tion is that it may enable a greater amount of out:side cconomic aid to be
fumnelled into the region, say, through a Regional Economic Developmeat
Bank. The Southcast Asian countiics can, of course, use nore cconomic and
teehnical aid of the right type. But,as ve have scen, the baslc reason

for the elow cconomic growth of Lurma and Indonesia is Lo Le found, not

in the shortage of material resources but in the deopeseated political atti-
tudes vhich have prevented them from creating a favourable cconomic eaviy=
onment for maliung a more efifective use of their own existing resourcns.

For these two countries at least tha primary problem still remaing how to
stimulate the expansion of tyade and a mere increasce in the amount of aid
(even 3£ a country like Jurma were willing to accept more aid) may nol have
much effeet unless the fundamental attitudes poverning cconomic policy can

be shifted in a moxre outvard-looking dircction,

R atheade L L
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26, Vhat then is the role of Japan in the cconomic future of Southeast
Asia? Given Japan's position as the most industrilally developed Asian
country, with a high degrec of complementarity of resources wi.th Southeast
Asia and a high and growing propoxtion of both hex trade and funds for
cconomi.c co~operation devoted te the region, Japan is bound to play a
crucial xole in the cconomic future of Southeast Asia, If we envisage the
immediate possibility of farercaching forms of regional economic association,
Japan must be looked upon, cither on her own or jointly with other developed
countrics, or ECAFE as one of the main pillars on which such a xegional
economic structure may be built, But Japan's importance ig cven greater
if we adopt,as T would prefer to do, a more realistic approach, starting
from the cconomic conditions in Southcast Asia as they exist now and as-
suming a minimum change of attitudes, particularly on the part of Burma
and Indonesia.
27. Given her friendly relations with these two countiries, Japan is cur-
rent:ly in a more cffective position to halp them than any othzr advanced
countyiy; and givem that the regional economic prosperity of Scutheast Asia
may be jeopandised by the increasing gap in cconomic davelopmant betwecn
these two countrices and their neighbours, Japan may fiind it in her long
run intcrest to make special cfforts to help them, Take for iustance the
declining Japanese demand fox Southeast Asian rice, Vhile Thailand has
been able to compensate for it by expansion in exports of maize the struc-
ture of Durma's agriculture has been more rigid and she still depends prine
cipally on hexr rice exports, It would Le interesting to explore how Ear
Japan might be able to wodify internal agricultural policics to admifi morc
rice £rom Burma, (1) This, however, should be looked upon as a 'pumpepriii-
{ug! operation to usc Japanese capital aud technical aid to assist Burma in
the cxpansion of her other non~peasant exports and her impoxt-substitutin®
industrics, The Japanese experts are said to have showm a particulaur £l

in analysing the prospects of investment projects in Asian conditions and in

(1) Sce particulaxly the suggestive papev by Katsu Yanaihara on 'Problems
of the Rice Trade Retveen Hurnma and Japan - A Case Study on Exports of
Primary Product: in Underdeveloped Countries'', The Developing Ficonomles,

Marxch 1964,
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suggesting new Lndustrics under conditions of limited markets and their
assistance sliouid be particularly valuable in Burma. (1)

28, Apart from these special efforts directed towards the inward-looking
countries, I should like to suggest that Japan's role is not merely to
xpand trade aleong existing lines but also make flexible adjustments Lo
cnable the Seoutheast ‘Asian countries to make their crucial transition
from the export of primary products to the exports of manufactured goods
and to extend the scope of their manu facturing industries from this do-
mestic to the world market, The Southeast Asian countries can learn
uuclt £rom Japan's policics adopted during her own transition period. DBut
they will be further assisted if Japan (together with othex advanced
countries) were to adopt a policy of progressive vithdrawal from the
ports of simpler manufacturxes to make room for the exports fLrom the
underdeveloped countries and Lo turn progressively towards the export of
the more complex and capital and skill-intensive products in which her
comparative advantages are increasing, (2)

(1) L speak here purely as an outeide cconomist who has wo councctions
with the Govermment of Burma,

(2) Cf, Kiyoshi Kojima, "Ihe Pattern of Triangular Trade among the U.S,A.,

Japan and Southeast Asia', The Dovelepinz Econcmies, March-pugust,

1962 and alse Toshiaki Yoshiliara, "Japan's Wiade with Developing Coune
tries!" in the same dcane of the Journal fou further discucsion of thea
adjustments vhich way be made in the Commodity composition of Japan's
trade with Southcast pAsia.




