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Preface

The past twenty years have been difficult for many developing coun-
tries. Wide fluctuations in commod ity prices, the rapid accumulation of
external debt, and changes in world trade and macroeconomic condi-
tions have been among th. many problems they have had to face. The
Asian developing countries were able to adjust to these changing con-
ditionsand have veer among the most rapidly growing countries in the
world; and prospects for future growth remain bright. Developing
countries in other regions, including many Latin American countries,
have been less successful; many are beset with problems, including
Puge debt burdens, high inflation rates, and overall economic stagna-
tion. To be sure, there are exceptions in both Asia and Latin America,
but the phenomenal performance of many Asian developing countries
stands out as an anomaly of the 1970s and 1980s,

Recognizing the above, Miguel Urrutia of the Inter-American De-
velopment Bank and Sciji Naya of the East-West Center invited re-
searchers from Asia and Latin America to discuss this phenomenon.,
The conference, Comparative Development Experiences of Asia and
Latin America, was successful and this volume is the product of the
conference. | believe that the volume provides some insight as to why
economic performance differs between the countries through compari-
sons of the development strategies and perforrnances of the countries
in Asia and Latin America.

The International Center for Economic Growth (ICEG) is pleased to
be a part of the endeavor, as the theme links several important parts of
the Center’s activities. The major focus of the Center for the last two
years has been in Latin American affairs; more recently the Center has
begun to look at development problems in other parts of the world.
This comparative analysis of two very important regions examines the
strengths and weaknesses of various development strategics in a way
that scholars, technocrats, government officials and business execu-
tives from both regions can utilize. The Center is extremely grateful for
the contributions and cooperation of the East-West Center’s Resource



xii PREFACE

Systems Institute, the Inter-American Development Bank, the Institute
for Latin American Integration, and the Asian Development Bank.
Without their support, ideas, and dedication, this important book may
not have been pcssible. Finally, I would like to thank The Pew Char-
itable Trusts for its generous contribution to this project.

Nicolas Ardito-Barletta
General Director
International Center
for Economic Growth
Panama City, Panama
July 1989
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Introduction and Overview



Seiji Naya
Suby Roy
Pearl Imada

Introduction

Among the fundamental and difficult questions of modern economic
development is how to explain differential rates of cconomic growth
between countries and regions. The question becomes especially intri-
guing when looking at the development experiences of Asia and Latin
America, two important regions in the present world economy. Asia
has been experiencing remarkable economic growth in the last twenty-
five year., while for many complicated reasons Latin America has
seemed unable to fulfill its cconomic potential.

This volume contains papers presented at the Conference on Com-
parative Development Experiences of Asia and Latin America, which
took place in Honolulu in April 1988, The papers compare and contrast
recent economic developments and policyma king in these two regions,
which may be of use to policymakers, scholars, technocrats, and others
interested in them. Part One contains a general economic survey of
cach region, two studics of external ecoromic policies, and a case study
comparison of two significant countries, Brazil and the Republic of
Korea (hereafter Korea). Part Two contains three studies on efforts at
regional cooperation and integration in Southeast Asia, Latin America,
and South Asia, respectively. Part Three contains three chapters on eco-
nomic rclationships between Asia and Latin America, and between the
regions and the main economic powers in the Pacific, namely, the
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United States and Japan. Part Four consists of a set of concluding re-
marks by Migucl Urrutia and a concluding essay by Helen Hughes. A
statisticzl appendix is provided at the end of the volume to assist the
reader wishing further references.

In examining and analyzing the economices of two such vast and
complex continents, it is to be expected that fineness of vision has to be
traded for a wider perspective. Asia is vast and diverse on its own
terms even when, as here, the perspective is limited to a fourfold divi-
sion along the following lines: (1) the newly industrializing countries
(NICs), namely, Hong Kong, Korea, Singapore, and Taiwan; (2) the
four larger members of the Association of Southeast Asian Nations
(ASEAN-4), namely, Indonesia, Malaysia, the Philippines, and Thai-
land; (3) the Seuth Asian subcontinent of Bangladesh, India, Pakistan,
Nepal, and Sri Lanka; and (1) China. A similar classification scheme
can be coneeived for Latin America, as suggested by Miguel Urrutia in
his concluding remarks: (D the large resource-rich countries, including
Argentina, Brazil, and Mexico; (2) the small labor-abundant countries
of El Salvador, Guatemala, Haiti, and Honduras; (3) the remaining
countries of the South American continent and the Caribbean that are
resource-rich but tend to have small markets, such as Bolivia, Chile,
Colombia, Costa Rica, the Dominican Republic, Ecuador, Paraguay,
Peru, Trinidad, and Venezuela; and (4) the small, highly urbanized
economies of Barbados, Panama, and Uruguay. There are of course
similarities within cach subregion of Latin America and Asia, and pos-
sible lessons to be learned from comparisons between the subregiens,
but there are also obvious and major differences within cach subregion
and these need to be kept in mind.

In view of these observations, the task set for this volume is a dif-
ficult one. While differences must not be ignored, generalizations will
need to be made if any comparison or contrast is to be made at all. One
major question motivating several of the chapters of this volume is
whether the differences in growth rates between Asia and Latin Amer-
ica have been more the result of domestic economic policies or of in-
ternational events and conditions. The purpose of this Introduction is
to focus attention on certain aspects of this comparative question and
also to present some of the more significant comments and insights
that were made during the discussions of the papers presented at the
conference.
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Economic Growth Factors

A number of generalizations that deseribe and explain the differences
in growth rates between Asia and Latin America have become quite
common in academic and popular discussion. These generalizations
are implicit in several of the chapters. The first is perhaps the most

general of all.

GENERALIZATION 1: I the late 19705 and througl the 19895, Asia has
expericnced rapid growth, while Latin America has stagnated.

This is a broadlv true statement and is reported by a number of au-
thors in Part One of the book. Asian growth, however, has not been
uniform but patchy. A “flying geese” pattern of development (see fig-
ure 3.3 in chapter 3) has been used by several Japanese economists
(Akamatsu 19620, 1962b; Kojima 1978) to describe Asian development
as being smooth and harmonious, with one coundtry following the next
in producing and exporting simple labor-intensive products and then
advancing to more complevindustrial ones. While the flving geese pat-
ternis a useful metaphor. there is pra” ably much less symmetry in the
patternof Asiandevelopment than is suggested by the model. The eco-
nomic performance of the Asian NICs over the past twenty-five vears
has indeed been spectacular, surpassing that of any other group of
countries in modern times, and almost the same can be said of some
countries in Southeast Asia such as Thailand. But the economic perfor-
mance of other countries in Asia, especially the Philippines and the
South Asian countries, has boeen less impressive. In fact, several Asian
countries have experienced very small or negative growth, while some
Latin American countries, including Colombia, have experienced re-
spectable growtin rates.

As carly as the 1950, however, it had seemed to many observers
that some of the larger Latin American countries, in particular Brazil,
Moevico, Argentina, and Venezuela, were poised for rapid long-term
prowth. Indeed, the term “NICS” was initially coined in reference to
these Latite American countries more than to the Asian NICs, and most
Latin American countries started with higher per capita incomes than
are now found in Asia outside the NICs. As noted by Edmar Bacha in
his paper (sce chapter 2, this volume), if the Latin American economies
had continued to grow rapidly, the relevant chapters in this book
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would have been reporting quite a different set of opinions about Latin
America. Therefore, the basic question that arises is why the growth of
Latin American countries slowed.

GENERALIZATION 2: The Asian counitries identified in the 1960s as poten-
tial NICs succeeded, bt those se identified in Latin America did nol.

Among the numerous explanations of this differential growth is
that the Asian NICs have been united by a quasi-Confucian cthic. In
chapter 3 of this volume, Edward Chen argues that emphasis on a few
Confucian values, such as lovalty, respect for elders, and a strong work
cthic, was a key factor in the growth of the Asian NICs. This suggestion
is similar to the religious and sociological explanations for the growth
of the West in the last century. Certainly an observer is impressed with
the continuation of traditional values in social and family life in many
parts of Asia, continuation that mav have contributed to the greater or-
derliness that is tound there. This may be an important factor that has
a bearing, for instance, on difterences inindustrial organization in Asia
and the West. For example, it has been pointed out that the labor force
of the Asian NICs exhibits more selt-discipline than that of any other
in the world cconomy. Yet the question of cultural influence is a com-
plicated and technical one that needs to be (and is being) seriously ad-
dressed by cultural and political historians. It is not something on
which cconomists can speak with comparative advantage.

Instead, the kind of explanation that the economist finds more ap-
pealing tends to be the following:

GENERALIZATION 32 Asia has had more market-oriented ad less-requ-
lated cconomic policies than Latin America. There have been more incenlives
encotrdgiing cntreprencurship and private mitialive in Asia; there also has
beei reater confidence inrand beteeeen the governimment and the private sector.

This againisa broadly true statement that requires some qualifica-
tion. The Astan NICs are well known for their policies emphasizing
market- and private-sector development. At the same time, the policies
of the Asian NICs (except Hong Kong's) are not laissez-faire policies,
and in fact their governments do a great deal to determine the shape
and direction of their economies” development. Chen proposes that
this be called “neoclassical interventionism,” since the policies
adopted are vased on neoclassical principles, with greater reliance on
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incentives and the market system. That is, the government intervenes,
but only ina manner that— insofar as these policies are intended cither
to correct market distortions or achieve certain social goals—uwill facil-
itate the market system. The ASEAN-1 countries also have emphasized
market-oriented policies, though less so than the Asian NICs,

On the other hand, the governments of the South Asian countries
have traditionally intervened inevery facet of the production process.
Here the government, through its public enterprises, is a large pro-
ducerof a wide range of goods. Several of these South Asian countries,
like many Latin American ones, are in the process of casing regula-
tions, but most are finding it a difficult task. How far, how fast, and in
what order to liberalize are questions that must be further addressed.
The task is made more ditficult because in Latin America and South
Asia, as Rvokichi Hirono, a discussant at the conference, pointed out,
unlike in the NICs and the ASEAN-4 countries, there is a wariness and
a mutual lack of confidence between the government and the private

sector.

GENERALIZATION 4: Asia has had more outward-looking trade and
exchange-rate policies than Latin America.

As noted by Somsak Tambunlertehai, a discussant at the confer-
ence, despite extensive government intervention, trade regimes in the
NICs have generally been left to market forees. In fact, | long Kong and
Singapore ave virtually free-trade economies, while the level of protec-
tion in Taiwan is also very low. Although tariff levels are somewhat
higher in Korea, they are still generally lower than those of other de-
veloping countries. Further, protected industries in Korea were re-
quired to become competitive and Legin exporting within a short
pz.iod of time. This meant that efficiency and competition have been
promoted rather than suppressed.

One reason the NICs moved against the conventional wisdom and
toward outward-looking policies was that their small markets and lack
of natural resources made import-substitution policies untenable. Un-
like the resource-rich and larger countries in both Latin America and
Asia, the NICs had few other options.

In contrast, most developing countries, including the Southeast
Asian, South Asian, and Latin American countries, followed the eco-
nomic wisdom of that time and allowed their industries to hide behind
high tariff walls. This provided a quick spurt of growth that did not last
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once the domestic market was satiated. The large profits that were
gained by inefficient domestic producers in a protected market invari-
ably led to the creation of special-interest groups supporting the con-
tinuation of such policies. Because of the foreign exchange reeeived
from producing and exporting primary commoditics, the ASEAN-4
and Latin American countries were able to sustain ex pensive import-
substitution policies. However, such policies supported overvalued
exchange rates, which discriminated against manufactured exports.

Further, commodity exporters were affected by the problem of
booming sectors. With high commaodity prices, other exporting indus-
tries were hurt by the appreciating domestic currencices. For example,
the textile industry in Colombia went mto crisis in the carly 19805 de-
spite etforts by the government to prevent revaluation of the domestic
currency.

The ASEAN-4 countries, however, moved to reduce the bias
against exports in the mid-1970s. Severatof them depreciated their cur-
rencies and lowered overall levels of protection. Exports of manufac-
tured goods boomed and helped cushion the effect of lower
commodity prices in the 1980s,

More generally, there mav have been a basic difference between
parts of Asia and Latin America in their perceptions of export oppor-
tunities. For example, in Latin America the predominance of commod-
ity exports and the low income elasticity of demand for commodities
has generated more pessimism than has been the case in East or South-
cast Asia. Incontrast, despite the slower growth of world trade and the
fact that the NICs and ASEAN-4 cconomies have faced at least as
much, and possibly more, Western protectionism in the 1970s and
1980s than have Latin American economies, there seems to have been
less “export pessimism” in Asia than in Latin America.

GENERALIZATION 5: Asia has been more concerned with macroeconontic
stability than Latin America, especially with respect to inflation and debt
managenment.

A few Asian countries have experienced repressed inflation and
shortages and have not followed prudent borrowing or debt-manage-
ment policies. Most of them, however, have adopted pragmatic poli-
cies and approaches with respect to debt management and intlationary
expectations, in contrast to the less-restrained expenditure policies of
Latin America. To this may be added the relatively higher rates of real
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saving in East and Southeast Asia than in Latin America. Furthermore,
in contrast to many Latin American countries, saving rates have in-
creased since 1970 in all East and Southeast Asian countries except the
Philippines. Because of moderate levels of inflation, realistic interest
rates, and the strong economic performance of the region, capital flight
has not been a problem in Asia.

Augustine Tan, a discussant at the conference, pointed out that the
nominal growth of the Latin American economics in the 1960s and
1970s was being tinanced by extensive borrowing, with the borrowed
funds too often being used not for productive investment but to pay for
public sector consumption. The financial sectors of the Latin American
countries were flooded by a large supply of capital available for bor-
rowing in the 1970s, and the low or even negative real interest rates sig-
naled the Latin American countries to borrow more rather than to
produce for export.

Moreover, while economists in Asia would agree that high rates of
realinflation are inimical to real cconomic growth due to the uncertain-
tics and unanticipated transfers that inflation causes, the same may not
be true of Latin America. It was argued that, until only very recently,
there has been relatively little consensus among Latin American econ-
omists and government officials with respect to economic policies, and
that there has not been the same sense of direction in Latin America
with respect to macroeconomic policy that is found in the NICs. How-
ever, because of the serious distortions caused by inflation and hyper-
inflation (despite indexation of wages and prices), there is emerging a
growing consensus among, Latin American economists on the impor-
tance of lower inflation rites to economic growth.

GENERALIZATION 6: Efforts at regional cooperation succeed when they
are ot toe ambitious; they should work to create trust and information capital,

Latin America has the longest experience of regional cooperation
beginning with the Centrai American Common Market (CACM) and
the Latin American Free Trade Association (LAFTA) in the late 1950s
and early 1960s. As the names suggest, these were ambitious attempts
to form large markets with no tariff barriers. Asia has had a shorter his-
tory of regional cooperation. The Association of Southeast Asian Na-
tions (ASEAN) was formed in 1967 without such ambitious goals.
More recently, in 1985, the South Asian Association for Regional Coop-
cration (SAARC) was formed. These attempts at cooperation have
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taken different forms and have met with various degrees of success. In
evaluating the success of regional cooperation efforts, the most impor-
tant benefit that is often neglected as being too obvious is that regional
cooperation contributes to the prevention of unnecessary war. For ex-
ample, by reducing the prospect of war within Western Europe to zero,
economic cooperation in Europe has contributed to the general welfare
of the region. The same could be said for the cooperation schemes
within ASEAN, and perhaps to a lesser extent for those in Latin Amer-
ica; but the same cannot be said as vet for South Asia, where tensions
between India and Pakistan continue.

Efforts at regional cooperation can lead to more and better con-
tacts, information, and channels of communication, all of which may
reduce transaction costs and increase the stock of what may be called
the “information capital” available to traders and potential traders.
Suchaninvisible stock of trust or information capital can be very valu-
able. Burcaucracies may be needed to maintain this stock. While there
is the danger that these new bureaucracies, once created, will develop
lives of their own that are independent of their original purposes, the
net gain may nevertheless be positive. Wars and civil wars destroy not
only physical and human capital but this invisible and intangible kind
of capital as well. Forinstance, with the breakup of the economic union
in South Asia forty years ago, an invaluable stock of inforimation capi-
tal 'was lost, and it is proving extremely difficult for SAARC to now re-
build that informational base. The same may be said with respect to
indochina, North and South Korea, and so on.

Attempls at integration often face the problem of intraregional
trade expansion being limited by lack of complementarity in the export
structures of the regional partners. Exports are often concentrated in
primary products that are destined for Western markets. The question
of how the structure of production can be expanded to allow for
greater trade is central to most regional integration schemes. The Latin
American experience clearly shows the problems of pursuing indus-
trial programs of agreed-upon specialization, where regional produc-
tion of certain goods is designated to selected countries. ASEAN's
attempt at a regional industrial scheme also failed. Two major lessons
that can be drawn from these experiences are the importance of a slow
approach to integration as well as the need to maintain openness with
the rest of the world.

Finally, two generalizations were voiced pertaining to the state of
politics in Asia and Latin America.
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GENERALIZATION 7: Asia has had more political stability than Latin
Anterica.

In the Asian countries, there have been few changes in government
leadership in the past ten years and in some cases twenty years. For ex-
ample, Lee Kuan Yew has been the leader of Singapore’s government
for almost thirty years, and Suharto governed Indonesia for more than
twenty years.

Inaddition to the generally long tenure of political regimes in Asia,
the economic policies followed have generally reflected a pragmatism
on the part of the government that, typically, has extended into the next
regime despite differences in political ideology. For example, even
when political coups occurred in Thailand in the 1970s and Korea in
the 1980s, economic peolicies remained basically unchanged.

GENERALIZATION 8: Latin America has had more of a trend toward
democratization than Asia.

Of course there are major exceptions to this. The large and vibrant
Indian democracy thrives as it has done for half a century, democratic
institutions continue in Sri Lanka even in the midst of civil war, and the
Philippines experienced an important democratic revolution only a
few years ago. At the same time, dictatorships continue in some Latin
American countries. Yet for a variety of reasons, the last decade has
witnessed a broad trend toward political democratization in Latin
America. While Latin Amcrican economists (of all persuasions) seem
frank enough to be highly critical of many aspects of the management
of economiic policies in their part of the world, they take some pridein
these recent political trends. Asian economists on the other hand are
sometimes a little complacent and self-congratulatory with respect to
the economie successes in their region, and they may need to move
increasingly toward improvements in the nature of their political
institutions.

Each of the cight generalizations given above contains an impor-
tant element of truth (although the reader is reminded of the diffi-
culties that are involved in making large-scale comparisons and
contrasts). The development experiences of Asia and Latin America are
likely to remain important subjects of academic and policy interest,
and it is hoped that this volume will contribute to that discussion.
While numerous questions clearly remain, the volume provides a
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foundation upon which further research into the development process
and experiences of Asia and Latin America can be built.



1 Kedar N. Kohli

Economic Trends in Asia

This chapter describes the overall economic development of Asia (ex-
cluding Japan) in the 1970s and 1980s, and examines some of the major
external and domestic factors that have contributed to it. An overall as-
sessment is first presented, followed by an examination of groups of
countries with common features: the Asian newly industrializing
countries {NICs), the four larger members of the Association of South-
cast Asian Nations (the ASEAN-4), and South Asia. China is treated
separately. Countries for which data are not available—in particular
Afghanistan, Cambodia, Laos, and Vietnam— have been excluded.
Asia’s cconomic performance in the 1970s and 1980s has been re-
markable As compared to overall growth in gross domestic product
(GDP) of about 5.0 percent in the 1960s, overall GDP growth increased
by 6.5 percent in the 1970s and by 6.6 percent in the 1980s (Asian De-
velopment Bank 1987). Large countries such as China, India, and Indo-
nesia have become self-sufficient in food grains, and the region has
emerged as a major exporter of edible oils and several agricultural raw
materials. The principal impetas to growth was provided by rapid
growth in manufacturing, which in turn was greatly facilitated by arel-
atively favorable environment for exports, especially during the 1970s.
The structure of production has undergone major changes since
1970. Outside South Asia, the share of industrial production now
exceeds that of agriculture in the total GDP of the Asian developing
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countries (see table A.4 in the statistical appendix). Industrial produc-
tion is becoming increasingly diversified, although in many countries
light industry based on the processing of domestic raw materials still
predominates. With some exceptions, the share of the service sector has
continued to expand, and in several countries this sector now accounts
for the largest share of GDP Ay riculture, however, continues to be the
major source of employment excepr in the NICs.

The efforts ot many countries to maintain high growth rates in the
face of an adverse international environment contributed to growth in
external borrowing, the latter accelerating during the 1980s. Conse-
quently, external public debt grew rapidly, particularly after the second
oil shock. In recent years, the debt service payments of several coun-
tries have been large, although all countries except the Philippines
have been able to meet their debt-service obligations. Thus debt service
15 not a major concern in most of Asia. In fact, Asia is the only develop-
ing region where commercial banks continue to provide fresh loans
without any major support from the International Monetary Fund
(IMF) or the World Bank.

The Newly Industrializing Countries

Since the beginning of the 1960s, the NICs (Hong Kong, South Korea
hereafter Korea], Singapore, and Taiwan) have been the fastest-grow-
ing ¢ untries in Asia, and perhaps in the world. In the 1960s, their GDP
growth averaged more than 9.7 percent a year and in the 1970s be-
tween 8.0 and 9.0 percent a year (teble A.2). However, their growth was
especially low from 1980 to 1985 because of the second oil price shock
and depressed demand for their exports in industrialized countries.
Singapore was the most adversely affected because, in addition to low
export demand, a government policy of high wages and escalating
rents led to the closure of many foreign firms. Since 1986, however,
these countries have again shown rapid growth, with Singapore aver-
aging 9.0 percent and the other three NICs more than 10.0 percent.
This high growth in GDP nas been accompanied by changes in the
structure of production in the NICs. Between 1970 and 1986, the share
of agriculture in GDP fell dramatically in Korea and Taiwan—rep-
resenting only 12 percent and 6 percent, respectively, in 1986 (table
A.4). On the other hand, the share of industry has increased rapidly,
and in 1986 accounted for 42 percent of GDP in Korea and 55 percent
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1 Taivwan. The share of the service sector in both countries has re-
mamed stable ataround 42 to 45 percent. In | long Kong and Singapore
there has been little change in the production structure sinee 1970, The
service sector continues to account for about 60 percent of GDP with
industry accounting for the balance. The role of agriculture in both of
these city-states is negligible.

With the dramatic fall in the share of agriculture in total GDP, the
share of the labor foree emploved in agriculture has also shrunk (table
L1 In 1986 agriculture accounted for 24 percent of the labor force in
Korea, 17 percent in Taiwan, and only about | pereent each in Hong
Kong and Singapore. The industrial labor force has grown rapidly, and

Table 1.1
Employed Labor Force in Asian Countries, by Sector Share, 1970-86 (%)
1970 1986
Country Agriculture  Industry Service Agricutture  Industry Service
NICs
Hong Kong® 19 37.3 60.8 1.5 35.0 635
Korea 504 14.3 352 23.6 259 50.5
Singapore 34 223 743 0.9 25.7 734
Tawan 354 22.0 42.7 17.0 342 48.7
ASEAN-4
indonesa” 616 8.4 301 54.7 9.9 354
Malaysia 932 11.6 352 343 155 50.2
Philppines' 53.8 119 343 49.3 10.3 404
Thaland® 72.2 7.7 20.1 59.2 113 295
South Asia
Bangladesh” 739 68 193 64.0 85 276
Burma’ 66.7 6.8 26.5 65.8 9.1 250
incha’ 73.0 12.0 15.0 70.0 13.0 17.0
Nepal na na na na na na
Palastan 57.0 154 276 50.6 13.7 35.8
SriLanka* 50.4 15 40.0 435 10.8 437
Other Asia
Ching" 745 122 133 62.5 17.0 205
na = Not avallable
a. 1971
b 1976 ang 1965
c. 1985

d 1972 and 1985

e 1973 and 1985

f 1970 and 1980

g 1971 and 1981

h. 1977 and 1985.

Souket Asian Development Bank, Key Indicators of Developing Member Countries of ADB, April 1984 and July 1987,
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in 1986 accounted for 35 percent of the total labor force in Hong Kong,
3+ percent in Taiwan, and 26 percent cach in Korea and Singapore. The
largest share of the labor force in all NICs was employed by the serviee
sector.

Export-led industrial development has been the engine of growth
in all of the NICs. The compounded annual growth in exports during
the decade 1970-80 ranged from 23 percent in Hong Kong to 36 percent
in Korea (table A8). Imports also increased rapidly at a compounded
annual reie, ranging from about 23 percent for Hong Kong, to 29 per-
cent for Taiwan during the same period (table A.9). But the growth in
both exports and imports fell dramatically between 1980 and 1985,
Growth in exports was slow because of reduced demand and increased
barriers to imports in industrialized countries. Imports were drasti-
cally reduced so as not to strain foreign exchange resources.

It may be noted that investment in the NICs has been financed pri-
marily by domestic saving (table A.5). In fact, domestic saving has ex-
ceeded investment, and the intlow of external resources has been only
a fraction of the increase in the NICs international reserves. Most of
their foreign inflows have been in the form of direct investment. Thus
reliance on external borrowing has been rather limited. The aftermath
of the two oil shocks and efforts to expand heavy industry led Korea to
borrow heavily from both official and commercial sources abroad. As
a result, the country’s total external debt increased rapidly to US$44
billion at the end of 1986 (table A.13). This became a matter of concern
not only to the international lending community, but also to the Korean
government.

Since 1986, the picture has changed d ramatically. The impact of the
devaluation of the U.S. dollar relative to the yen and the major Euro-
pean currencies has stimulated the NICs” exports greatly. Hong Kong
and Korea, both of which had current account deficits until 1985, expe-
rienced growing surpluses in 1986 and 1987. The current account sur-
plus of Hong Kong was US$4 billion in 1986 and US$10 billion in 1987,
while the corresponding figures for Korea were US$5 billion and
US$12 billion. Taiwan saw its current account surplus increase sharply
from US$9.2 billion in 1985 to US$16 billion in 1986, and to $26 billion
in 1987. Singapore was the only country among the NICs with its cur-
rent account virtually in balance. [t is worth noting that most of the
NICs’ surplus was from its trade with the United States. This is evi-
denced by the fact that in 1987 the United States had a trade deficit of



Economic Trends in Asin 17

USS$6 billion with Hong Kong, US$10 billion with Korea, US$2 billion
with Singapore, and US$20 billion with Taiwan.

The ASEAN-4

During the 1970s, the performance of the ASEAN-4 countries, or quasi-
NICs (Indoncsia, Malaysia, the Philippines, and Thailand), was quite
impressive. The annual GDP growth rate of these countries d uring the
period ranged from about 6 percent for the Philippines to 8 percent for
Indonesia (table A.2). Although industrial production increased at a
fairly high rate, the major stimulus to growth came from the excellent
pertormance of the agricultural and mineral sectors. This situation,
however, changed dramatically in all of these countries during the
1980s. Between 1980 and 1987 the average GDP growth rate of the
ASEAN-4 was nearly half of that in the 1970s. This resulted from a
combination of several tactors that are discussed later.

The production structure in the ASEAN-4 has undergone signifi-
cant change since 1970 (table A.4). With the exception of the Philip-
pines, the share of agriculture in total output steadily declined between
1970 and 1986, while that of industry and services increased. In the
Philippines, the sharp fall in industrial production since 1983 was re-
sponsible for the decline in the share of industry, which was accompa-
nied by an increase in the share of agriculture. In Indonesia, the fall in
the production and price of crude oil contributed to a reduction in the
share of industry in recent years. Despite these adverse developments,
the share of industry in total GDP in all the ASEAN-4 in 1986 greatly
exceeded the share of agriculture. However, in all of these countries the
service sector accounted for the largest share of GDP, ranging from 42
percent in Indonesia, Malaysia, and the Philippines to 53 percent in
Thailand.

Although agriculture now accounts for less than a quarter of total
GDP in mos of the ASEAN-4, the proportion of labor employed in
agriculture in 1986 ranged from 34 percent in Malaysia to 59 percent in
Thailand (table 1.1). The share of total labor employed in industry has
shown a modest increase since 1970, and in 1986 it ranged from some
10 percent in the Philippines and Indonesia to 16 percent in Malaysia.
Except in Malaysia, agriculture continues to absorb the greatest
amount of labor, followed by services and industry.
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The rapid growth in the output and price of oil and other primary
commodities greatiy expanded the exports of the Southeast Asian
countries during the 1970s (tat:le A.8). The greatest increase was expe-
rienced by oil-exporting Indonesia (35 percent), while the smallest in-
crease (19 percent) occurred in the Philippines. However, adverse
external factors caused a serious setback in exports in these countries
during the 1980s. Between 1980 and 1986, the value of these countries’
total exports declined, although it recovered somewhat in 1987, with
Thailand performing relatively better, with exports increasing by 8 per-
centin 1987

The imports of the ASEAN-4 countries also increased at a rapid
pace during the 1970s. Howcever, the imports of Indonesia and Thai-
land increased much less than their exports, whereas the reverse was
true in the Philippines, and in Malaysia growth of imports matched
that of exports. In the 19805 these countries tried to maintain their im-
ports in the face of falling exports, but as their debts mounted they
were sometimes forced to cut vack This in turnadversely affected their
investment and growth.

In the cases of Indonesia and Malaysia, the trade account is a poor
measure of their current account positions. This is because of the large
size of payments fatling under services and remittances. For example,
during the period 1970-80, Indonesia’s external debe outstanding in-
creased from US$3 billion to Uss21 billion, while its trade surplus in-
creased from US$0.1 billion to US$11 killion. The external debt
outstanding of the ASEAN-4 countries taken together increased from
US$6 billion in 1970 to US$52 billion in 1980. These countries borrowed
heavily during the 1980s when their exports suffered a setback. As are-
sult, their total external debt rose sharply to about US$106 billion by
the end of 1986.

South Asia

The South Asian countries are the poorest in Asia and have also regis-
tered the slowest economic growth (table A.2). In the 1970s real GDP
increased by some 2 percent, 3 percent, and 5 percent per year in Nepal,
India, and Sri Lanka, respectively—rates marginally below those of
the 1960s. Bangladesh and Pakistan showed real GDP growtn of 6 per-
centand 7 percent, respectively, over the same period. South Asian ag-
ricultural production in the 19705 barely kept pace with population
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growth, while industrial production increased by less than 5 percent
per year. Per capita income increase has been relatively low and pov-
erty remains widespread.

In the 1980s, South Asia has performed much better, with annual
growthincreasing during the period 1980-86 in all the countries except
Bangladesh. Excellent performance of the agricultural sector is the
major factor responsible for this improvement. For reasons discussed
later, the industrial sector also performed better. | lowever, the service
sector showed the highest growth rate in practically all of the South
Asian countries. In 1987, severe drought in several countries and
floods in Bangladesh caused a major sitback in South Asian economic
growth,

The structure of production has changed rather slowly in most
South Asian countries (table A ). Agriculture continues to dominate
the economices of Bangladesh, Burma, and Nepal. The share of agricul-
ture has fallen significantly in Pakistan, India, and Sri Lanka. It is
worth noting, however, that except for Sri Lanka the decline in the
share of agriculture resulted largely from an increase in the share of the
service sector rather than in that of the industrial sector,

Although its share in total GDP has fallen, agriculture is by far the
largest source of employment in all South Asian countries, with its
share ranging from 43.5 percent in Sri Lanka to nearly 70 percent in
India (table 1.1). While the amount of employment provided by the in-
dustrial sector has remained relatively small, the amount provided by
the service sector has grown steadily, with the latter becoming an im-
portant source of employment in all South Asian countries,

Until recently, trade promotion was not assigned high priority by
the South Asian countries. Despite this, their overall exports increased
at a fairly high annual rate during the 1970s. As table A8 skows, the
most rapid growth in exports was achieved by Pakistan (21 percent),
while the lowest occurred in Nepal (7 pereent). Imports, however, in-
creased faster than exports. Half of this increase was accounted for by
oil, while a large part of the balance consisted of manufactured goods
and fertilizers. From 1980 to 1986 exports increased at an annual rate
of between 1 percent and 10 percent, while imports showed virtually
no growth (table A.Y).

Because of the widening trade deficit in the carlier period, the net
inflow of external resources into South Asian countries increased
rapidly from U5$1.4 billion in 1970 to US$6.1 billion in 1980, Thereafter,
these inflows declined steadily but started to increase again in 1985; the
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year 1986 was the first year in which the net inflow exceeded the level
attained in 1980. The total external debt of the South Asian countries in-
creased from US$12 billion in 1970 to US$37 billion in 1980, and to
US$63 billion in 1986. India accounted for more than half this debt.
Since most of it was, at least until recently, on highly concessional
terms, the debt-service burden of these conmniries has remained man-
ageable (table A.TH. The only exception is Burma, where the debt-
service burden has reached 55 percent. This is due less to the size of its
external debt than to falling exports caused by domestic capacity con-
straints and to the low prices of that country’s principal exports.

China

Despite political upheavals, the Chinese economy continued te grow
at a satisfactory annual rate of 4 percent from 1960 to 1970. Growth in
agricultural output of 2 percent Rarely kept pace with the increase in
population during this period. Industrial production increased by 12.7
percent a year in real terms, with heavy industry increasing by 15.7 per-
cent. However, the industrial sector was plagued by imbalances, bot-
tlenecks, and shortages.

The results of the economic reforms launched in 1979 have gone
beyond expectations. From 1980 to 1986, annual growth in GDP was
almost 8 percent, and in 1987 real GDP growth exceeded 9 percent.
While agricultural production grew by about 7 percent per year, in-
dustrial production increased by 11 percent. Within the industrial sec-
tor, the share of light industry steadily increased at the expense of
heavy industry.

China’s economy has undergone substantial structural transfor-
mation in recent years. The share of agriculture declined from 35 per-
cent in 1970 to 31 percent by 1986, whereas that of the industrial sector
increased from 41 percent to 46 percent during the same period (table
A.4). The share of the services sector, which is relatively less developed
than in other countries, declined from 24 percent in 1970 to 23 percent
in 1986. Agriculture, however, still provides nearly two-thirds of total
employment in China (table 1.1). It is also worth noting that while the
share of the services sector in total GDP has declined, its share in total
employment has increased. Industry still accounts for the smallest
share of the labor force in China.
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China’s merchandise exports grew by 23 percent per year from
1970 to 1980, Growth has been particularly large since 1978, when the
country began its open-door policy. Exports have increased from
US51.6 billion 2 1970 to US$31.4 billion in 1986 (tables A.11a and
ATD). Crude oil and other raw materials now constitute about half of
total exports. Light manufactures, including textiles, have also shown
asubstantial increase sinee 1978, Until 1984, imports nearly equaled ex-
ports but increased rapidly thereatter, so that the trade deficit increased
sharply from USS1.T billion in 1984 to US$15.2 billion in 1985 and
US12.0 billion in 1986 (table A.7). The government therefore adopted
drastic measures to limit imports. These measures were quite success-
ful and the trade deficit plummeted to US$3.7 billion in 1987,

China had virtually no external debt until 1978, and up to 1984 its
annual borrowings were quite modest. Since then it has contracted
large amounts of external debt through both official and commercial
sources. By the end of 1986 its external debt had increased to US$22.0
billion. China has also encouraged direct foreign investiment, most of
it through joint ventures. During the period 1980-85, such investment
amounted to US$3.4 billion, nearly two-thirds of which was from
Hong Kong. China’s debt-service burden remains small, and the ZOV-
ernment has adopted a cautious policy regarding future external
borrowing,.

External Factors Affecting Development

The major external factors that have affected economic performance in-
clude (1) the international trading environment, (2) the two oil shocks,
(3) technological change, (4) commaodity prices, and (5) currency re-
alignments. Apart from influencing cach other at the international
level, each of these factors directly or indirectly affects many macroeco-
nomic variables in Asia itself. Hence it is difficult to measure sepa rately
theirimpact on these different variables in various countries,

The international trading environment has been a major factor
shaping the export demand for commodities. This environment has
been affected by the growth and structural transformation occurring in
the industrialized countries and the trade policies pursued by them.
Real growth in the countries belonging to the Organisation for Eco-
nomic Co-operation and Development (OECD) averaged 3.4 percent
per year during the period 1970-79 and fell to 2.1 percent during the
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period 1980-87. Accompanying this change was a major structural
shift within the industrialized countries. During the period 1970-87,
the share of manufacturing output in their GDP fell from 30 percent to
23 percent. Within the manufacturing sector, output shifted away from
traditional raw material-intensive subsectors toward high technology
and information-based products. All of these factors have contributed
to depressed export demand for primary commndities irom Asia.

Following the reduction of nontaritf barriers to trade in the post-
Second World War period, industrialized countries reduced tariffs on
manufactured goods to negligible levels through successive rounds of
multilateral trade negotiations. By the carly 1970s, the world's trading
environment was freer than at any time since the early 1900s (Hughes
1987).

High OECD growth rates accompanied by trade liberalization in
the 1960s and carly 1970s opened up markets for both primary and
manufactured goods from Asia. The NICs responded by rapidly in-
creasing their labor-intensive manufactured  exports, while the
ASEAN-4 increased their primary exports. These factors provided a
major boost to both groups” cconomic growth during the carly 1970s.
Even the South Asian countries benefited from these trade policies, al-
though te a lesser degree.

The mid-1970s and the 1980s witnessed limitations on the free
movement of goods and services. Because of their slow economic
growth and growing problem of unemployment, the industrialized
countries began to limit the rate at which they were importing labor-
intensive manufactured goods from developing countries, notably
clothing, textiles, and footwear. These restrictions were tightened and
extended to other items that affected the NICs as well as other coun-
tries such as India and Pakistan. The NICs nevertheless continued to
account for a high proportion of total developing-country exports by
diversifying, moving upmarket, and rapidly expanding into electron-
ics, computers, machinery, and chemicals. Similar shifts in other coun-
tries occurred at a comparatively slow rate and, although these
countries were less successful in achieving this restructuring, they
have achieved in recent years some growth momentum.

In the 1:70s, the industrialized countries also began to increase
protection for their agricultural goods. The European Community (EC)
imposed maximum barriers through its Common Agricultural Policy.
Japan’s agricultural policies have traditionally been protectionist, and
the United States became increasingly protectionist as markets for



Economic Trends in Asia 23

agricultural products shrank. The primary exports of the ASEAN-4
were adversely affected by these policies in the industrialized coun-
tries. This caused serious problems in the ASEAN-4s balance of pay-
ments and debt service, which affected their investment and growth.

The favorable international trading environment of the 1970s was
interrupted by the tw - oil shocks in 1973 and 1979, These led to major
adjustments un the part of the non-oil-producing countries—adjust-
ments that included restraint in consumption and investment, de-
craases in imports, increases in exports, changes in the production
structure, and additional external financing. The pace of adjustment
was rather quick during the 1970s, pa rtly because of the relative stabil-
ity of oil prices after 1974 and pa rtly because of the rapid growth in ex-
ports achicved in the latter part of the 1970s. The high GDP growth in
the industrialized countries noted above helped in this regard. Most
countries increased domestic saving in order to keep dependence on
external debt within manageable limits. Bangladesh, Nepal, and Sri
Lanka were slow in restructuring their ecconomies and, as a result, sav-
ing in these countries either remained stagnant or declined. In their of-
fort to maintain growth momentum, they rapidly increased their
dependence on external assistance.

The second oil shock affected non-oil-producing countries more
than the first one because the increase in oil prices was far greater in
absolute terms. In addition, and perhaps more importantly, the pro-
longed recession in the industrialized countries made it difficult to
expand exports. Most borrowed heavily from official and commercial
sources in the hope that the world cconomic environment would im-
prove quickly and enable them to meet their growing debt-service lia-
bilitics. This hope was not realized.

The oil-exporting countries, Indonesia and Malaysia, were major
beneficiaries of the increase in ol prices. Their export and tax rovenges
increased rapidly. This enabled them to embark on ambitious invest-
ment programs that contributed to sustained and rapid growth until
1984,

The recent fall in oil prices has benefited all non-oil-producing
countries. The NICs have benefited the most because they are heavily
dependent on imported energy. South Asian countries, which spend a
large proportion of export carnings on oil imports, have also benefited
considerably. Among the ASEAN-4 countries, the Philippines and
Thailand have benefited, whereas Indonesia and Malaysia have been
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adversely affected. Indonesia, which depends on oil for nearly two-
thirds of its exports and half of its revenues, has been severely affected.

In general, countries with diversified production structures and
large ratios of domestic saving to total investment withstood the oil
shocks better and responded faster to the new international environ-
ment. Korea among the NICs and India among the low-income coun-
tries illustrate this point well. The Korean case demonstrates that if
accumulation of debt is accompanied by increased saving and exports,
there is no cause for concern (Sachs 1981). The Indian one shows that
external borrowing can be restrained by an increase in domestic sav-
ing. In contrast, the experience in Burma, the Philippines, and Sri
Lanka shows that increased debt accompanied by falling saving ratios
and stagnating exports can cause serious debt problems, even if the
borrowing has been on highly concessional terms.

An important side effect of the two oil shocks in developed coun-
tries has been the heightened concern about the continued availability
of material resources. Major studies carried out in the 1970s indicated
the possibilities of scarcity emerging not merely for oil, but also for
metals and several agricultural commodities. This spurred major tech-
nological change. Because of its effects on both demand and supply,
technological change occurring in industrialized countries has
strongly affected Asia. From the demand side, several dimensions are
apparent. First, new materials have effected substitution away from
traditional commodities. Plastics and fiber optics are replacing stecel,
copper, and aluminum. Second, high energy prices have led to a major
emphasis on energy-saving technologies that have greatly reduced the
demand for oil in industrialized countries. Third, demand for com-
modities has been reduced by material-saving technologics and by
products that contain reduced amounts of primary inputs for the same
quantity of final output, often with better quality. Finally, improved
technologies for secondary recovery havealso reduced the demand for
primary output of numerous minerals and metals.

On the supply side, technological change has been the motivating
force behind increases in productivity, thereby lowering costs of pro-
duction. For example, world grain vields increased by 24 percent from
1975 to 1985, following a 31 percent rise during the preceding decade.
The food self-sufficiency threshold achieved in some countries of
South and Southeast Asia is attributable to the Green Revolution, par-
ticularly in regard to paddy and wheat. Similarly, new technology for
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producing palm oil has greatly increased the supply of edible oil and
has contributed to sharply reduced world prices.

The two most significant technological innovations during the
1980s were microelectronics and biotechnology. Microelectronic tech-
nology consists of the development of complex, compact, and power-
ful integrated circuits that can be used in information processing, The
technology has greatly reduced the unit cost of processing information
and has thereiore become technically and economically feasible for nu-
merous subsectors of the economy and for small business units. From
the point of view of the developing countries, the major export indus-
tries likely to be affected by microelectronic technology are the elec-
tronics industry itself and the clothing industry. Since technological
progress will lead to factor intensity reversals in both of these indus-
tries, they will experience a shift from labor-intensive to capital-inten-
sive production processes. The implication of this for the low-income
countries in South and Southeast Asia is that they may incur a further
loss in comparative advantage,

The recent developments in biotechnology, including genetic engi-
neering, are important in three main areas: (1) chemical substances
generated from genetically engineered organisms, (2) penctically engi-
neered microorganisms, and (3) gencetic engineering of plants and ani-
mals (Chen 1987). Since the full-fledged impact of the biotechnological
revolution will probably not occur carlier than the beginning of the
twenty-first century, it is difficult to assess its full impact on developing
countries. There is, however, a danger that the developed countries
that have ready access to these technologies will be able to produce ag-
ricultural commodities at low prices, thereby affecting the income of
the agrarian cconomics of Asia and of other regions.

Since the beginning of this century the prices of primary commod-
ities have shown a steady decline relative to the prices of manufactured
goods (Grilli and Yan 1988). The buoyancy brought about by the high
growth rates in the OECD countries was reflected in nonoil primary
commodity prices during the first half of the 1970s, Following the first
oil shock, nonoil primary commodity prices peaked in 1977, These de-
velopments helped ihe primary-commodity-exporting countries of
South Asia and the ASEAN-4 to mitigate the impact of high oil prices
on their balance-of-payments positions. However, slower growth rates
in developed countries, Jow population growth, changes in consumer
taste, and technological change emphasizing techniques for saving
raw materials depressed the demand for primary products during the
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1980s. The real prices of many primary products began falling in 1981,
and the situation in this regard became precarious by 1985. By mid-
1986, real commodity prices had reached their lovrest level in this cen-
tury (Kohli and Ali 1986). While real prices rose slightly in 1987, the
outlook for a significant recovery in the medium term is not favorable.
The severe decline in prices has not noticeably stimulated demand, nor
has it coused a reduction insupply. Furthermore, despite excess capac-
ity in most of the primary commodity subscectors, additional capacity
is still coming on-stream. This problem is aggravated by the fact that
the EC countries and the United States are genereting large surpluses
of several commodities because of heavy subsidies provided to
farmers. As already pointed out, the share of primary inputs in the pro-
duction process is declining, thereby delinking growth in the industri-
alized countries from commodity markets (Drucker 1986).

The sharp declines in commodity prices during the 1980s seriously
affected the foreign exchange carnings of the commodity-exporting
countries of South and Southeast Asia. They also aggravated debt-ser-
vice problems and forced many countries to curtail investment drasti-
callv. Since commodity prices are projected to remain depressed, major
structural adjustment will be needed by countries desiring to achieve
satisfactory growth rates without encountering balance-of-payments
difficultics. The situation is particularly difficult in the ASEAN-4 coun-
tries and several South Asian countries. The NICs have benefited from
low commaodity prices, and they are likely to benetit even more in the
years to come.

The first oil shock was preceded by the breakdown of fixed ex-
change rates in 1973, The era of floating exchange rates has been
marked by turbulence. The U.S. dollar depreciated from 1970 to 1980,
appreciated sharply from 1981 to 1985, and collapsed in 1986 an 1987
From the point of view of demand for Asian exports, the high U.S.
growth rate of GDP and U.S. dollar appreciation during the period
1983-85 worked in favor of the commodity-exporting countries but
had the opposite effect on exporters of manufactured goceds. In 1986
and 1987, the effects of the slowdown in the U.S. economy and the de-
preciation of the dollar on manufactured exports from Asia was more
than offset by the appreciation of major non-U.S. currencies. This illus-
trates the difficulties associated with using a cause-and-eftect relation-
ship to describe the responses of Asian developing countries to
changes in a single external factor. Despite this, it is pertinent to high-
light some of the implications of this sharp appreciation. Italso may be
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noted that most Asian currencies have remained stable relative to the
LS dollar While Indonesia’s corrency has in fact depreciated against
i, the currencies of Korea, Singapore, and Taiwan have appreciated
moderately but have depreciated relative to other MAJor Clrrencies,

The appreciation of the fapancse venand other currend s that fed
torthe depreciation of real trade- weighted exchange rates has beneited
Asia. The competitivencss of the NIC, which export a ranye of low- 1o
high-technolopy proods, o preatly mereased during the past two
vears (Lee o al, 1986). Bangladesh, India, and Pakistan, which expord
manufactured goods, bave also pamed rong theee changes because of
the preater competitiveness of their labor mtensive and low fechnol-
ey manufactured exports However, the ASEFAN-, g wll as Nepal
and St Larka, whose exportsare predominantly primary pood-, have
been disadvantaged by the appreciation of the ven becanse their mar-
pinal gains have been offset by hipher cosl imports, Thailand s an ex-
ception becanse of its diversified structure of production and exports,

As the compenitiveness of Asian developing conntries” CNPOrts vis-
a-vis fapanese exports Improves as a result of the appreciation of the
ven,itbecomes increasmply ditticult for Japanese producers to evpand
exportsTheretore, many lapancse investors are imvesting abroad. The
pressure Lo orelocate is particularly strongon Japanese producers
engaped mlabor-intensive and low value added products Tt should be
noted, however, that direct toretpn investment (OFD levels are not
determined by production cost alone. ¢ onsiderations such as the host
country’s political stability and absorptive capacity and its policies
toward DELalso play an important role. Although there has been an
upsurge in Japanese divect forcign investment in the NICs and the
ASEAN-Fduring 1986 and 1987 it is too carly to assess the full impact
of the appreciation of the ven on Japanese investment abroad (table
Al6),

Finally, the impact of o stronger yven on external debt needs to be
evaluated. Appreciation of the veninereases the cost (in terms of do-
mestic poods) of servicing ven-denominated debt It alsoinereases the
external debtoutstanding, denominated in dollars, The appreciation of
other currencies has a similar impact. The extent of the impactdepends
largely on the currency composition of external debt. While most delt
ts dollar-denominated, the currency composition of external debt
among Asian developing countries does vary. About a quarter of
Indonesia’s and Thailand’s public long-term debt, and more than 15
pereent of the public long-term debt of Bangladesh, Malaysia, and the
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Philippines, is denominated inyen. As far as external debt is con-
corned, these countries were the major losers in the recent currency re-
alignments.

It appears that on balance the NICs and some South Asian coun-
tries benetited from the appreciation ot the ven and other currencies
becatise the positive impact on theirexports was greater than the neg-
alive impact on their debt-service burdens. The position of the
ASEAN-4 is less clear. However, it large amounts of Japanese directin-
vestment ocetrs in these countries, as appears likely, it could have a
fong-term positive influence on their trade and prowth.

Internal Factors in Development

Differences in growth rates invarious countrics ata similar stage of de-
velopment supgest that domestic policies are critical in delermining,
the pace and pattern of cconamic prowth. At the end of the Second
World War, most Aciancountries werequite poor and differences in the
levels of their per capita incomes were (quite small. Yet because of dif-
ferences in domestic policies, some of these countries are now among
the most dynamie in the world, while others remain very poor.

The development strategies pursued have varied widely. Ching,
india, and other countries in South Asia adopted what has been termed
an “inward-looking” development strategy. This assigns a major role
to the pubiic sector in development planniag, the justification for this
being, “market failure.” The rationale tor such intervention in these
countrics was the superior coordinating ability of the state. The devel-
apment of heavy industry was emphasized becatse 1Ewas considered
hasic to the prowth of the industrial sector, which was assignad the
highest priority. A pessimistic view was taken of the possibilities for
promoting exports and tor transtorming, domestic saving, into capital
goods through trade.

fn sharp contrast, the NICs adopted an “outward-looking” devel-
apment stratepy. Smee these countries have limited raw material re-
sonrees and domestic markets, an export-oriented strategy has been
the most appropriate one for then to follow. Tt is worth noting that
while these countries pursued a stratepy of export-led prowth, strict
controls were imposed on imports, and the role of the state was very
important in investiment and in directing, domestic production. Itis
only recently tand partly because of pressure from the United States)
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that these countries, especially Korea and Taiwan, have begun to relax
restrictions onimports,

The inward-looking development strategy has come undor heavy
criticism n recent vears, This is partly because of the exeellent perfor-
mance of the NICs, which have pursued outward-looking develop-
ment strategios, and partly because of the inefficiencies in production
that have occurred in countries that pursued inward-looking, strate-
pics. In practically all countries, state intervention in pricing, produc-
tion, and investment is on the decline. While this is particularly true in
the NICs and the ASEAN-4, some progress has also been made in
China and in South Asia, Trade promotion is receiving, attention in all
countries, not merely as a means o avoiding bottlenecks in domestic
production, but also for achieving greater selt-reliance in cconomic
prowth,

I the 1960 almostall povernments plaved a major role in total in-
vestmentand in sectoral allocation of resources, In Bangladesh, Paki-
stan, and S Lanka many private sector enterprises were nationalized.
Inother countries the povernments assumed o major role on the
prounds that the private sedtor was cither incapable of or not interested
i setting upindustries that they considered of national importance.,
Fyvenin countries such as Korea, Malaysia, and Indonesia, the public
sector continued to play a large role in many sectors of the cconomy. In
the pastdecade, there has been a signiticant reduction in the role of the
public sector in investment, especially in the industrial sector. In some
countries the changes took place fairly carly, while in others they were
fate in coming. This was primarily because, with some notable excep-
tions, public sector enterprises in ail countries had performaed pooily
and had in fact become a major burden on the exchequer,

I countries such as Thailand the povernment greatly reduced its
tvolvement in the manufacturing sector in the carly 19705, while
Bangladeshand Pakistan denationalized a large number of companies
in the Lo 19705 and carly 1980s. 1t is worth noting, that in the NICs,
whose performance in terms ol overall growth has been outstanding,
tornearly three decades, the role ot the public sector is the smallest. Fx-
cellent performance of the private industrial sector has been largely re-
sponsible tor the rapid development in these conntries. On the other
hand, the public sector enterprises in the South Asian countries that
have absorbed nearly halt of total isivestment have performed poorly.
This fact explains much ot their unsatisfactory record in terms of do-
miestic saving and overall growth,
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In the South Asian countries ol development expenditures are
now financed by borrowed tunds, whereas in the ASEAN-4 countries
sovernment saving is shrinking steadily (Kohli 1987). Unless Toss-
making enterprises in the public sector are cither closed down ortrans-
terred 1o the private secter, tis situation s likely 1o pet worse,
Shortages of resourees are also torcing, these covernments w reducee the
involvement of the public sector in total myestment, especially in the
industrial sector.

fustas the role of the private sector in total investment needs to be
expanded, the performance of public sector enterprises needs to be im-
proved. Thisissue is receiving, prowing attention not only in the mised
cconomics of South and Southeast Asia, but also in the soc ialist
cconomies such as China and Burma. Various meastires are under con-
sideration or are being implemented to achieve this objective. They in-
clude allotting, greater responsibility and autonomy 1o enterprises in
determining output miv, labor and price policies, appointment of pri-
vate entiepreneurs to run enterprises, and leasing of public enterprises
to the private sector. While there are some noticeable improvements in
cilicieney resulting trom these new policies, much more needs to be
done o raise the efticiency and productivity of the public sector enter-
prises in most countrices,

More recently, there has been a strong tendeney to privatize public
sector enterprises, particularly those that are incurring losses, This is
especially truce in the ASEAN-4 countries, Many of the South Asian
countries have also delared their intention to privatize such enter-
prises, although progress in this direction hae be e slow. Phie i notto
suggest that the povernment has no role io play in promoting indus-
trialdevelopment. The experience of the NICs has shown that the gov-
crnment has an important role in providing an environment congenial
to private investiment, as well as proper fiscal incentives, labor laws,
and credit policies. Further, an adequate workforee and infrastructure
should be made available for producing and transporting poods.
Clearly, investment in such publie poodsis most properly made by the
povernment,

Price controls have been used by many countries, including ~orea
and Thailand, to varving degrees for several decades, They have gen-
erally been associated with rationing, controlled commaodities, Their
main objective has been to ensure the availability of scarce essential
commadities to the poorer sepments of s wiety and to contain inflation-
ary pressures. Their wse has been most extensive in the South Asian
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countries where some price controls are still in foree today. While the
abjectives of price controls are laudable, rarely are price controls suc-
cesstul inachieving them. Artificiaily low prices of goods and services
have fed to reduced profits, poor maintenance, and curtailed oatput,
thereby aggravating supply problems. They have also led to hoarding,
black marketeering, and quality decline, hurting the very people they
are intended to protect. Low prices of agricultural outputs and inputs
also tend to lead to subsidices for the producers, which in turn impose
a burden on the national budget.

[n recent vears price controls, because of problems associated with
implementing them elfectively, and because of the cconomic cost
involved, have beenabolished o drastically reduced in most Asian de-
veloping countries. The NICs have prastically no price controls in foree
now; prices are determined entirely by e market, Price controls bave
also been greatly reduced in the ASEAN-1, although some subsidy on
tertilizers still vemains ina small number of countries. In the South
Asian countries, price controls onmost manuafactured goods have been
abolished. As a result, the output of erstwhile controlled commoditics
has expanded. While the scale of price controls on tood and fertilizer
has been reduced, they still impose a heavy burden on the national
buelget in most Soath Asian countries. There is an urgent need to ex-
amine the possibility of reducing thene subsidies so that greater re-
sotrees can be made available for development.

Trade and exchange rate policies have had an important bearing,
on Asian growth. Rapid expansion of trade helps countries increase
domestic output. It also provides foreign exchange tor importing cap-
ital goods and raw materials, which are necessary for expanding do-
mestic: production. At first, most countries adopted  protectionist
policies toachieve rapid industrial and cconomic growth (except Hong,
Kong and Singapore). Over the vears this has signiticantly changed.

The resource-poor NICs were the first to re ‘cognize the importance
of liberal trade policies in ensuring efficiency and productivity. Timely
adjustments in their exchange rates also kept their rapidly growing in-
dustries competitive in the international market. Korea and Taiwan,
however, pursued dualistic policies. While all possible measures, in-
cluding, an assured and dutv-free supply of raw materials and con-
cessional interest rates on - loans, were taken by these countries to
promote exports, the domestic market was kept relatively protected
fromimparts (Rhee 198%). I recent years, however, because of external
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pressure and rapidly expanding trade surpluses, these countries have
begun to liberalize imports.

In the South and Southeast Asian countries, such developments
have been gradual. An important change has been the replacement of
quantitative controls with tariffs. As part of their agreement with the
IME, some of the countries also reduced import duties and simplified
their taritt structures so as to make theirindustrial production more of-
ficient and competitive. Unfortunately, these reforms were generally
introduced at a time when world prices of primary commaodities were
falling rapidly. As a result, the retorms did not achieve the intended
objective and the retorm process was itselt slowed down. Greater suc-
cess has beenachieved in promoting, exports through provision of in-
centives. These incentives include drawbacks of export or excise
dutics, export credit, and establishment of quality control standards,
However, high import dutics in many countries still make the domes-
tic market more attractive than the export market. The quality of these
export products remains penerally fow, and there have been no incen-
tives to improve it For this reason many industries have not kept up
with technological advances abroad, resulting in the decrease of their
total exports in recent vears. A more vigorous effort at expanding ex-
portswill be necessary in the tuture it the Asian countries are to sustain
the pace of development without risking external debt problems,

Devaluation of domestic currency generally improves a country’s
trade balance by making domestic products more competitive with im-
ports and making domestic products cheaper in the international mar-
ket. However, analvsis of real eftective exchange rates shows that,
during the 19705 and carly 19805, the exchange rates of a majority of
large countries in Asia appreciated relative to their major trading
partners (Lee 1987), the exceptions being Indonesia and Pakistan. It is
only in recent vears that other countries Malaysia, Korea, and Thai-
land - have depreciated theiv currencies in the wake of slow export
growth, The impact ot this depreciation is evident in the growth of
thew exports and smaller current account deficits,

Generally, Asian countries that have high domestic saving rates are
also the ones that have been able to achieve high cconomic growth, The
NICY record o mobilizing domestic resourees has been impressive
(table A s has also been true of the ASEAN-4, clthough during,
the 1980s their saving rates fell because of low commodity prices. The
poor growth performance of the South Asian countries is due largely
to their low domestic saving rates. This has also made these countries
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heavily dependent on external assistanee, which potentially could lead
to difficult debt-service problems. Although external factors do influ-
ence domestic saving, rates, domestic factors are of crucial importance
to the overall saving performance of individual countries. In most
countries the public sector does not signiticantly contribute to overall
saving, althongh its share in total investment is penerally quite large.
This makes the private sector the principal source of domestic saving,
Within the private sector, houschold:are of primary importance, and
policies promoting houschold saving have a major role to plav in the
saving performance ot Asian countries.

Financial development is said to be the primary factor in mobiliz-
ing saving,. Itis generally agreed that financial deepening and positive
real interest rates have a major influence on the overall saving perfor-
mance ofacountry. Astudy by the Asian Development Bank (1985) has
shown that high real deposit rates and increased aceess to deposit-tak-
ing institutions raise national saving directly, even though this effect is
relatively small. Further, improvements in financial intermediation
tend to improve the overall efficiency with which investible funds are
allocated.

An estimate of the level of financial deepening and real interest
ratesis provided intable 1.2, Financial deepening is defined here as the
ratic of M2 (currency and all bank deposits) to GDP. With some exeep-
tions, countries with high domestic saving rates have more developed
tinancial systems. The main exceptions are Korea, which shows a rela-
tively low level of financial deepening, and Pakistan, which shows a
comparatively developed financial sector relative to its domestic
saving,

Although financial deepening has taken place in most of the
countries, there is stit! considerable scope for improving the efficiency
of their financial sectors and for promoting financial development,
especially in rural areas. Fxcessive burcaucratic controls on the alloca-
tion of funds, as well as Tow-interest loans granted to preferred sectors
(including povernment borrowing), reduce the cHticiency of resource
use and breed corruption. Thus, there is growing pressure tor liberal-
ization of the tinancial sector in Asian developing countrics,

While some countries have toa great extent liberalized their finan-
clal sectors, others still have a long way to po. The need is particularly
urgentin South Asia, where houschold saving is generally low. Rural
saving could be greatly expanded it deposit-taking institutions that
cater to local conditions and needs are established. 1t is not so much the
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Table 1.2
Selected Financial Indicators for Asian Countries, 1970-86 (%)
M2°/GDP Real Depost Rate® Inflation Rate’

Country 1970-79 1980-86 1970-79 1980-86 1970-79 1980-86
NICs

Hong Kong K10 1182 21" -03 19 92

Korea w7 364 04 33 15.2 9.7

Singapore 6l b 10.4 08 1.2 59 6.7

Tawan EERY 890 20 37 95 LX)
ASEAN-4

Indonesia 149 205 -0.1 1.9 17.3 104

Malaysia a1 8 60.5 1.4 a9 5.5 1.4

Philppines 199 219 -36 -3.1 146 18.0

Thaland 3 a8 0.1 5.7 8.0 6.6
South Asia

Bangladesh r 245 -ne 1.2 19.7 12.0

Burma 738 316 - - 10.9 4.7

Intha 06 439 -0.0 -1.4 7.4 9%

Nepal 18 215 29 1.0 78 11.4

Pakistan no 410 -33 1.9 120 14

Sri Lanka 23/ 308 1.3 38 6.9 136
Other Asia

China 2168 458 - 04" 04 5.1

Dashed celly indie ate not apphe able

A Broad measare of money consisting of currency and demand deposits, plus time, savings, and foreign deposits
ol rewidents

BALOO e o001, where s nommal 12 month deposit rate and P)s inflation rate

© Percent change i consumer prc e mdex

d 1972 719

e {974 1

f 1980 84

R 1977719

h 1981 89

SOURCES Asian Development Bank, Key Indic ators of Developing Member Countries of ADB, July 1987, Internalional
Monetary bund, interaational Fanancal Statishics Yearbook 1987, Warld Bank, Workd Tables 1987, country sources.

cost of capital but the availability of credit with a minimum of red tape
and delay that is crucial to encouraging rural borrowers. Depositors
should also be assured of the safety of their deposits and be given area-
sonable rate of return on them,

The wide variance in saving rates in Asian countries cannot be
fully explained by the differences in the financial and monetary poli-
cies pursued by these countries. Thus a thorough analysis of the vari-
ous cconor i factors affecting saving performance is required if we are
toundersta:  these differences. The impact of other factors such as the
saving habus of houscholds, political stability, and social and cultural
factors in promoting saving also needs to be examined.
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Economic Trends in Asin

In recent vears there has been a growing recognition of the impor-
tance of human resource development and technological capability in
achieving sustained cconomic growth. As long, as agriculture was the
main source of cconomic growt!s, such factors were not considered to
be o great importance. However, with the expanding role of the indus-
trial sector, their importance is being, recognized. s now well ac-
cepted that the cconomic miracle of Japan and the NICs is to a large
extent the result of o well-educated, dedicated, and motivated labor
toree and capable management that greatly add to the Level of labor
productivity in these countries,

[N many countries in South and Southeast Asia, projects are
delaved and cost overruns oceur because of shortages of skilled labor
and management deticiencies. The low quality of production and
maintenance of existing assets can also be explained by the poor qual-
ity of the labor force, Tow productivity of labor has been an important
tactor in the slow rate of cconomic growth relative to the leved of invest-
ment i most South and Southeast Asian countries. To ensure sus-
tained prowth, these countries must modernize their educational
systems and upgrade their social overhead capital and institutions. In
the NICs, the Jiteracy rate was as high as 65 percent some thirty years
ago. This is much higher than today's literacy rates in most South and
some Southeast Asian countries. India, which is reported to have the
worlds third largesttechnically qualified labor force, hasa literacy rate
ol only 36 percent. The literacy rates in Bangladesh and Pakistan are
even lowerat 26 percent and 214 pereent, respectively.

Human resource development is also vital in achioving scientific
and technological progress, which is the basis of sustained prowthina
rapidly changing world. The great success achieved by many develop-
ing, countries in tood production during the past two decades is pri-
marily a result of guick adoption, adaptation, and diffusion of
technology generated by international rescarch instiautions. Fowever,
as the countries” cconomic base shifts from agrarian to industrial, toch-
nological development becomes more important.

Outside the NICs, investment in technological development has
beenminimal. Advance in technology has been assigned a low priority,
and there is no unified planning, procedure for technology in most
Asian developing countries. Technological goals are not incorporated
into the design, formulation, appraisal monitoring, and evaluation of
projects. Equally important is the fact that while scarce resourees are
spent in countries like India and Pakistan on institutions that do
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research and development (R & 1), there has been very limited suceess
in commercializing the technology produced by them. The major
weaknesses of these institutions are: (1) lack of links with productive
and knowledge sectors, (2) lack of links with the various R & ) insti-
tutions engaged in similar activities, (3) modeling of organization and
operation after government departments, and () greater emphasis on
rescarch (producing papers) than on development. Consequently,
most R & 1) efforts by these countries have proven to be inappropriate
or unproductive (Kohli and Ali 1986).

In order to sustain long-term industrial development, the Asian
developing countries must define their technological plans, policies
and priorities, create an environment conducive to the development of
science and technology, and devote adequate resources to R & D in the
areas selected for emphasis. The infrastructure necessary for the devel-
opment, production, and diffusion of technology must also be ident-
ificd and provided.

The most immediate constraint on technological development is a
shortage of qualified people. Technological development requires a
large base of highly qualified scientists and engineers, and an even
larger base of technical staff. This would require major changes in the
cducation system in many countries.

Looking Ahead

The future development of Asia will depend greatly on the perfor-
mance of the developed world. Most medium-term forecasts for the
world cconomy indicate that production and trade in the industrialized
world will grow at a slow pace—slower than during the past two de-
cades. Inthe industrialized countries, consumer tastes are shifting from
low-technology to high-technology products, and from resource-
intensive to knowledge-intensive goods and services. These changes,
together with demographic factors, have caused demand forand prices
of primasy commaditics to slacken. The trend is likely to continue and
may cven accelerate in the developed world. Asia will thus have to
change its production structure to cope with these developments.

The recent large current account surpluses of Japan and the NICs
have been attributed to the massive annual trade deficits of the Uriited
States, which increased from US$36 billion in 1980 to US$170 billion in
1986. Such large deficits cannot continue for long. The NICs will cither
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have to increase their imports from the United States or greatly reduce
the prowth in their exports to the United States. The latter appears
more likely because of the slower growth in GDIP anticipated in the
United States. The projected slower growth in the EC will also ad-
versely atfect exports from the Asion developing countries.

Inview of the projected developmentsin the world cconomy, it will
be difficult for the NICS to maintain their recent high growth rates as
exporters Increased wages and pressure to revalue their currencios and
to open up their markets will also affect their exports, The NICs are
likely to respond to these changes by diversitying their products and
markets and moving apmarket into higher value-added and more toch-
nology-intensive industries. Their success will, however, greatly de-
pend on their capacity to heep up with changing technoiogics. At the
same time, the NICs may have to adopt a more balanced prowth strat-
cgy inwhich increasing the income of both the rural and the urban
labor force will receive as much attention as export promotion efforts,
In peneral, the NICs are likely to achieve a fairly high prowth rate, but
below that achieved in the 19705 or during the mid-1980s,

Since the prospects for commodity prices are not very promising,
the ASEAN-1 will have w reduce their dependence on the export of
these goads. These countries have already recognized this and have
embarked on structural adjustment programs aimed at improving
overall cconomid efficiency and diversitying their cconomies, ros-
pects for the export of fight manufactured poods are bright and should
improve turther with the market-oriented trade and domestic liboral-
ization policies now being mtvoduced and expanded. Even better pros-
pects should be in store if these countries can continue to attract DFI
and thereby expedite the transfer of modern technology and manage-
mentsystems, Ingeneral, the ASEAN- areeapected toachieve a higher
growth rate than in the recent past but below that attained in the 1970,

The performance of the agricultural sector will continue to be a
major factor in the overall growth of Soath Asian countries. Apart from
continuing their efforts at increasing food production to meet their
expanding needs, they will have to diversify their agricultural sector to
provide employment and income to their prowing rural populations,
At the same time, industrial production will have to be substantially
increased. The suceess of these structural changes will depend on the
availability of human and capital resources and on a policy environ-
ment that calls for greatly increased domestic resource mobilization of-
torts, expansion of education and training facilities, and other measures
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forenhancing the productivity of resources, Forinstance, the improved
performance of public sector enterprises and a policy envitonment con-
ducive to private sector development will be important for increasing
productivity. It these policies and programs are adopted, South Asian
countries should be able to sustain the GDP growth rate already
achieved by them during, the T980s,

In Ching, cconomic reforms under way in the date T980s should
cnable the country to maintain the rapid growth achieved since 1979,
because the productivity improvements achieved in the rural cconomy
are now spreading to the urban arcas. However, large investments will
be required to improve the quality and competitiveness of China’s
products in the world market. With these improvements, China should
be able to continue to expand its exports. China will also provide o
growing market tor the high-technology equipment and machinery
that will be required for modernizing its industry and sociocconomic
infrastructure,

[n summary, developing Asia will continue to experience healthy
prowth in the vears to come, and the differences in growth among,
country groups are likely to narrow. The national policies regarding,
ceconomic development and trade promotion in Asia are also likely to
converge. Because of the growing shortage of budgetary resources and
the poor performance of public sector enterprises, the role of the public
scector in direct tnvestment s likely to decline in South and Southeast
Asian countries, and that of the private sector is likely to increase. Their
governments will, however, continue to play an important role in pro-
viding ceaiionyic and social infrastructure and in creating a policy en-
vironnment conducive to investment. With regard to trade, a more
halanced approach with a distinet outward orientation is likely to
emerge. Slower growthin the industrial countries will require the NICs
to adopt a stratepy under which export promotion and national wel-
fare are given equal attention. At the same time, the heavily indebted
ASEAN-Fcountries and tiwe inward-looking South Asian countries will
have to increase exports to finance their rising import requirements
and to meet debt-service obligations. Success in this regard will
depend crucially on the flexibility with which domestic policies are
pursued.
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Economic Trends in
Latin America

This chapter might have been about Latin America’s economic prowth,
For the most part, however, Latin America has not grown since the be-
pinning of the 1980s. Morcover, its short-term economic prospects do
not suggest that the end of cconomic stagnation is in sight. What fol-
lows is thus a study more of the stagnation than of the prowth of Latin
America T roviews the posthwar economic record of the region, com-

rions with

H

paring both the industrialized countries and other major rey
the middle-income developing cconomies of the Asia-Pacific region
and Southern Europe. The debt crisis, external shocks, and domestic
adjustments are briefly discussed. Some of the structural maladies of
the Latin American cconomices, which seem to underlie both their lack-
luster cconomic performance as well as their lethargic response to the
recent debt crisis, are discussed as well, The chapter concludes with a
bricf discussion of the changes in cconomic policies and institutions
that seem to be needed to prevent stagnation from becoming a perma-
nent feature of the Latin American cconomic landscape.
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The Postwar Economic Record

Astable 2.1 shows, when compared with that of other middle-income
developing cconomies, Latin America’s economic development since
the Second World War has not been very satisfactory. First, although
national saving rates have traditionally been relatively high in Latin
America, marginal saving increased much faster in the Asia-Pacific re-
gion. Second, incremental capital-output ratios, although somewhal
fower than in Southern Europe, have been muach higherin Latin Amer-
ica than in Asia. In spite of the relative abundance of natural resourees

Table 2.1
Comparative Macroeconomic Record for Latin America and Other
Regions: Selected Variables and Years, 195085 (%)

Average National Saving Ratios®

Region” 1960 1970 1981
Latn Amernica &
the Canibbean 194 204 19.9
Southern Europe 18.6 206 188
Asta-Pacific 10.3 18.0 257
Industrial Market
Economies 2).2 250 220

Incremental Capital-Output Ratios®

Region” 1960-65 1965-70 1970-81
Latin Amenica &
the Canbbean 36 32 36
Southern Europe 37 RE) 5.4
Asia-Pacific 24 2.4 37
Industnal Market
Economies 4.2 52 79

Export and Manufacturing Ratios

Share of Manufacturing  Share of Manulactures Share ol Exports of
in GDP at Factor Costs, in Total Merchandise Goods and NFS in GDP
Excludng Services Exports at Market Prices
Region’ 1981 1980 1980
Latin Amnerica &
the Canibbean 439 222 16.9
Southern Europe 50.5 653 220
Asia-Pacific 412 47.0 47.2
Industnal Market
Economies 538 13.6 198

Continued on following page
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Table 2.1 Continued

Comparative GDP Growth Rates
{average annual real growth rates in percent)

1950-65 1965-81 1981-85
Region” Total Per capita Total Per capita Totat Per capita_

Latin Amenca &

the Caribbean 49 1.9 55 29 1.4 -0.8
Southern Europe 62 4.4 56 39 25 1.3
Asia-Pacific h4 28 8.0 5.6 48 2.7
Industnal Mar-

ket Econones 16 33 36 2.8 28 2.2

a Gross nationat savings texcluding net current transfers from abroad), expressed a< a percentage of Ercss nationat
product at current market prces
b The followtig dare the countries, ncluded m each region

Latm Amenca and the Canbbean Antigua and Barbuca, Argenting, Bahamas, Barbados, Belize, Bermuda, Bolwia, Brazil,
Fewador, E Salvador Trench Guana, Grenada, Guadeloupe, Guatemata, Guyana tiast:, Honduras, Jamaw.a, Martinique,
Mexico, Nethertands, Antlles, Nicaragua, Panama, Paraguay, Peru, Puerto Rico, St. Chnstopher & News, St {ucia St
vincent & the Grenadmes, Surmame, Trinidad and Tobaga, Uruguay, Venezuela, and Virgin Islands (U.S )

Southern turope. Cyprus, Gibraltar, Greece, 1srael, Malta, Portuga!, Turkey, and Yugoslavia

Aswrand the Pacific Amencan Samoa, T, French Palynesis, Guam, Hong Kong, Indonesia, Kampuctea, Kinbate, North
Korea, | aos. Macao, Malaysia, Mongola, New Caledonia, Papua New Gumea, Phippmes, Smgapore, Solomon Islands,
Thattand, Tonga, Terttory of the Pacihic Istands, Vanuatu, Vietnam, and Western Samoa

Industrial Market t conomues. Australia, Austna, Belgum, Canada, Denmark, foland, France, Germany, Iceland, Ireland,
Raly, Japan, L uxembourg, Netherlands, New Zealand, Norway, Span, Sweden, Switzerland, United Kingdom, and the
United States,
¢ Caleulated as the sum of the gross domestic fxed mvestment from the hrstyear of the penod to the year preceding
the ending year, dwided by the change i GDP over the period (both at constant prces) Simce the total of hxed
imvestment priot to 1970 & not avatable for L aan Amencan countres, £ross domestic mvestment was used for the
periods 1960- 6% and 196% - 70
SOURCE World Baok, Wortd Tables, 3d ed (1983), and prvate communication

in Latin America, the GDP growth rate is much lower there than in the
Asia-Pacific region at the same level of investment. Third, exports con-
tinue to be excessively concentrated in a small number of primary
products despite the high level of industrialization on the continent. In
fact, although by the carly 19805 manufacturing was already respon-
sible for 43.9 percent of GDP excluding services, its share in total mer-
chandise exports was only 22.2 percent. Import substitution failed to
develap into export-oriented industrialization as markedly as in other
middle-income developing economies. For example, the share of man-
ufacturing in GDP in Asia and the Pacific was not much higher than
that of Latin America but the share of manufactures in merchandise
exports in Asia and the Pacific was more than twice as large as that in
Latin America (47 percent). In Southern Europe, the share of manu-
facturing in GDP was 50.5 percent, and its share in merchandise ex
ports was 65.3 percent. It is the inward orientation of Latin American
industry, rather than the degree of industrialization or the overall de-
gree of openness, that strongly contrasts with the experience of South-
ern Europe and the industrial market economies. The consequence of
this inward orientation of industry has been to make the share of total
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exports in Latin America’s GDP the lowest of the four groups of coun-
tries (table 2.1).

Furthermore, income distribution has remained uneven, espe-
cially in countries with a deeply rooted colonial tradition based in part
on the subjugation of indigenous cultures or the importation of slave
labor, as in Pery, Brazil, or Mexico. The contrast with other developing,
countries can readi'y be seen. Houschold income shares of the poorest
40 percentin the 15 pereent range are the rule in Asia and Southern Fu-
rope but the exception in Latin America (table AL17). What is exeep-
tional in the former two regions - houschold income shares of the
poorest 40 percent in the 15 percent range: - is the rule in Latin Amer-
ica. The trickle-down approach has failed to work m the region as well
as it scems to have elsewheie, Finally, inflation rates in Latin America
have traditionally been among, the highest in the world Unternational
Maonctary Fund 1988). Although the tolerance for inflation may vary
across regions, price instability denotes a major malfunction of Latin
America’s cconomic system.,

In spite of these pittalls, in terms of per capita income growth,
Latin America’s cconomic performance from the end of the Second
World War to the carly 1980s was adequate in both absolute and rela-
tive terms. In 1981 per capita incomes in the region were twice as high
as in 1950 (World Bank 1983). Moreover, since 1965, despite a much
higher rate of population grosvth, Latin America managed (though
barely) to start closing the gap separating the region from the industri~!
market economies, althougivalways failing to keep pace with the high
rates of expansion of the two other regions with middle-income devel-
oping cconomies - Asia and Southern Europe (table 2.1).

Debt and Stagflation

After the onset of the debt crisis in 1982, adequate GDP growth rates,
which had been the redeeming factor in Latin America’s economic de-
velopment record, evaporated into thin air. Latin American countries
not ealy stopped growing in absolute terms but also started losing,
ground both to other middle-income developing economices and to in-
dustrial market cconomies (table 2.1). Meanwhile, inflation climbed to
three-digit levels. An entire decade of growth had been lost. Today, the
prospect of secular stagnotion looms large on the economic horizon of
most countries in the region.



Economic Trends in Latin America 43

Latin America’s debt crisis exploded in August 1982, In the oil-
importing countrics of the region, the need to adjust was offset by the
oil price hike of 1979 and the subsequent reaction of the OECD coun-
tries (Bianchi et al. 1987). Most of these countries assumed the crisis to
be cyclical and borrowed heavily to finance their accumulating current
account deficits. Some, especially those in the Southern Cone, bor-
rowed heavily in order to expand imports and so help lower inflation,
thus exacerbating overvalued exchange rates.

The oil exporters, believing forecasts of increasing energy prices in
the futare, also borrowed heavily. In just two years, in 1980 and 1981,
the region’s external debt rose by approximately US$100 billion to
nearly US$290 billion, most of which was financed by commercial
banks. In 1982, this unstable state of affairs culminated in the prolong-
ing of the recession in the OECH and the Mexican moratorium on debt
repayiment. Adjustment became essential in all countrics.

Stagtlation was the consequence of Latin America’s adjustment to
the debt crisis, This involved two sets of external shocks: financial
strangulation and deterioration in the terms of trade. The financial
strangulation resulted from the sharp cartailment of foreign finance at
a time when interest payments were increasing, substantially. This
forced Latin America to abruptly reduce its current account deficit and
start generating a substantial transfer of real resources abroad, as mea-
sured by the region’s trade surplus (including nonfactor services). The

Table 2.2
Impact of the Net Transfer of l"inanrinll Resources for Latin America,
1979-86
Net factor Transter of Financial Resources
Net Capal Inflows, Services from Abroad
As a Percetage
Billions of US & Bithons of US & Billons of US $ ol GCP
1979 291 13.6 1% 34
1980 297 182 (R I] 2.2
1981 376 212 10.4 1.8
1982 204 - 388 -18.4 -30
1983 30 -344 -31.4 -5.1
1984 913 303 -210 -4
1985 33 -348 -315 -4.5
1986 87 304 -21.8 -29

a The transter of inancial resources rom abiroar equat to the difference between net capital mflows, and net factor
HOrvie e,

Soukce Unided Notones, |eanomie, Commission tor | atn Amenca, Balance Prebmmar de I Leonomia Latmoamencana
1987, table 1, p 23, except for the GOP Igures, which are as monote b of table 2.4




44 EDMAR L. BACLIA

burden of this trapsfer was magnified by the external terms of trade
simultancously turning significantly against the region’s primary
product exports, which meant that ¢ higher volume of exports became
necessary to generate the same trade surplus. As table 2.2 shows, the
impact of the net transter of financial resources--- that is, the difference
between net capital inflows and net factor services - had a positive
value of 2.5 percent of Latin America’s GDP in the period 197981 1t
then became negative in 1982, reaching an average value of - 4.6 per-
cent from 1983 to 1985, This decline in GDP was worsened by the con-
comitant deterioration ot Latin Amenica’s terms of trade, which
negatively aftected GDP incthe period 1981 -86 by an additional 1.8
percent (table 2.3). These shocks were absorbed by the economies al-
most entirely through a contraction of real investment rates.

Table 2.4 illustrates the consequence of the external strangulation
process. This table shows the behavior in the period 1979-86 of the
ratio of investment to GDP and of its sources of financing, namely, the
net transfer from outside Latin America and internal saving. The net
transfer is equal to foreign saving (that is, to the current account deficit)
minus net factor services going abroad.! Internal saving is equal to the
difference between GDPand consumption. As the table indicates, from

Table 2.3
Impact of Deterioration in the Terms of Trade for Latin America, 1980--86

Difterence between PPL
and Exports at Constant
1680 U.5. Dollar Prices

Merchandine | x Purchasing As Percent
ports, at Constant Power of age of GOP
1980 Dollat Prices Terms of Trade fxports™ (PPL) n 1980
(Billions of US S) (1980 = 1.0 (Billons ot US S) Bilhons of US S Prces
1980 891 1000 K91
1981 9h 9 940 901 HE -1
1982 B4 842 4 129 =25
1983 EYAN Bh6 9 126 -25
1984 97 930 9019 -6 8 -1.2
1985 970 910 B3/ ‘83 1.5
1986 83 840 th 8 125 S22

Dashed cells md:cote not apphe able

a The putchasng power of exports 15 equal 1o the product of the constant dollar value of exports and the terms of trade
SOURCES United Nations, | conomie. Commuission for | atm Amenca, Balance Prefimnar de la [co waia Lalmoamencana
1987, tables 12 and 1h, pp 20, 23, A Bianchi, B Devin, and ) Ramos, “The Adustment Procz-, in L alin America,
1981 - 86." Paper preserted at the Symposiom on Growth Onented Adustment Progeains, Washington, D €, February
2% 27, 198/ table 2, axcept tr the GDP i 19RO dollars, the sources from wiich are as i note b of table 2.4, with
the followng: values i bions ot 'S dollars 1980 (5424 9), T9R1 (15928 1) 1982 (552) K), 1983 (5508.2), 1984
(5927 6}, 1985 (5945 4), 1986 (54964 4)
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Table 2.4
Financing of Capital Formation for Latin America, 1979-86 (as % of GDP)

Gras,

Capital Forepn Factor Net Transler Internal

Formation” Savinp” Services trom Abroad Savings'
() () (3) {4) (h)
1479 RN | 4./ J4 24 211
1986 EXR] b8 10 2R 204
1981 230 74 L4 R 200
1982 20 70 i 13 192
1084 174 18 =493 -39 0.9
14984 17 04 LR 4G 204
198% 174 06 a0 a0 214
1986 14K R [Nl 16 204

& Grasecaptal foemation veasom IME, World | onone Outlook (LHI8), table A7 36, andd reptenents ardhimeti
averapes of comtry rabios, weghted by the average S dothe value of GOE oyer the precedmg theee yoars,

B Toreg wavmg voequal L the catrent arconnt batang eand Lo eevcrs are equal t the el invesbment weome ay
appears i doltar termeon IME Wortd 1 eonomic Outiook TOR7), table Ao 79 The 1S doltar vale of [ atin
Arners an GUE waes e b nlated e ol e anes was an estiote of the GOE valie lor 1984 10 DR (T9R6), table 3,
- AOK the other momber- were cannteo fed by apphying: the U5 GOE e deflator (M1 World U eonomie Outiogh,
TURA o the coal produc Eaenee i thee Uit Fatons LETACTIR ) T peimatod sere for Latin Amera an GDP (in
Billonires 0 U dullass) v followe, 19709 (.45 001, 19RO (36,2 JLTURTEGH TR R U (608 B) T9H 3 (56]4 9),
TSRO0 D TORY (700 Ky, 94, [RYATRL|

o Thevaloe for et traeeder, fom abiond were obtamed el from the wentty (4 (4) '

dThe vatoee for mternal g were oblaaed 1 aresidual tronthe entdy () {D) (4)

Lo Inter Amietcan Development Rank. § onoeme < aad L eonomm Proguess urd ot Amier o, 196 Hepont,
Internationad Mosetary Foned tME), Workd * o on e Outtook Oclober 1987, Ut Natione, L eonome Commesion
for Latn Amerw o (ECUA), Baborw e Preluringe de L L conoma Ealnasmens g 1987

the period 1979 81 to the period 1983 85, internal saving did not rise
to compensate tor the sharp negative movement of the net resource
transfer out of Latin Americe. As a consequence, investment ratios
dropped sharply, from over 23 pereent to close to 17 pereent of GDI In
real terms, investment must have dropped severely, in view of the de-
clinein the terms of trade. Such a decline artificially raises the nominal
value of investment in comparison to nominal GDP, because of the
high import component of the former.?

The previous discussion suggests that there was not any signifi-
cantdeterioration of the “internal” saving rate in Latin America during,
the 1980s. This is contrary to the pereeption of some observers. For ex-
ample, it has been asserted that “this deeline Jof the investment ratio]
reflected large decreases in the inflow of capital...and a fall in domes-
tic saving ratios in most countrices. . . . Domestic saving ratios declined
in conjunction with the near stagnation of Latin American cconomies
in tue first half of the 1980s” (Balassa ot al. 1986:97). There seems to be
an crror in this evaluation that stems from the adoption of an inappro-
priate concept of “saving” to analyze whether domestic economic
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behavior aggravated the impact of the external shocks. Clearly, anin-
crease in international interest rates is an external shock and not a do-
mestic maladjustment. If, however, output does not expand and/or
consumption does notcontract, this increase in dollarinterest rates will
be accounted foras a decline in domestic saving, as this coneept is con-
ventionally measured (that is, as the ditterence between GNP which
is now fower because of the higher interest outtlows  and consump-
tion). [Lis this peculiarity that justities the replacement o “national”
saving with “internal” saving as a more adequate coneept to measure
the relative importance of external shocks and domestic cconomic ac-
tion in the financing of domestic investment. The substitution of inter-
nal saving also implies that the foreign contribution to domestic
investment financing, should be measured not by the current account
deficit but by the eventual trade-cum-nonfactor-services deficit, also
known as the net resources pap,

Deterioration in the terms of trade may also lead to a decline of the
nominal saving rate, because nominal consumption tends to increase
relative to GDI when import prices rise in relation to export prices. !
For this reason an appropriate accounting framework must be able to
isolate the impact of changes in the terms of trade from that of alter-
ations in real domestic cconomic magnitudes. When these method-
ological precautions are taken, it appears that domestic actions are not
responsible for aggravating the negative impact of the external shocks
to the region’s cconomies,

The region’s reaction to the external shocks was entirely passive.
Investment rates simply shrank, through both direct contraction of
povernment capital formation and the crowding out of private invest-
ment (table 2.0, This contraction in demand provided the opportunity
to implement other demand-switching measures- -such as import
controls and real exchange-rate devaluations —-in order to be effective
in expanding trade surpluses. Adjustment through recession rather
than through demand switching was widespread in the region, partic-
ularly in the period 1981 83 in countries that were more severely af-
fected by the external shocks or that, because of their failure to shore
up investment after the first oil shock, lacked the necessary structural
flexibility to expand exports or substitute imports. In view of the sever-
ity of the external shocks, temporary declines in output and employ-
ment were unavoidable.
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Economic Maladjustments

The Latin American pattern of adjustment to the external shocks was
not conducive to sustaining economic prowth in the face of external
adversity ncontrastto the experience of other medium-income devel-
oping countries, the Tatin American middle-income developing coun-
tries did not suceeed meexpanding, their capacity toinvest throug b in-
creases in either productivity or national saving. Morcover, although
tinanctal strangulation was by and large a consequence of forcipn eco-
nomic actions, capital tHight contributed to the problem in some | atin
American countries. This was especially true for A reenting, Mevico,
and Venezuela, which until 1983 had allowed disequilibrium in ex-
chang o es and domestic interest rates while maintaining free con-
vertibilitv in the capital account. In contrast, Brazil and Colombia,
which combined the adoption of more nearly balanced exchange rates
and domestic interest rates with strict outward capital controls, were
by and large successtul in avoiding signiticant capital tlight.

Both the comparative record of Latin /\nu'rir.l'xwnnnmi('dv\'vlup-
mentinthe post Second World War period and its lethargic reaction to
the external shocks of the 19806 are clear indications of the deeply
rooted weaknesses of the region’s cconomic system. A. Biandhi and his
colleagues CLOST) have identitied tour featires of the region’s econo-
mics that magnibied the impact of the external shocks and limited the
speed and capacity of response (table 2.5). The first is the hiph level of
external debt In Fatin America, the debt-Jed strategies of the 1970s
raised the debtexport ratio trom L in 197010 2.3 in 1979, Korea, incon-
trast, hada ratioot 1O The second is the high proportion of Latin Amer-
wan debt ot Hoating, interest rates (66 pereenth In contrast, the
proportion tor Asia inpeneral was 12 percentand tor Korea, 33 percent,
The third is the low level of exports relative to GDP Tatin American ex-
ports averaged 13 percent of GDIY in 1979, as opposed 1o 38 pereent for
Korea. The tourth is the very higth dependence of the region on the
export ol primary commaodities, Some 75 percent of Latin American
exportsconsisted of relatively few natural resource-intensive commod-
ities. This contrasted with Korea, where 90 pereent of exports consisted
ob manutactured products, with far more responsive supply and de-
mana schedules, The authors conclude that, as interest rales shot up
and capital intlows collapsed, manutactured exports could not possi-
bly haveexpanded as fast as in Korea, Adjustment, then, could not have
been expansionary.
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Table 2.5
Selected Latin American and Asian Countries:
Indices of Financial Vulnerability and Trade Flexibility in 1980-81 (%)

Finaneial Vulnerability Trade Flexidnlty
Bask
Percent of Intered Commoduy
Debt atflnat Payments/ txports/ Faports/
g Rates Exports Exports/GDP Tradables” Totatxports”
Latn Amenea Hd 4 RO 13 2 16
Arpenting Hh A I ! 1Y I3
Braal 6t} R 9 G 60
Colombia [TF K] 1% 26 0
Mexi o 1o 190 14 30 61
Per JRO 198 21 10 84
Venezuel Bl A 104 37 6? 98
A
Kotea (X% 62 kL) 67 10
Twan BN 9 -- 14

A Agneatture, mngz, and maontac loeyg:

b Faels, owoerats, melals, and agocoltieal e ommodaes

« 1HR0D RS

SOORCE Adapted Brot table S af Raoc e et sl TOR7 (wee souc e of table 23 above)

The debt erisis has revealed other structural rigiditios of Latin
America’s cconomies, Latin American povernments contracted most
of their external debt cither directly or through their state enterprises,
Morcover, when the debt erisis erupted, under pressure of external
creditors and private domestic debtors, the povernments nationalized
a pood part of the external debt originally contracted by the local pri-
vate sector. Nearly all medinm- and long-term Latin American debts
are now the responsibility of the repion’s povernments, Thus financial
stranpulation provoked not only a balance-ot-payments crisis but also,
and perhaps more importantly, a major fiscal crisis,

Unnder these circamstances, a domestic transfer should have been
made from the private to the public sector to offset the sharp and sud-
deninerease in the transter of resources out of the country. In principle,
the resources could have come from additional taxes, contraction of
other povernment expenditures, the printing of more money, or addi-
tional public sector borrowing, in the domestic capital market.

Generally, Latin American governments failed to raise additional
taxes ar to contract their consumption expenditures, Adjustment was
accomplished by reducing, public sector investment —in both infra-
structure and social services  and by borrowing, more heavily cither
from the banking sector or trom local capital markets. Additional
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domestic government borrowing, tended 1o crowd private sector
investment out, thus completing the stagtlationary pattern of Latin
America’s adjustment to the debt crisis. The problems caused by the
awkwardness of public sector adjustment were compounded by the
negative impact of the widespread indexation mechanisms that devel-
oped in Latin America as o means of Mamtaining approximate paritv
of relative prices in the tace of chronic inflation, It was such automatic
and retrospective indexation mechaniomes applying to wages, ex-
change rates, public sector taritts and prices, povernment-controlled
prices in the private sector, and interest rates that allowed countrios
like Brazilto maintam relatively hiph rates of ceonomic prowth despite
extremely high rates of intlation.

The existence of such rigid indexation mechanisms, especially
when Latin: American cconomies were il by the external shocks,
tended to contribute to the substantial aceeleration of inflation rates.
The situation was turther exacerbated by Latin American countries,
having to devalue their currencies to compensate for these shocks. A
simple model helps to understand why.

Let prices be tormed on the basis of a fixed markup over primary

costs, which consists of labor costs and imported input costs:

- MW 2n

where Pis the tinal output price; Mis 1 plus the fixed markup rate; W
is the wage rate; 1, the exchange rate; and 12° the foreign input price in
toreign currency. The labor and material input coefficients are normal-
ized atunity. Lower-case letters represent the rate of change of the vari-
ablein the period. Then, the following, expression oblains frons equa-
tion 2.1 for the rate of intlation:

peaw s (0 ae s ) (2.2)

wherea is the labor share in primary costs. Assume that wage changes
are indexed to the change of outpat prices in the previous period, p,.
This is also happening, with the exchange rate, except that it may
change by more, reflecting a maximum devaluation. The rates of
change of wages and of the exchange rate are then piven by, respec-
tively,

w=p (2.3)

and
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e=pou (2.4)

where uretlects a maximum devaluation in a given time period. After
simplification, substitution of equations 2.3 and 2.4 into equation 2.2

leads to:

Py g e (2.5)

Thisshows thatan external price shock or a maximum devaluation
leads to anaceeleration of the intlation rate proportionally to the share
of imported inputs in primary costs—and not only to a jump in the
price level, as may be the case m ronindeved cconomies., Obviously
this acceleration of intlation would have to be validated by a quicken-
ing of monetary expansion, which may be expected in view of the
budpetary ditticulties of the central government caused (as previously

described) by the external shocks,!

Conclusion

The previous sectien reviewed o number of Latin American
cconomies” structural problems. These problems help to explain both
the unsatistactory cconomic performance of the region in the postwar
period and the stagtlationary phases experienced since the beginning
of the 1980s Three groups of interrelated factors have been identified:
(D ahigh fevel of public sector external debt contracted at floating, in-
terest rates; () a low level of industrial exports, coupled with high de-
pendence ona handtul of primary commaoditics; and (3 a lack of flex-
ibility in the pulidic sector and the rigid indexation mechanisms. A
fourth component, the extreme degree of concentration of income and
wealth, should be added. An inward orientation, an inoperative public
sector, and o high coneentration of land ownership and higher educa-
tional levels seem to be important tactors in explaining the region’s
ceonomic maladjustments, as revealed inits high incremental capital-
output ratios. Debtand inflation, which were the escape valves in the
19705, became the major problems in the 19805, It is not clear whether
the region will be able to recover trom its present calamitous state with-
out a major international debt-reliet initiative, but clearly the region’s
cconomic problems run deeper than its external debt. AL Biancehi and
his colleagues (1987) point out that prowing out of the debt problem
would require a structural transformation in two senses: a growth
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stratepy voould have to be oriented outward and be based largely on
domestic efforts to raise saving and productivity fevels. Public sector
reform- the privatization of public enterprises, an administrative
overhaul tax simplitication and universalization, and a modernization
of the state’s regulatory framework would be essential in this pro-
cess Indeed, broad consensus on the needed stroctura? changes seems
tobe taking shape m Latin America. There is preater agreement about
the importance ofa lessinward orientation and a shitt toward more ox-
port-led growth, of increased national saving, ol a more iocused dis-
tributive ettort, of improved productivity and eliciency, and of the ne-
cessity ot a more coherent and stable macroccononsic policy.

Agreement on such general principlesis an important first step,
even though the means to achieve them are not very visible in the re-
sion. For as Fishlow (T985) points out, despite signs of convergence in
theoretical approaches, the stratepy chosen tor policy implementation
will ultimately depend on political considerations rather than veo-
nomic consisteney. Policymaking, in turn, as observed by F. Amadeo
and T Banuri (1987), should be seen not as the autonomons aclions of
an omnipotent state, hut rather as the constrained decisions of one
actoramony many, all ot them operating in a situation of conflict and
tension. The nature and intensity of the social divisiveness and polarity
visible from the historical record have traditionally constrained the au-
tonomy of povernments th pursue desired macrocconomic objectives.

Now that intlation and debt are no longer solutions to these inter-
nal social contlicts, Tatin American conntries  with ther high levels
ol political tension and lony, history of political imobilization and orga-
nization along tunctional lines— are faced with the major challenge of
reorganizing their cconomies and pulling themselves out of their cur-
rent trend toward secular stagnation. Effective policy changes may re-
quire new institutions that are capable of coping with social conflict in
a more productive manner than in the past. For example, Amadeo and
Banuri (1987) suggest that labor contlicts and wage rigidilies could be
dealt with by adapting the social corporatist. model of Northern
Furope to Latin American conditions, rather than by following the
“weak labor” model of East Asia favored by Bela Balassa and his col-
leagues (1986),

Perhaps comfort can be taken in J. M. Keynes's dictum that today’s
politicians are slaves of the thoughts of some defunct cconomist, Per-
haps progress will accelerate fast enough to ensure that the needed in-

stitutional and nolicv chaneoe will o affonstod laafoem o0 1 .
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External Economic Policies
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Trade Policy in Asia

In the last two decades, the economic growth of the Asia-Pacific region,
which encompasses the western Pacific Basin from Korea in the north
to Indonesia in the south, has been most impressive by any standards,
This chapter focuses on the “Asia-10 countries,” namely, Japan, China,
Hong Kong, South Korea, Singapore, Taiwan, the Philippines, Malay-
sia, Thailand, and Indonesia, which by and large have had faster eco-
nomic growth than the rest of the world. In the 19505 and 1960)s, Japan
surprised the world with cconomic growth of 10 percent a year and
more. [nthe 1960s and 1970s, the Asian NICs—1] long Kong, Singapore,
Taiwan, and Korea—demonstrated that they could achieve similar or
even greater suceess. And recently, China has been growing at an av-
crage rate close to 10 percent (fable A.2). The ASEAN-4 —Thailand, the
Philippines, Indonesia, and Malaysia-—have increased their growth
rates more recently (although the Philippines started industrialization
carlier than any of the tour NICs), but their potential should not be
underestimated; for example, if its recent growth trends can be sus-
tained, Thailand seems poised to become Asia’s fifth NIC or its fifth
“little dragon.”

Canthe experience of economic growth in these Asia-Pacific coun-
tries become an example for other developing countries? The answer
depends on the level of generalization, If we confined ourselves to the
observation of what has happened concomitantly with the rapid
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growth in income, we could generalize that the rapid ecconomic growth
of the Asia-Pacific countries is based on export-oriented industrializa-
tion, specifically the export of light, labor-intensive products, Coun-
trics or groups of countries that have higher growth rates in
manufactured exports also enjov higher rates of growth in GDP. Of
course, this association of cconomic growth with manufactured export
growthis notdetinite proot of export-led economic growth in the sense
that the causal direction runs from the growth of manufoctured exports
to the growth of income (Lewis 1980; Riedel 198:D). Yet on the basis of
some cconometric and time-series causality analyses, there is evidence
that export is the engine of cconomic growth (Chen 1980; Rana 1985).
Among the Asia-10 countries, the most spectacular export-led growth
based on labor-intensive manufactures is found in the Asian NICs,
This chapter concentrates on the experience of the NICs and discusses
the cconomic policy and other nonceconomic, institutional aspects that
led to their economic miracle. The implications of the Asian NIC model
for other developing countries in .0 region is also explored. First, is
the NIC model in theory transferable to other developing countries?
Second, even it it is theoretically transferable, would it in practice be
possible, considering that the world market for manufactured exports
is limited? Before answering these questions, let us examine the Asian
experience of export-led industrialization and the factors contributing

to its success.,

Export-Oriented Industrialization

Developmental strategies for industrialization can be broadly divided
into import substitution and export orientation, strategies that are not
mutually exclusive. Import substitution can further be divided into
two stages. During the first, “casy” stage, nondurable consumer goods
are produced, and during the second, “difficult” stage, consumer du-
rables, intermediate poods, and capital goods are produced. The first
stage of import substitution (151) is casy because production is roughly
in line with the prevailing comparative advantage. The second stage of
import substitution (152) becomes difficull because of rapidly increas-
ing costs precipitated by limited economices of scale, dependence on
forcign resources and expertise, and development of monopaolistic con-
trols. Import substitution is associated with a package of policies that
aim at protecting the infant industries and discriminating against
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exports. Such policies include overvalued exchange rates, multiple
exchange-rate systems, import controls, high tariffs, and quantitative
restrictions on imports. These measures discriminate against exports
because they foree exporters to face import prices that are above the
world level for the inputs they want.

Exportorientation can also bedivided into a first stage of exporting,
manufactures that are more labor-intensive (FG1 and a second stage of
exporting products that are more capital- and technology-inteneive
(EO2). There is also a stage in which import substitution of capital and
interracdiate products (seconda ry import substitution) occurs simulta-
neously with export orientation. Sectors providing tinancial, technical,
and other professional services may grow concomitantly. This “EQ2
complex” stage may take place aifter EOT or some time after EO2 has
begun.

Thus four possible stages of development may be proposed: 161,
152, EOL, and FO2/EO2 complex. Generally, countries pass through
the various stages in this order, Latin American countries went from
15T to IS2 for some time before switching to EOI, during which high
growth rates were experienced. But it seems that they went from EQO]
to EO2 so readily and extensively that they got into trouble. The Asian
NICs did not go through 152, Hong Kong did not even pass through
IST, and in Singapore the 1] stage was very short. Both Korea and Tai-
wan moved into FOI when the stage of casy import substitution was
over. As carly as the beginning of the 1970s, both countries began to di-
versify into capital-intensive and technology-intensive industries and
therefore in some ways went into the stage of EO2/EO2 complex. They
have been more cautious than Latin American countries. Thus, despite
some setbacks in some of their heavier industries, particularly the en-
ergv-intensive ones, Korea and Taiwan have managed to succeed in es-
tablishing some capital- and technology-intensive industries and in
upgrading many of their existing lisht industrices. Hong Kong and Sin-
gapore begar (o move into EO2 after the late 1970s. Indeed, the com-
mon probiems facing all NICs presently and in the near future are
related to the economic transformation from EOT to EO2, and this
transformation may be more intriguing than that from ISI to EO1.
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The NICs’ Economic Policy Changes

In the process of industrialization, Hong, Kong, was the only country
that did not go through an import-substitution stage before developing,
an export orientation. The beginning of industrialization in Hong Kong,
resulted from historical factors that included the communist takeover
in China and the Korcan War (Chen 1984). The change of regime in
China reduced entrepot trade and caused massive flows of capital,
labor, and entreprencurship from China into Hong, Kong,. The Korean
War resulted ina United Nations embargo of Ching, which further re-
duced Hong Kong's volume of entrepot trade. Thus, Hong Kong had to
industrialize forits survivaland it took advantage of the inflow of pro-
duction factors for industries.

Under a typical colonial administration, it was not expected that
the governmentwould play an important role in directing the transfor-
mation ot the cconomy. Fortunately, because of laziness or the laissez-
faire attitude of the government, no measures were taken to protect the
newly established firms and industries, and henee no biases against ox-
ports developed. Under these circumstances, Hong Kong, could fully
exploit its comparative advantage for export-oriented industrializa-
tion from the beginning. Given the small size of the domestic market,
the lack of resources, and the possibility of oblaining imported inputs
at world prices, entreprencurs certainly would choose export orienta-
tion to maximize their carnings.

Although Singapore is smaller than Hong, Kong, in size and popu-
lation, it underwent a brief period of import substitution (Lee 1973; 1.
Chen 1983). With the development of selt-government in 1959, Singa-
pore attempled to promote industrialization through active govern-
ment programs. From 1960 to 1963, protective tariffs and quantitative
import restrictions were introduced. At that time, the hope of establish-
ing a common market with Malaysia was an important reason for Sin-
gapore to pursue import-substitution policies and for bwo years after
Singapore’s independence, from 1965 to 1967, more import duties and
restrictions were introduced. Flowever, the common market never
came into being and Singapore was then forced to adopt an export-ori-
ented development strategy. In the Economic Expansion Inceitives
Actof 1967, the tax rate on profits was reduced from 40 pereent tod per-
cent. At the same time there were other tax concessions related to ex-
penditure on rescarch and development and on capital equipment.
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Although tariffs on some imports remained, the incidence of import
quotas was gradually reduced.

In Korea and Taiwan, the switch from import substitution to ex-
port orientation required a reform in exchange-rate policy in addition
to impert liberalization and export incentives, The policy changes in
Korea took place in 1960 and 1961 under the Park Chung Hee govern-
ment (Brown 1973; Frank 1975; Hansan and Rao 1979; Lau 1986). It was
believed (1) that the casy stage of import substitution had been com-
pleted and that it would be difficult to turn to a higher stage of import
substitution; and (2) that under these circumstances, the halance-of-
payments probleny could be solved only by export promotion. To pro-
mote e ports, first, the wonwas devalued in 1961 (from 62,5 won to 130
won per US. dollar) and again in 1964 (from 120 won to 256 won per
U.S. dollar); second, measures to liberalize import restrictions were
taken, especially after the devaluation in 1964; and third, various ex-
port incentives were introduced. These included tariff and tax conces-
sions on imports of raw materials by exporting firms, accelerated
depreciation, and various export credit subsidies. An interesting form
ol exportincentive was the assignment of export largets to industrial
associations, firms, and regions. When export targets were not mel,
measures were taken to rectify the situation, ranging from threats of
sanctions to provision of additional incentives and government actions
to remove bottlenecks,

Rigorous import-substitution policies were pursued by the Tai-
wanese government during the period 1951-57. Strict import controls
were imposed in 1951 and were accempanicd by a multiple-exchange-
rate system. Import substitution was generally a suceess during this
period, leading to the doubling of manufacturing jioduction. By 1958,
however, casy import substitution came to an end, and the manufac-
turing sector was faced with many problems, including falling prices
and runaway competition. A series of policies switching to export ori-
entation were adopted from 1958 to 1960 (1 Ising 1971; Ho 1978; Li and
Yu 1982; Kuo 1983; Lau 1986). They were preceded by the 1955 Rebate
of Taxes on Export Products Regulations, which provided for the
rebate of import duty, defense surtax, and commadity tax for exporting
products. Like any package of policies aiming at export promotion, the
measures taken by the Taiwanese government included reforms in
exchange-rate systems, import liberalization, and export incentives,
First, the multiple-exchange-rate system was gradually collapsed into
a single-rate system, and the exchange rate applicable to the bulk of
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imports to and exports by private enterprises was devalued to around
NT$40 per U.S. dollar. Second, the government gradually liberalized
and finally abolished the commodity import quota system. mport
controls were also liberalized. In 1961, domestic nanufacturers seek-
ing protection had to show that they were capable of satisfying domes-
tic demand and that their prices did not exceed the prices of
comparable imports by more than 25 percent. In 1964, this was reduced
to 15 percent, in 1968 to 10 percent, and in 1973 to 5 percent. The reduc-
tion in tariffs was reflected by the decline of the ratio of net customs
revenues to total imports from 42 percent in 1955 to 28 percent in 1960,
22 percent in 1965, 18 percent in 1970, and 14 percent in 1976 (Lee and
Liang 1982:315). Third, the provision of export incentives included the
setting up of three export-processing zones in Kaohsiung, Nantze, and
Taichung; cheap loans for exports; further tax concessions for some
export products; and export insurance and promotion by government
arganizations,

Import Substitution versus Export Orientation

The experiences of the NICs indicate that only under export-oriented
industrialization can sustained, rapid economic growth be achieved.
Under import substitution, any success is short-lived. An important
question, then, is why export orientation is a better policy. If one goes
by the traditional static trade theory, the gain from international trade
will only lead to a once-and-for-all increase in income as a result of im-
provement in resource reallocation. In contrast, the infant industry ar-
gument hinges on the dynamic effects of a learning process that will
lead to higher ecconomic growth. Similarly, the superiority of export
orientation has to be explained on the basis of dynamic effects. Anne
Krueger (1981) gives the following explanations. First, export promo-
tion is a better policy because it involves incentives rather than con-
trols, and because measures can be applied more generally across the
board. Whereas import-substitution policies discriminate against ex-
ports and create market distortion, many export-promotion policies
give similar incentives to production for domestic and export markets,
Also, whereas import controls are usually highly selective, export in-
centives usually do not differentiate much between individual export
commaodities. Second, it is casier to detect the effectiveness of export-
promotion policies because export performance can be observed casily
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and the policy mistakes of export promotion corrected more quickly.
Third, export promotion gives industries the opportunity to enlarge
their markets and achiceve greater economies of scale. Foarth, export-
oriented development forees industries to compete in the international
market and achieve preater X-cfficiency (Balassa 1981).

These explanations are not the compicte story. To explain the gen-
cration of sustained growth under export orientation, we need a virtu-
ous-circle hypothesis. It has been shown that the export sector usually
has a high rate of profits and a higher propensity to save (Chen 1977,
1979; Maizels 1968). This can perhaps be explained by Krueger's anal-
ysis of how exporting firms achieve greater cconomies of scale and X-
cfficiency. In- the Asian NICs, the rapid growth of exports was
accompaniced by a high rate of capital formation. Foreign capital (aid,
loan, or investment) was crucial to the development of the NICs at cer-
tain stages. But in all cases, the level of domestic saving rapidly in-
creased as exports prew. It seems that a two-way relationship exists
between saving and investment on the one hand and export growth on
the other, giving rise to a virtuous circle of development.

We can also explain the superiority of export orientation over im-
port substitution by the two-gap models of Hollis Chenery and L. .
Taylor (1968). These models, itmay be said at the risk of oversimplifica-
tion, assert that export growth will generate foreign exchange carnings
to overcome the foreign-resources constraint, which for developing,
countries is more binding than the domestic-resources constraint, [t im-
plies that export growth will enable a developing, country to import
capital, intermediate goods, and technology for growth in productivity
and therefore income. It has been shown by a simple simultancous-
cquation model that these hypothesized relationships did exist in the
NICs (Chen 1976, T980). Thus, inasmuch as the availability of foreign
resources is a binding constraint, export orientation is a better policy
thanimport substitution. The gain from trade in this case is dynamicin
the sense that export growth will initiate an interactive process of capi-
tal accamulation and technological progress.

Even it export orientation is a better policy, one might still ask
whether the stage of import substitution is necessary as a precondition
forexportorientation. Itseems cconomists increasingly believe that im-
portsubstitution is notreally necessary (Scott 1977; Myint 1982). This is
anissueditficult to peneralize; itdepends on the initial conditions of the
country and the types of industries developed. It is certainly difficult to
conceive that manutactured products can be produced immediately at
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world-competitive prices without some previous industrial base. Even
if one can cite examples of industries that can penetrate world markets
successfully without first producing for the home market (the garment
and electronics industries), their products could not have been manu-
factured at competitive prices without the industrial base and infra-
structure created by the manufacture of other products under import
substitution. In Hong, Kong and Singapore, an infrastructure favorable
toexport-oriented industrialization was built during the entrepot stage
of cconomic development. Also, Hong Konig and Singapore are special
cases because industrialization was to a large extent triggered by the
inflow of entreprencurs from Shanghai to Hong Kong and from devel-
oped countries to Singapore. A stage of import substitution for the
breeding of indigenous entreprencurship could therefore be avoided,
Thus Hong Kong, did not undergo an import-substitution stage, and
Singapore could have done so, it it had so chosen.

Factors Supporting Export-Oriented Industrialization

Evenifexportorientationis in theory a better strategy, there is noassur-
ance that a country adopting this strategy will experience rapid cco-
nomic growth, A complicated set of economic, political, and cultural
factors seems to have been important in assuring the suceess of export-
oriented industrialization. 1t did not take long for neoclassical econo-
mists to assert that the cconomic success of the NICs demonstrates a
great victory of neoclassical economics, which emphasizes automatic
adjustments and free market forces, Itis true that the adoption of an ex-
port-oriented industrialization strategy implies “getting, the prices
right” so that they can be competitive in the world market.! But it is not
true that this can be achieved through automatic adjustments. The role
of the government has been important in correct pricing, in setting, ob-
jectives, and in implementing policies. For example, monopolies have
to be destroyed, labor and capital market imperfections have to be re-
moved, overvaluation of exchange rates has to be corrected, trade re-
strictions have to be reduced, and incentives for exporting have to be
established. Thus what is important is a kind of neoclassical interven-
tionism rather than the invisible hand of the classical school. But the ex-
perience of the NICs does lend strong support to the classical and
neoclassical conviction that competition is better than protection, and
therefore export-oriented industrialization is better than import substi-
tution. Itis certainly no casy task, however, fora developing country to
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adopt export-oriented industrialization at the carly stage of develop-
ment. The role of the government is important, as is, above all, the re-
sponse of the people to government policies, If successiul cconomic
development were as simple a matter as export orientation and “get-
ting, the prices right,” there would be very few low-income countries
left today. Besides cconomic factors, there is growing belief that non-
cconomic clements have also contributed to the cconomic suceess of the
NICs,

The cultural factor would of course come to mind. But the cultural
commonality of the NICs is the Confucian calture, which for decades
has been regarded as aninhibiting rather than moving, foree for eco-
nomic development. One would have to challenge an academic piant,
Max Weber (FI905] 1930), if one aitempted to associate the economic
stuccessof the NICs with Confacanisi. The futurologist Ferman Kahn
(1979) was the first scholar who had the courage to explicitly attribute
the cconemic suceess of Fast Asia to Confucian ethics. This was soon
cchoed by Roderick MackFarquahar (1980 and further developed by
Peter Berger (1983). Philosophers, notably Ta Wei-ming (1984), and his-
torians like Yu Ying-shih, have had turther insights into the Confucian-
ism explanation of cconomic suceess in East Asia. Berger circumvents
Weber’s hypothesis by arguing that the old imperial or state Confucian-
ism has evolved gradually because of changing, political, cconomic, and
social circumstances into a new form of vulgaror secular Confucianism
thatis much more conducive to economic development and the rise of
modern capitalism. Fssentially, the calturalist school has emphasized
the following aspects of Confucianism: (1) work ethic and self-disci-
pline, (2) hierarchy and obedience, (3) respect for scholarship, (4) family
cohesiveness, (5) thriftiness, and (6) flexibility and adaptability.

The adaptability of entreprencurs within o Confucian culture can
be related to Contucianism’s world outlook and characteristic dimen-
sion of rationalization (figure 3.1, Confucianism evaluates the world
through attirmation and uses adaptation to the world in the pursuit
of the highest pood. The method of Confucian rationalization is vog-
nition. On the other hand, Christianity evalitates the world through
abnegation and uses mastery of the world in the pursuit of the high-
est pood. The method of Christian rationalization is cthics. Most re-
cently, political scientists have participated actively in analyzing the
cconomic success of the four NICs from the perspective of their own
discipline. The beginning of this trend can be traced to a paper by
Chalmers Johnson (1985) of the University of California at Berkeley.



64 EDWARD K. Y. CHEN

Figure 3.1
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Johnson attempts to establish a link between political institutions and
cconomic development. This subject of the relation between econom-
ics and politics is of course not new, but its application to East Asia
and Johnson's conclusion that an autocratic government is conducive
to economic development are most interesting,. 1t is argued that a de-
velopment-oriented autocratic “hard” state is necessary for cconomic
development because it provides a stable environment for invest-
ment and a machinery for the eftective implementation of policies,

Besides these systematic economie, cultural, and political theoriza-
tions about the cconomic suceess of the NICs, there are also other, less
formal explanations that emphasize preconditions (e, the Japanese
occupation in Taiwan and Korea or the British presence in Hong, Kong,
and Singapore), geographic location, country size, and natural re-
sources endownment. While these factors might be of some significance,
the case forany of them playing a dominant role can largely be refuted
on the basis ot historical, empirical, and theoretical analysis.

An Eclectic Model of Development in the NICs

The economic, cultural, and political explanations discussed above
suffer from two weaknesses. First, cach theory is a partial explanation
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in the sense that it does not give due consideration to other factors or
even it it dooes, it makes no attempt o show the interactions between
them. Second, cach theory is supposed to be universally true and ap-
plicable to all types and stages of cconomic development. For example,
if Contucianism is conducive to cconomic development, it does not
matter 1o these authors whether economic development oceurs be-
cause of import-substitution or export-oriented industrialization.

A model that does not suffer from these two weaknesses may be
presented. I is an integrated, or eclectic, model that shows the impor-
tance of economic and noneconomic factors and how these factors are
interrelated. More importantly, it is argued that the “takeoft” and the
most rapid cconomic growth of the NICs occurred during EOT (e, ex-
port-oriented industrialization on the basis of labor-intensive manu-
tactured exports). Any development model explaining the cconomic
suceess of the NICs should be confined to the EOT stage, and an at-
temptto overgeneralize will invariably encounter serious difficulties.

The EOI stage. The starting point of such an eclectic model is in
the EOT stage. The most important factors of production are entrepre-
neurship and labor. Of course, capital is necessary for any production
to take place. Butit is relatively less important because the scale of pro-
duction is generally medium orsmallin the EOT stage. The technology
used is standardized, and production is not land-intensive because fae-
tories can be housed in multistory industrial buildings. The character-
istics of EOT are (1) export of labor-intensive manufactured products
based on realizing existing comparative advantage; (2) demand-deter-
mined export growth, in the sense that exports react passively to what
the markets want; and (3) continuous export growth sustained by the
rapid adaptations of entrepreneurs that result in rapid product diver-
sification. Essentially, the success of EOT depends on the supply of a
class of flexible and adaptable entreprencurs, the supply of a ¢class of
skilled and docile labor, and an adequate supply of capital and stan-
dardized technology.

The structure of the model s illustrated by figure 3.2 and can be
explained in terms ot how the interplay of ecconomic and noneconomic
tactors facilitates the entreprencurship, labor, and capital that are es-
sential for the suceess of FOL,

Latreprencurship. An autocratic government provides a stable
political environment and a set of consistent economic policies for
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Figure 3.2
Model of a NIC in Southeast Asia under the £EO1 Stage of
Industrial Development
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entreprencurs. Neoclassical interventionism provides a framework of
cconomic freedom and a private enterprise system. Vulgarized Confu-
clanism gives rise to a class of entreprencurs who are flexible and
adaptable. The existenee of family firms enables prompt decisions to
be made. Informal (very often verbal) contractual agreements facilitate
flexibility and confidentiality in business transactions.

Fabor. Anautocratic government can ctfectively keep trade unions
under control so that wage increases will not be out of line with in-
creases in labor productivity. Neoclassical interventionism provides a
setof policies to ensure that the labor market is working under com-
petitive conditions and that no unrealistic minimum wage laws are
lepislated. Contucian values, such as selt-discipline, obedience, com-
mitment to work and family, old-age protection dependent on family
ties, and so on, give rise to an industrious, docile, and productive labor
force. Morcover, the labor foree in Confucian socictios has displayed
higher educational attainment than that in other societios in the devel-
oping world. Higher educational standards penerally result in greater
productivity and adaptability,

Capital. An autocratic govermment is m a better position to mobi-
lize public savings through schemes such as a central provident fund
and to take up public ownership in activities where large capital in-
vestment is required. An autocratic government is also in a better po-
stion to promote foreign investment by giving concessions to foreign
investors because of the absence of strong opposition parties. Neoclas-
sical interventionism provides a set of monetary, fiscal, and exchange-
rate policies that are conducive to domestic saving and capital
accumulation. Ina Contucian society, thriftiness is a virtue. Morcover,
masocicty where an autocratic povernment prevails, the pursuit of po-
litical excellence is replaced by the pursuit of preater wealth and busi-
ness exeellence. The sense of family also facilitates the private means
of financing investment through pooling resources; such a means is al-
readv adequate tor the establishment of small- and medium-sized
lirms,

The EO2/EO2 complex stage. The specific cultural and political
institutions, in conjunction with the appropriate cconomic policies
that minimize tactor-price and exchange-rate distortions, have pro-
duced in the NICs an adequate supply of capital; a plentiful supply of
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productive, docile labor; and an available class of adaptable, fleible,
and resourceful entreprencurs. As a result, a most favorable environ-
ment has been created for EOT, or the first stage of export-oriented in-
dustrialization, in which mainly labor-intensive products are
produced and productionis largely determined by the extent and type
of demand prevailing in overseas markets. Will the NICs be able to
achieve similar or greater success in the nest stage of development - -
the EO2/EO2 comples stage? Let us tirst examine the differences be-
tween EOTand EO2/FO2 comples, as given in table 3.1,

[n the new stage of development, a ditterent type of neoclassical
interventionismeis necessary tor an cconomy o acquire dynamic com-
parative advantage. Also, a different caliber of entreprencurs is needed
to face the problems imposed by a type of cconomic growth that is
based on the supplier’s ability to direct the market. The new class of
entreprencurs must be able not only to adapt but also to create and
transtorm. Technological creation and: transtormation and highly
trained and educated workforee will become essential for the second
stage of export-oriented industrialization. If all these generalizations
are true, one can no longer have as much optimism about the cconomic
future of the NiCs. Confucianism may be oo soft a cultural system to
cttect such a transformation. The autocratic political institution may be
too closed a system to formulate and implement policies for the emer-
gence of a compley industrial structure.

But this is a static analysis. The whole world is constantly chang-
ing, and the NICs have been dynamic and resilient. We anticipate that

Table 3.1
Stages of Industrial Growth: EOT versus E02/E02 Complex

10l FO2 /7107 Complex
Export otlabor mtensve hgght manafactured Export of capital | technology , and knowl
products based on existing comparative edpe ntensive hght and heavy manufactured
advantape products based on the acqumsihon of dynatie

comparative advantage

Growth s largely demand determined Growth s substantially supply deternmned
Growth sustomed by rapud adaptations Growth sustamed by ramd translormations
(products and techmgue) {industnes and technology)

Tournsim and personal services are Risig mportance of the service sector,

of wome importance especially financial services

Capital poods and mtermediate products Some degree of secondary impont

manly imported substitution
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political institutions will change and cultural systems will undergo ev-
olutionary processes when an economy moves toward a higher stage
of development. The political demaocratization and economic liberal-
ization movements in Korea and Taiwan are part of this process. If
Confucianism has already evolved once from the imperial to the vul-
pat, there is reason to believe it will undergo another evolution to cope
with the changing needs of a higher level of export-oriented growth,
Thus, from a dynamic point of view, there is no reason to believe that
the rapid economic growth of the NICs cannot be sustained in the
future.

A “Flying Geese” Pattern

The suceess of export-oriented industrialization depends crucially on
the availability of world markets for manufactured products. Since the
carly stage of their industrialization, the NICs have acconnted for a
fast-increasing share of world trade in manufactures. A wave of new
protectionism consisting mainly of s.ontariff barriers has been estab-
lished in the developed countries, which are the major markets for de-
veloping countries” manufactured exports. How have the NICs been
able to maintain their rapid cconomic growth in the past two decades?
And evenif the NICs themselves can survive, can the NIC model be
transferred to the other developing countries in the Asia-Pacific region
so that the entire region can engage in export-oriented industrializa-
tion and not be subject to a zero-sum game?

The experience of the Asia-Pacific region seems to suggest that,
as far as the competition for markets is concerned, it is possible for
the entire region to engage in export-oriented industrialization and at
the same time achieve rapid cconomie growth. The reason is simple.
There has beena high degree of sophisticated subregional division of
labor developed in the region in the course of cconomic growth. One
can of course also ask whether Confucianism and a development-ori-
ented autocratic state are absolutely necessary for export-oriented in-
dustrialization to work. It is difficalt for political institutions and
almost impossible for cultural systems to be transferred. One should
perhaps take the view that countries without the cultural and politi-
cal environment of NICs would find it much more difficult to suc-
ceed in EOL But there are always alternative means to the same end.
The presence of NIC communities and forcign direct investment
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might be a close substitute for the inheritance of o Confucian calture;
an efficient and effective democratic government might be a close
substitute for a hard-line state. Morcover, most developing countries
are todav embarking on an export orientation-cum-import substitu-
tion rather than a pure EOL strategy.

According to William Cline (14982), there is a possible limitation to
the spread of export-oriented industrialization from the NICs to other
developing countries because of the fallacy of composition. This means
thatwhile export-oriented industrialization may work well it pursued
by a limited number of countries, it may break downit a larpe majority
of developing countries seek to pursuce it at the same time. There is
certainly an element of truth in this argument, considering that the ca-
pacity of Western markets to absorb manutactured imports has been
decreasing and that protectionism has been rising,. But we should also
agree with Gustay Ranis (1985) that all developing countries do not
reach the same stage of cconomic development and produce the same
types of industrial products. Evenwithin the NICs, a high degrec of in-
dustrial and product difterentiation exists. Also, we must not neglect
the importance of markets in the developing countries, With China
adopting its Open Door policy, the potential of the China market, for
example, should never be underestimated.

Thus it may be sate to condlude that even if a majority of the Asia-
Pacific developing countries adopt the strategy of export-oriented in-
dustrialization, these countries will still be able to achieve rapid
srowth at the same time because of the possibility of complementarity
in the process of such industrial growth. Most importantly, such com-
plementarity is not necessarily the result of deliberate regional eco-
nomic cooperation but may simply proceed from the different stages of
ceonomic development existing in different countries and the chang-
ing comparative advantages in countries over time,

The idea of ditferent stages of cconomic development in this re-
gion can best be explained in the frameiwvork of the so-called flying,
geese hvpothesis, In terms of todav’s situation, we can envision the
pattern of flving geese shown in tigure 3.3, The leader ol the flying,
peese is undoubtedly Japan, followed by the NICs, Of the ASEAN-,
Malaysia and Thailand have not only a higher per capita income
level than the Philippines and Indonesia, but also a much better eco-
nomic and political infrastructure tor industrialization. China is not a
goose but some other huge bird flying side by side with the geese.
China has the potential of complementing and competing with the

-
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Figure 3.3
“Flying Geese” Pattern of Asian Industrial Development
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various layers of the flying geese at various levels of industrial pro-
duction. In some areas, China is competing or potentially could com-
pete with Japan and the NICs. On the other hand, China is also
producing downstream labor-intensive products in competition with
the ASEAN-4.

In the terminology of Chenery and Taylor (1968), industries can be
classified into carly-stage industries (e.g., food, textiles, and leather
goods), middle-stage industries (e.g., chemicals and petroleum re-
fining), and late-stage industries (e.g., clething, consumer durables,
capital, and intermediate goods). Now we can add a fourth stage, high-
tech industries, which would encompass industries associated with in-
formation technology, biotechnology, and material science. If we use
the presentation of F. C. Lo and B. N. Song (1986), the flying geese pat-
tern can be depicted as in table 3.2. In contrast to Lo and Song, however,
['think that China is presently in the carly, middle, and late slages
(rather than in an carly-to-middle stage) and will be in a late-to-high-
tech stage (rather than a late stage) in the year 2000. I also think that
Korea and Taiwan are now ahead of Hong Kong and Singapore in
technological capability. My view, then, is different from Lo and Song's,
regarding the stage of development of the NICs in 1986 and 2000. In any
case, we can see that the developing countries in this region are in dif-
ferent stages of industrial development. Even for countries in the same
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Table 3.2
Current and Projected Stage< of Industrial Growth in
Asia-Pacific Countries, 1986-2000

Lountry .. 1986 .. 200
Indonesia Early to middle Middle to late
Philippines Middle Late
China Early. middle, and late Late to hightech
Thailand Middie Late to hightech
Malaysia *'ddle to fate Late to high-tech
Hong Kong Late Late to high-tech
Korea Late to hightech Hightech
Taiwan Late to high-tech High-tech
Singapore Late to high-tech Hightech
Japan thhtech High-tech

SOURCE Adapted from F.C. Lo and B.N. Sury, *Industrial Restructunng of the East and Southeast Asian f.conomies,”
paper presented at the Conference on the AsiaPacific Lconomy Towards the Year 2000, Beying, November 1986.

stage of development, specialization is normally possible, so that com-
plementarity can be achieved.

The Semiconductor Exzmples

A subregional division of labor exists in all the major industries in the
Asia-Pacific region. A good example is the manufacture of semicon-
ductors, which comprises four distinct phases of prodi=tion: (1) design
and mask making, (2) wafer fabrication, (3) assembly, and (4) final test-
ing. What is significant is that cach stage requires different levels of
skill and different factor intensities. The design and mask-making
stage requires relatively high-level design and production engineers.
The wafer fabrication stage is capital-intensive and requires a high
standard of precision and product quality control. The assembly stage,
involving mostly bonding, is highly labor-intensive. The final testing
stage requires skilled labor and considerable investment in the acqui-
sition of equipment.

To take advantage of the lower wage rates (even after consider-
ation of productivity) in developing countries, U.S. semiconductor
manufacturers began moving the assembly stage of production to Asia
at a very carly stage. In the case of consumer electronics, Hong Kong
was the first place where offshore semiconductor assembly plants were
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set up. Fairchild Semiconductzr Corp. established the first plant there
in 1962. Wafers were shipped to Hong Kong, and the assembled prod-
ucts were sent back to the United States for final testing. The small size
of the semiconductor chips makes their transportation cost very low;
therefore, it is profitable to assemble semiconductors in offshore plants
in low-wage countries. Offshore assembly was also encouraged by the
U.S. Tariffs Schedule, sections 806.30 and 807.00, under whi h imports
of assembled goods are taxed only on the value added to the goods at
offshore plants.

In 1964, Fairchild and Motorola Inc. invested in Korea. Many
American semiconductor manufacturers set up assembly plants in
Taiwan between 1967 and 1969. In 1968 and 1969, Nati.onal Semicon-
ductor Corp., Texas Instruments Inc., and Fairchild opened facilities in
Singapore. In the early 1970s, numerous facilities were built in the
ASEAN-4 (Davis and Hatano 1985). By 1974, there were cight U.S.-
owned offshore assembly plants in Hong Kong, nine in Korea, three in
Taiwan, nine in Singapore, eleven in Malaysia, and six in the rest of
Asia. Japanese and European semiconductor manufacturers did not
exactly follow the American strategy. Even though Japanese firms op-
erated facilities in Korea, Taiwan, and Malaysia, and European firms
operated facilities in Malaysia and Singapore, offshore production of
U.S. firms was larger by far.? For example, in 1981 Japanese producers
imported semiconductors valued at approximately US$129 million
from offshore assembly locations (US$62 million from Korea, US$37
million from Taiwan, and US$30 million from Malaysia). In 1980, Eu-
ropean firms imported US$530 million from offshore plants (of which
US$162 million was from Malaysia and US$156 million from Singa-
pore). On the other hand, in 1980 the United States imported US$2.3
billion from offshore assembly plants in Asia. Japanese semiconductor
firms responded by automating the assembly process and improving
technology and design. In the carly 1980s, Japanese firms also invested
substantially in the United States and Europe in anticipation of protec-
tionist measures they expected would be imposed on the export of
electronic components from Japan. In Asia, and especially in the NICs,
indigenous firms have been established to assemble semiconductors
and compete with foreign multinational firms. These entrepreneurs are
most often engineers and technicians who have gained experience
from working for foreign companies. But, more importantly, an inte-
grated semiconductor industry has been developed in the NICs. For a
long time, foreign firms engaged only in assembly work in the host
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countries. There were few backward and forward linkages. It was only
in the final testing that some U.S. firms had st up offshore test facilities
in the Asia-Pacific region. In the past few years, Hong Kong and Sin-
gapore have emerged as regional centers of testing for the international
semiconductor industry. Fairchild, Motorola Inc., and Teledyne Inc.
have established specialized test facilities in Hong Kong, while Ad-
vanced Micro Devices and National Semiconductor have set up similar
specialized facilities in Singapore (Scott 1985).

Since the carly 19805, efforts have been made in the NICs to inte-
grate backward assembly with wafer fabrication by setting up indig-
enous or joint-venture firms, In Hong Kong, three fabrication plants
were set up from 1981 to 1982 and one more recently, Two of these
plants have a Chinese connection in the sense that they are joint
ventures between Hong Kong and China. In the past few years, Hong,
Kong has been facing political uncertainty over the scheduled change
in sovereignty in 1997, (The Sino-British Joint Declaration over the Fu-
ture of Hong Kong was announced in September 1984, This agreement
has given short-term stability to ong Kong, but the longer-term fu-
ture is highly uncertain, as nobody knows whether the agreement will
Le honored or for how long.) Therefore, there has been a lack of long-
term investment committed by the local people. Capital invested by
China should be able to fill some of the gaps. But, more fundamentally,
Hong Kong lacks the kind of government support for rescarch and de-
velopment and personnel training that is found in the other NICs.

In Korea, the government took a keen interest in the development
of an integrated semiconductor industry. In 1982, the Semiconductor
Industry Promotion Plan was announced. A new, 2000-acre electronics
industrial park was set up in Gumi, southeast of Scoul. The govern-
ment also created the Korean Institute of Electronics Technolegy
(KIET). By 1985 there were four fabrication plants in Korea, all of them
major Korean corporate enterprises with the capability and willing-
ness to invest heavily in research and development on a long-term
basis. They have been acquiring technology through licensing, subcon-
tracting, and joint-venture relationships.

Taiwan's fabrication industry stems from direct foreign investment
by the United States in offshore plants. Unlike Korea, once started, the
local fabrication industry in Taiwan was concentrated in many me-
dium- and small-sized firms. The FHsinchu Industrial Park was estab-
lished in 1980, and from the very beginning attracted a few Taiwan-U.S.
joint ventures engaged in the production of semiconductors. Above all,
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the government-supported Electronics and Research Service Organiza-
tion (ERSO) fabricates wafers at Hsinchu. As ea rly as 1977, in fact, ERSO
started making digital watch chips with technology licensed from RCA
Corp. ERSO then set up United Microelectronics Corp.in 1979 as a
quasi-public company owned by three government-controlled banks
and five private companies. This company began production at
Hsinchu in 1982 and is now doing well.

Singapore was an assembly and testing center for semiconductors
for many years, relying mainly on the investment of transnational cor-
porations. The dingapore government was keen to develop an inte-
grated semiconc uctor industry, but its attempts were largely in vain.
Finally, in the carly 19805, Italy’s SGS-Ates agreed tosetup a fabrication
facility in Singapore and later a design center to design chips for the re-
gional market.

Generally, in the past few years, a pattern of subregional special-
ization in the semiconductor industry in the Asia-Pacific region has
emerged (Seott 1985; Henderson 1986). The NICs have integrated the
industry backward to wafer fabrication and design and forward to
final testing,. Increasingly, they have concentrated their offorts in the
latter direction. This is to be expected in view of their changing com-
parative advantage. Capital is not scarce in these cconomies, and there
is a supply of highly trained technical personnel whose salary levels
are still below those i developed countries, As long as one is satisfied
with a one- to two-year time lag in technology, one can casily acquire
the technology in the open market through licenses, patents, or foreign
equity shares. The assembly of semiconductors has increasingly been
taken up by the ASEAN-4, especially the Philippines and Malaysia,
Thus, in the development of the se.niconductor industry in this region,
the flying geese hypothes:. finds very strong support. Japan takes the
lead in the development of the industry. The NICs first engage in as-
sembly and upon graduation pass on this work to the next tier of econ-
omics, the ASEAN-4. Taday, direct foreign investment in electronics in
the ASEAN-4 is not confined to that from the United States, Japan, and
Europe. The NICs, especially Hong, Kong, invest considerably in as-
sembly facilities in the ASEAN-4. Meanwhile, the NICs take after Japan
in engaging in the design and fabrication oi wafers, and Japan focuses
on innovations in design and production technology.



76 EDWARD K. Y. CHEN

Conclusion

This chapter has described the experience of export-oriented industri-
alization in Asia with special reference to the four Asian NICs. 1t is
argued that while export orientation is a better strategy than import
substitution, the realization of rapid growth under export-oriented in-
dustrialization is not an casy matter. First, promarket economic poli-
cies aimed at eliminating market distortions must be implemented. But
some noneconomic factors are probably equally important in ensuring
the success of stage 1 in the development of export-oriented indus-
trialization (EO1). Specific political institutions (a strong development-
oriented state) and cultural values (Cornfucianism) are seemingly rel-
evant in this connection. An eclectic model has been developed to
explain the success of the NICs under EOL It is further argued that a
high degree of sophisticated subregional division of labor analogous to
a flying geese pattern helps explain not only sustained growth in the
NICs but also the spread of rapid economic growth to other develop-
ing countries in the Asia-Pacific region.
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4 Jorge Ospina Sardi

Trade Policy in Latin America

The nineteenth century German economist Friedrich List (11841] 1955)
said nations can and should adapt their economic policies to the cir-
cumstances of their stage of development. He argued that countries
will grow out of barbarism as they trade freely with more advanced na-
tions, develop their agriculture, and stimulate industry, fishing, ship-
ping, and foreign trade, possibly by imposing restrictions. When the
nations have achieved a degree of wealth and power, farmers, manu-
facturers, and traders can be encou raged to coneolidate their dominant
position so that free exchange and free competition can be reinstated
in their own markets and abroad.

List’s relativism counters the intlexibility of the theories of Adam
Smith’s disciples, who argued in favor of free trade without consider-
ing the specific economic or institutional situations of particular coun-
tries. For example, List was concerned about the position of Germany
in relation to England and France, and argued that if Germany wished
to develop its own ind ustry, it would have to impose some restrictions
on the entry of goods from those two countries. Fle held the same view
in the case of the United States, although the United States had a natu-
ral barrier, namely, the high cost of transport involved in trading over
long distances overseas.

Since then, the debate on the benefits of free trade and free ma rkets
versus the need to protect and defend local production and stimulate
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infant industry has continued in more sophisticated forms. Those
countries that were the first to defend one or the other position have
modified their own commercial policies over time, in response not
only to fluctuations in the world economy but also to changes in their
own competitive status. The wisdom of List’s relativism must be
viewed from the perspective of the individual country. The principle of
regulating commercial policy in accordance with the level of economie
development, so that trade becomes the main vehicle of development,
is particularlv relevant in the closing vears of this century. Except for
countries that have neither a large enough market nor the natural re-
sources, all countries, whether already industrialized or in the process
of becoming so, have been through these stages of protectionism and
inward-looking development. Itis only as they develop their produc-
tive capacities that they have moved toward trade liberalization, and
this movement has usually been slow.

Liberalization and Protectionism

In what is known today as the industrialized world, substantial prog-
ress has been made in lowering tariffs and climinating barriers, espe-
cially since the 1960s through the Kennedy and Tokyo rounds of mul-
titateral negotiations. Those advances toward trade liberalization oc-
curred in the context of an unyp.cedented postwar prosperity. How-
ever, the process has not been uniform across countries or products,
and this has created imbalances in trade relations that have signifi-
cantly affected developing countries, Bela Balassa (1984) suggests that
tariff reductions made by industrialized countries have been less for
manufactured imports from developing countries. So the tariffs de-
veloping countries face are higher than the average tariff level (9 per-
cent versus 7 pereent in the United States, 7 pereent versus 6 percent in
the Xuropean Community (EC), and 7 percent versus 5 percent in
Japan). Further, higher tariffs are more common for imports coming
from developing countries than for manutactured imports on average.
For instance, in the United States, tariffs of over 10 pereent are applied
to 20 percent of the imports from developing countries but to only 9
percent of total manufactured imports. Comparative figures for the EC
are 12 and 6 percent, and for Japan, 18 and 13 percent. Other nontariff
restrictions have been applied to the exports of developing countries,

~d these have affected particularly the middle-income countries.
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Restrictions come in all forms and disguises, from voluntary limita-
tions on exports and market-stabilizing agreements to the open use of
quotas and quantitative limitations, Voluntary limitations are achioved
by invoking antidumping principles or demands of compensation
rights. These often serve as mechanisms for volume and price restrie-
trons. And it is no seeret that the industrialized countries have used
their power and leverage to impose a set of bilateral reciprocal condi-
tions. A T987 report by the Economic Commission for Latin America
and the Caribbean (ECLAC) (1987b) concludes that this kind of agree-
ment is usually applied to products that developing countries have a
yreat interest in exporting, such as tentiles, clothing, steel, and ship-
building,

Trade restrictions tend to become more severe during recessions or
during periods of slow cconomic growth in the industrialized world,
Economists have debated at length whether a reduction in the pace of
growth of developing countries’” manufactured exports can be attrib-
uted to a drop in the rate of cconomic growth of industrialized coun-
tries or rather to the implementation of protectionist measures (Balassa
T98-D). Evidently, in times of crisis nontariff restrictions tend (o increase,
and noone cansay for certain whether developing countries” manufac-
tured exports fall as a result or a decrease in demand or of a higherlevel
of protection in the developed markets. A detailed analysis should also
include the orientation of macroeconomic policies adopted by devel-
oping countries during such times. Whatever the answer, it is interest-
ing to note that the period in which the developing countries’
manutactured exports increased at the fastest rate, from 1973 1o 1980,
was in fact a period in which the industrialized countries grew rela-
tively slowly, atan average rate of 2.8 percent versus 4.7 percent be-
tween 1965 and 1973 (World Bank 1987).

What does seem to be a fairly constant feature of international
tradeis the very high level of protectionism exercised by industrialized
countries on behalt of their agricultural sectors. Much has been written
to illustrate the different kinds of instruments used by those countries
to protect their agriculture and the high costs involved (World Bank
1986). This protectionism applies not only to agricultural farm prod-
ucts but also to products with a higher value added. A World Bank
study (1986) concludes that for many agricultural products—includ-
ing fish, vegetables and prepared frait, edible oils, and elaborate prod-
ucts of coffee, cacao, rubber, and leather—the highest tariffs are
reinforeed by a wide range of nontariff barriers. The greater the degree
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of claboration, that is, the more labor and capital services involved in
production, the more barriers goods from developing countries face in
international markets (World Bank 1986).

Industrialized countries have stronglv resisted dismantling pro-
tectionist policies and subsidies favoring their agricultural sectors—
arcas where developing countries often enjov clear comparative
advantage. Domestic politics have often prevailed over economic
logic. While these distortions continue in the market tor agricultural
products, it is difficult to say that the benetits of trade liberalization and
of a growing, interdependence between countries are being, fairly and
equitably shared. This kind of protection of agriculture in the industri-
alized countries is a contributing, factor in the recession cveles indevel-
oping countries and leads the governments ot developing countries to
adopt costly policies designed to support or subsidize their own agri-
cultural sectors. Such policies increase the inability of developing
countries to implement counter-cyclical measures when their terms of
trade deteriorate, or to generate surpluses that could be transferred to-
ward their own industrialization efforts (Economic Commission for
Latin America and the Caribbean 1987a).

Of course, along with the external factors of economic crisis, there
are basic internal factors such as domestic macroeconomic policies,
and there is @ isk that emphasis on the former will lead to neglect of
the latter. Pro. - omismiis likely to stay with us for a long time and can
be abandoned oniy gradually; meanwhile, other kinds of solutions
must be sought, and it may be that the experiences of Asia will be most
relevant for Latin America.

Economic Cycles and the Stability of Policy

Many observers have searched for explanations of the rapid economic
advances of some Asian countries and their success in consolidating
oxport-led economies. At the same time, observers have tried to ex-
plain why progress in Latin America has been limited. A look at the
main differences in the economic environments of the two regions may
shed light on the phenomenon better—not simply the reasons for their
unequal development but also the lessons Latin America can learn
from the Asian experience.! Two closely related factors may be of spe-
cial importance: the problem of economic cycles and the lack of stabil-
ity in macroeconomic policy.
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Most Latin American cconomies have been highly dependent on
exports of primary products, both agricultural ard mineral, It can also
be said that most of these cconomies are rich in natural resourees, un-
like Japan, Korea, and Taiwan, which are net importers of raw matori-
als. As exporters of primary prodncts, Latin American countries are in
an ambivalent position. They have usnally been able to import manu-
factured products and technology to ensure the maintenance of mini-
mum living standards, especially among the middle and upper classes,
without needing tosignificantly diversify efforts in the development of
other activities such as industry. But the fluctuations of prices for pri-
mary products have contributed to an unbalanced macrocconomic
policy and prevented any political commitment to long-term economic
objectives,

The unfavorable evolution in the terms of trade for primary prod-
ucts compared to manufactured goods may have had less importance
than has been supposed, and discussion of it does not have much value
for the actual design of cconomic policy. There is no conclusive evi-
dence of the negative effects of such long-term trends on the economios
of exporting countries, For instance, a recent study covering the period
1900-86 shows that distinetions deserve to be made between the vari-
oustypes of primary products (CGrilli and Yang 1988). Mineral and non-
edible agricultural products show a constant drop in prices when
compared to foodstuffs. The fall in *he price of foodstuffs is due to the
declining price of food products such as cereals and rice. The rise in the
prices of tropical beverages (including coffee, cocoa, and tea ), also in-
cluded with foodstuffs, was not able to offset the decrease. What is in-
teresting is that the developing countries are the only exporters of
tropical beverages, but many of them are net importers of foodstuffs;
therefore, they might have been able to benefit from the price changes.
Itis true that the prices of metals and mineral products did tend to fall
i comparison to manufactured products between 1900 and 1986, but
a more detailed examination offers a slightly different picture. The
strong downward movement from 1900 to 1941 was offset by a mild
upward trend from 1942 to 1986. The trend of the last forty years, par-
ticularly up to the 1970, should have brought important gains in the
purchasing power of exporting, countrics, if the significant increases in
productivity achicved in the exploitation of their natural resources
since the Second World War are taken into account.

In sum, it is important to be cautious about statements concerning
the relationship between the evolution of the developing countries’
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purchasing power and their terms of trade. Although there has been a
constant decline in those terms, it has been less steep and less uniform
(depending on the products and the time period concerned) than was
initially supposed. Certainly anyone studying the effect of the decline
on the carnings of exporting countries must take into account the ben-
efits of the increase in the volume of exports that has occurred in the
postwar period. On the other hand, the negative effect on production
of such decline may have been mitigated by increases in productivity,
at least to some degroee.

The tactor that may have had more impact on the development
process is the short- and medium-term fluctuation of the terms of
trade, and its etfect on the external sectors of the economies concerned
and on the orientation of cconomic policies. Table 4.1 shows how the
terms of trade changed between 1970 and 1986 for the major countries
in Latin America. During, the 1970s, there was a clear trend toward
improvement, but in the 1980s there has been a significant trend in the
oppuosite direction (International Maonetary Fund 1987). Abrupt short-
term changes can be observed inall countries annually. Price cycles in
primary export products have been one of the determining factors in
the implicit or explicit specification of the econonic development
model ot Latin American countries. Whenever the terms of trade have
improved, currencies have become overvalued, and im ports have been
liberalized, exchange controls weakened, and fiscal policy relaxed both
in spending levels and in relation to tax revenue, Whenever the terms
of trade have deteriorated, policy has often gone in the other direction:
major devaluations have taken place, export incentives have increased,
strong, import restrictions have been implemented. exchange controls
havebeen used, and insome cases, fiscal policy has been tightened. Ex-
ternal capital lows have made the upward or downward movements
in these cycles more pronounced.?

With respect to the instability of macroeconomic policy, fluctua-
tions in the terms of trade and frequent changes in direction of eco-
nomic policy have combined to create an adverse climate for activities,
such as those related to manufactured exports, that require a long-term
planning horizon. The various economic indicators have behaved er-
ratically because of changes in the external sector and the lack of a con-
sistent ecconomic policy. Four indicators of economic policy, two
rufated to the external sector and two to domestic policy, may be con-
sidered. Table 4.2 shows the evolution of the effective real rate of ex-
change and a liberalization index (measured by the relationship of



Table 4.1

Major Latin American Countries’ Terms-of-Trade Index,
1970-86 (1980 = 100)

1970 1971 1972 1973 1974 1975 1976 1977 1978 1579 1980 198] 1982 1983 1984 1985 1986

LAIA®
countries 60.1 576 603 785 G4 851 88¢ 15 e g5 7 100 ¢ EER] 852 BE D 808 864 788
Argentina 831 G8.7 109 4 1280 1128 9E 3 31 30 Gl & 1002 100 853 B39 807 s 841 7748
Brazil 1316 1170 1247 1454 121 ¢ 1173 28 S5 il g 21 1008 850 798 77 8§52 822 101.C
Chile 1788 13C6 1238 1585 1558 853 G377 53¢ e Bl 1%L 874 753 821 764 7058 77.4
Colombia 840 725 80.7 852 821 680 2345 isse 1252 143 1C0 ¢ b1t 66 931 98 6 94.7 1113
Mexico 68 8 754 758 o7 g7.2 775 10 563 %2 823 1650 (oe 86 G614 816 80u 57.1
Peru ices 987 320 1098 122.& EE 3 -l E55 723 217 10CG 6 882 79.4 48 91.1 86.3 747
Venezuela 227 21.9 203 307 643 632 66 3 €72 553 778 1260 1027 644 1008 1122 110.3 600

2. Latin Amencan integrancr. Association, formerty Laun Amencan Free Trade Area (LAFTA)
SOURCES Economuc Commission for Latin Amenca ana the Cariobean, nter-Smencan Development Bara




Table 4.2
Major Latin American Countries’ i*eal Effective Exchange Rate
and Liberalization Index”, 1971-86 (1976-78 = 100)

1971 1972 1973 1974 1975 1876 1977 1978 1979 1980 1981 1982 1983 1984 985 1986

Real Effective
Exchange Rate

Argentina 92.1 1052 986 87.2 1189 803 1102 99 4 57 G675 756 1152 1036 Gz 7 1292 1058
Brazil 92.0 956 103.9 103.0 103.3 98.6 979 1035 1149 1276 1038 583 1157 1062 1068 013
Chile 673 511 443 86.7 1132 99.4 827 107.8 685 g38 753 83¢ acs 314 1038 1062
Colombia 112.6 1141 1158 109.7 112.6 106 8 96.1 97.1 8917 859 8E9 811 828 8% 5 115¢C 1243
Mexico 219 949 554 92.1 90.4 939 1052 1089 957 82.0 801 11590 1216 1003 S8 ¢ 1245
Peru 745 757 830 825 746 798 944 1259 1241 1140 96.5 924 1803 1011 1210 “4.6
Venezuelz 98.2 99.5 106.7 109.3 1046 101.2 981 100.7 104.2 98.6 825 818 766 1067 96 3 855

Liberalization Index

Argentina 74 51 36 11 109 64 3.2 75 81 85 93 114 5.0 78 79 75
Braal 85 9.2 99 143 116 96 g3 82 9.7 116 162 92 95 g4 7.7 6.0
Chile 116 111 159 214 28.4 20.1 215 235 252 255 253 206 205 236G 245 254
Colombia 264 131 137 167 153 146 1480 116 14C 16 3 165 172 14¢ 139 49 1506
Mexico 87 89 5.5 106 96 93 24 114 124 138 140 118 59 94 104 11e
Peru 149 145 16.0 211 2213 192 214 193 181 225 243 237 228 176 194 182
Venezuela 193 20.7 198 19.2 258 29.9 362 385 283 255 257 289 124 199 184 218

2. Imports of goods ang nontactor services as a proportion of GNF.
SOURCES Inter-American Development Bank, International Monetary Fund, International Financial Statstics, vanous (ssues

8
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imports to GNP). The instability of these two indices, vhich are tuna-
amental t¢ exjports and to import substitution, is evident. With the
exception of Brazil (and Venezuela, where the bolivar has been persis-
tently overvalued in terms of exports other than oil), all governments
have sent erratic messages to their exporters. Fluctuations in effective
real rates of exchange have been much greater in the Latin American
nations than in countries that have successfully implemented export
strategies. For exaraple, the coefficient of variation of exchange rates
for Brazil and Mexico between 1979 and 1984 was donble that of Korea,
which was the country showing the greatest variation of all Asian NICe
(Balassa and Williamson 1987). The same fluctuations oceurred with
the liberalization index.

What rcasons may explain such increases and decreases in import
levels over shwert periods? Alarge pert of the answer may lie in the vari-
ability of nonessential sponding levels, composed of such items as
arms purchases, capital-intensive public-investme: t projects, and con-
sumer goods imporiz. When foreign exchange or exterral loans have
been available, they have been used to a great extent in activities that
do not enhance the exchange-earning capacity of the economy.

With respect to internal policy, the money supply (M1) and fiscal
deficits of the entire public sector as related to GNP also indicate a high
degree of instability, reflecting the flactuations in the external sector as
wellas internal imbalances principally caused by the public sector. The
lack of discipline ir fiscal policy, which has been a constant feature of
Latin American economies, may deserve special emphasis. It is tiue
that an important part of public revenue originates in the exte mal sec-
tor, mairly from taxation on imports and on exports of primary goods.
The short- and medium-term fluctuations of the external sector imply
unavoidalkle variations in revenue that, when negative, are never offset
by a reducticn ir expenditure. The inflexibility of public spending is a
well-established fact not oniy in terms of current expenditure but also
in terms of investment pro v)rams.3

The instability of macroeconomic policy has increased uncertainty
abouf the future ard created an atmosphere in which speculative activ-
itics become attractive to entrepreneurs. The fluctuations in investnient
and inflation demonstrate again the unfavorable climate for long-term
planning in both the private and the public sectors. The most serious
aspect of this is the existence of a vicious circle of instability that canbe
broken only by shock cuctics directed not at the sympto:ns of the crisis,
as has been recently the case in Latin America, but at the structural
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causes that produce them. Nevertheless, in democratic regimes where
governments change every four or five years and in the midst of u npre-
dictable fluctuations in the cxiernal sector, the political viability of im-
plementing rapid and protound adjustment processes and the practical
viability of maintaining the same economic model for decades seem to
be, even in the best of cases, remote,

Export-Oriented Industrialization

Without a stable macroeconomic framework to support long-term pol-
icies aimed at the expansion and diversification of exports, Latin
America has not been able to match the developmental performance of
the East Asian and Southeast Asian countries. The concentration of ex-
ports by products confirms the hypothesis that Latin America has been
left behind in its efforts at diversification. The top ten expore products
made up less than 60 percent of total exports in Germany, the United
States, and the United Kingdom, and 74 percent of total exports in
Japan. In contrast, export concentration ratios in the Latin American
countries (with the exception of Argentina and Brazil) exceeded 80 per-
cent; for Venezuela and Chile, in fact, they exceeded 90 pereent. Under-
development has been characterized by dependence on only a few
sources of exchange revenue, and this dependence has often contrib-
uted to preventing the successful implementation of long-term macro-
economic strategices.

With the exception of Brazil, which has recorded high real rates of
growth in manufactured exports, other countries do not display the
dynamism that would allow us to say that their industrialization pro-
cess is export-oriented. In the absence of an export-oriented industrial-
ization process, the performancze of the industrial sector has in most
cases been dictated by the ups and downs of internal demand. With the
variability of internal demand, industrial performance on a year-by-
year basis has also been erratic. In Latin America, the annual rate of in-
dustrial sector growth ranged from 5 to 6 percent in the 1980s. In
comparison, export-oriented countries have experienced a self-sus-
taining and dynamic industrialization process, despite the inevitable
oscillations of international trade in recent decades,

Much has been said explaining the dynamism of an export-ori-
ented industrialization process. One reason for this Jdynamism is that
growing and stable foreign exchange earnings ensure ths capacity to
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import the intermediate and capital goods required for additional
increases in production. The certainty that growth and expansion in
demand will not be interrupted by a balance-of-payments crisis stim-
ulates productive investment (Balassa and Williamson 1987). Further,
orientation toward external markets allows for greater economies of
scale, tuller utilization of production capacity, and the profitable intro-
duction of technical innovations.

But there is perhaps one aspect that has not been made sufficiently
clear: comparative advantage does not necessarily run counter to the
industrialization process in developing countries as had been initially
thought by some Latin American economists. There is a lesson to be
learned from recent economic history: despite the efforts of govern-
ments to retain their comparative advantage by employing protection-
ist measures, they have achieved only limited success in industrial
development. It is interesting to note that protectionism has worked
best in agriculture.* A number of developing countries have managed
to break into international markets with manufactured goods, upset-
ting key areas of industrial production in advanced economies. Also,
given the acceleration of technological change and the growing surge
of new products, hopefully the process of displacement of comparative
advantage will also accelerate, and the protectionist efforts of govern-
mients will continue to lose ground even in the most closed economies,

Itis aiso interesting that countries that have based their industrial-
ization process on exports have d ramatically reduced their relative de-
pendence on imports of manufactured goods. This can be measured in
a number of ways. One indicator is the relationship between the value
of manufactured exports and the value of manufactured imports, as es-
timated in table 4.3. The data show that in the period 1970-84 only Bra-
zil was able to achieve a level of industrial self-sufficiency comparable
to that of the newly industrialized Asian countrics, since in most indus-
trialized countries the self-sufficiency index is greater than one. In
most Latin American countries, however, the industrial sector does not
make any net positive contribution to the balance of payments.

Conclusion
The lack of continuity in Latin American economic policy might also

be due to the frequent absence of a minimum level of social cohesion
and toa wide range of social and political conflicts. As noted by Miguel
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Table 4.3
Major Latin American Countries’ Index of Industrial Self-su‘ficiency,”
1970-84, Selected Years

1970 1975 1980 = 1981 1982 183 1984

ﬁL‘A>|‘lV\E;CC-)-ur‘l‘t-riéS 0.28 0.23 0.33 0.30 0.36 0.69 0.72
Argentina 0.19 027 0.24 0.26 048 0.39 0.42
Brazi 018 025 0.65 093 0.91 150 2.24
Chile 1.48 1.33 0.91 0.87 0.91 1.34 091
Colombia 0.09 0.25 C.23 0.21 0.19 0.15 017
Mexico 023 0.22 0.16 0.11 0.18 0.81 0.66
Peru 0.70 0.21 0.72 0.27 0.48 0.48 0.61
Venezuela 0.02 0.02 0.07 0.07 0.06 0.13 0.19

a. Ratio of manufactures exnorts to manufactures imports. Industrial goods are thuse included in sections 5-9 of SITC
classihication, based on CEPAL data.

b. Latin American Integration Association, formerly Latin American Free Trade Area (LAF TA).

SOURCES Econormic Commussion for Latin America and the Canbbean; Inter American Development Bank,

Urrutia (1987), social cohesion and the absence of violence are pre-
requisites for accelerated economic growth in economic systems where
investment is mainly in the hands of the private sector. The social prob-
lems derived from an unequal distrib... ion of income and the absence
of solid and legitimate political institutions hinder the creation of the
stability necessary to achieve sustained rates of saving and investment,

Some observers have emphasized the apparent relationship be-
tween a country’s political system and its levels of saving and invest-
ment. Centralized political systems may have the advantage because,
in order to break the vicious circle of underdevelopment and transfer
resources for the industrialization precess, they can more effectively
implement forced saving schemes and measures to push down con-
sumption levels. It could be argued that Western European countries in
the nineteenth century, Russia during the first half of this century, and
some Asian countries more recently, have had governments in which
political power has been highly centralized. In more open systems,
with the existence of trade unions and the active participation of a wide
variety of social and economic interests, it is not casy toimplement pol-
icies that sacrifice today’s consumption for tomorrow’s growth. It can
also be argued that the political system should change side by side with
economic development and that in an export-oriented industrialized
economy it is almost impossible to retain a rigid and closed political
system.

Recently, because of the U.S. trade deficit, there has been increasing
pressure on countries such as Japan, Taiwan, and Korea to increase
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their own levels of consumption and to reduce their external current
account surpluses. Part of this imbalance is du (o0 their internal poli-
cies, in which macroeconomic policy is completely subordinated to the
objectives of increasing exports and accumulating international re-
serves. In this context, voluntary and forced saving schemes have been
used, and consumption and imports have been restricted as much as
possible. These policies, directed at the conquest of international mar-
kets but also at the protection of home markets, have been consistently
applied for several decades and have undoubtedly produced results in
economic development. For instance, even though countries such as
Taiwan and Korea have restricted labor union activities, increases in
productivity in these countries have led to wage levels that are pres-
ently higher than in Latin American countries where the unions have
been much mare active (Balassa and Williamson 1987).

Latin America’s dilemma is clear. Its political systems have become
increasingly more open, but in the process, conditions have been cre-
ated for instability in macroeconomic management. The result is an un-
favorable climate for saving and long-term investment. As Balassa and
his colleagues have shown (1986: ch. 3), given the high external indebt-
edness and the foreseeable evolution of international capital markets,
without high internal races of saving and investment it would be im-
possible to sustain economic growth and to ad zance in the diversifica-
tion of exports. In this respect, it would seem of the utmost importance
for Latin American governments to behave maturely. It is always pos-
sible to blame external factors for the results of internal mismanage-
ment. But this is ultimately sclf-defeating, since the solutions to the
problems must always come from within, particularly from the macro-
economic policies that are adopted by governments.

Three basic elements may be expected of a maturely designed mac-
roeconomic policy in Latin America. First, ¢.t the minimum there needs
to be a consensus on the direction of the development process, so that
continuity and stability in policy are achieved regardless of changes in
government. Second, policymakers need to accept that sustained eco-
nomic growth requires a major effort toward increasing internal saving
and introducing fiscal discipline. Inflationary financing has created
more problems than solutions, especially because productive invest-
ment is discouraged and undesirable consequences in income distribu-
tion are created. Third, as most Latin American countries are at an
intermediate stage of cconomic development, internal demand cannot
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be the main or only source of growth; exports must also be used as a
driving force for growth and industrialization.

The most important lesson for Latin America to draw from the
Asian experience may be the need for continuity and stability in eco-
nomic polic,. The Asian NICs have directed policy at export promo-
tion with a selective and gradual import-substitution procsss. There
has been much discussion about the overprotection of domestic mar-
kets in countries that have succeeded as exporters. Their excessive cur-
rent account surpluses and high accumulation of international
reserves, which are the result of restrictive import policies, have pro-
duced significant imbalances and distortions in international trade.

In Latin America, the massive use of external credit within inward-
looking cconomic models has led to a recession that has no t been seen
since the 1930z Perhaps due to the cyeles generated by an overdepend-
ence on natural resources or the lack of political consensus on the di-
rection of the development process, these countries have not been able
to meet the challenge posed by the recent fall in their terms of trade or
by the closing of international capital markets since 1982, Repeated cri-
ses intheirbalance of payments have orly worsened the problems aris-
ing from their economic instability and the lack of confidence in their
future. As Antonio J. Urdinola (1987:67) has remarked:

Latin America’s greatest failure has been its inability to overcome
the macrocconamic instability that its own wealth of natural re-
sources has brought about. ... Vanations in real exchange rates, in
commerciai, fiscal, and financial pohey, all closely related to the ups
and downs in the prices of primary products, have prevented Latin
America from being able to undertake a successful import-zubstitu-
tion process alongside an aggressive export promotion drive, as
Japan, Korea, and Taiwan have managed to do.

We still know comparatively little about the relationship between
short-termn stabilization pelicy and long-term growth policy (Khan
1987). Nonetheless, ar export-oriented development model requires
continuous effort and a ciear message to manufacturers that a long-
term policy favorable to their exportactivities is here to stay. Given that
a stable macroeconomic climate is a precondition for success in promot-
ing and diversifying exports, Latin America needs a political consensus
to ensure long-term policy continuity despite changes in government.
Otherwise, how will these countries mitigate and absorb negative fluc-
tuations in their terms of trade in the midst of a balance-of-payments
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crisis that has been caused by excessive external indebtedness and lack
of access to fresh resources in international capital markets?

Recent experience suggests that most Latin American countries
have been unable to implement a clear macroeconomic policy. The
destabilizing forces of excessive external indebtedness and the recent
decline in their terms of trade have incicased the uncertainties sur-
rounding future government policies. Overwhelmed by such negative
exterpal factors, Latin American countrics do not have any other alter-
native but to face the hard reality of an increasing need for the adoption
and implementation of a stable, outward-oriented macroeconomic
policy.
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Comparing Brazil and Korea

Brazil and Korea have been strong performers in recent industrial
growthand are likely to continue to be so. But Brazil, since the 1981-83
recession, has been experiencing extraordinary difficulties with extei-
nal debt servicing and inflation. Korea, in contrast, has been faring
rather well. According to estimates made by the United Nations Indus-
trial Development Organization (UMIDO), from 1980 to 1987 Brazil
had a 2.1 percent average annual growth of manufacturing value
added compared to 13.1 percent for Korea. The question that arises is,
What happened in each country? Both are highly indebted, with rela-
tively sophisticated industrial bases. And in both countries, govern-
ments have infervened to control credit allocation in investment and
imports. Why and how has Korea continued to inerease exports of
manufactured goods, service its debt, and grow quickly with little in-
flation, whereas Brazil has experienced a well-publicized debt-service
moratorium, rapid inflation, and faltering growth?

These questions have often been answered in terms of differences
in macroeconomic management (Sachs 1985; Lin 1988; Aghevli and
Mirquez-Ruarte 1985). But that is only one side of the story. Rarely has
a supply-side comparative examination been conducted, that is, an ex-
amination of the competitiveness of industry itself in each country,
based on differences in industrial organization, incentive structure,
policy on competitior, and industrial restructuring. Also, the widely
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held impression that Korea’s success owes ma:nly to the adoption of a
free-market philosophy and an expoit-led growth strategy has been si-
riously questioned (Luedde-Neurath 1986).

This chapter attempts to answer some of those Guestions by com-
paring roleva.u information from cxisting studies. 1t will examine dif-
ferences between the two countries in export promotion incentives and
import-suvstitution policies, that is, in policies with respect to external
competition. It will go on to compare features of internal comipetition
from industrial organization theory, including concentration, sources
of profit making, the role of state enterprises, and direct forcign invest-
ment (DFD.

Expori-Promotion Incentives

Korean industry, it has been widely believed, grew rapidly, above all
because its export-led strategy was based on the theory of the free mar-
ket, whereas in Brazil the government intervened in the market and fol-
lowed an import-substitution strategy under a high level of protection
(Balassa 1978). There is some validity to this vicw, but itis not the whole
story. In fact, the Korean government has been implementing a scheme
of in.port substitution concealed under the more visible export promo-
tion strategy. The government has intricately mixed both strategies so
that exporters are not subject o the antiexport biases that import substi-
tution urder protection brings. The significant difference between
Korea and Brazil seems o be that in Korea intervention is used to pro-
mote the competitiveness of industry, with an incentive system based
on automatic rules of export-performance criteria, wheseas in Brazil
there is less emphasis placed on international competitiveness.

The Korean government carly en adopted a policy of nurturing in-
fant industries under protection. It encouraged competition in interna-
tional markets by providing information on what to produce and
whete to sell, by subsidizing credit, and by providing transportation
rebates, tax and tariff exemptions, accelerated depreciation, wastage
allowances, and so on (a total of thirty-eight schemes during the 1960s
and 1570s) to compensate for the negative effects of protection on ex-
ports (Hong 1979; Lim 1981). By 1982 virtually all the subsidy measures
had been discontinued, except for credit allocation.

True, an exporter can still find “contrived free-market conditions,”
that is, he can import raw materials, intermediate products, machines,
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and parts at world mariet prices, borrow money ai a below-market
rate for investment and export financing, and hire inexpensive labor at
a fraction of the wage rate in industrialized countries (a major export
destination). If the laborers learn their skills quickly to produce output
of acceptable guality in the world market, thea the contrived frec-
market environment provides a powerful incentive for entrepreneurs
to take visks, that is, to invest, produce, and sell abroad.

However, the incentive benefits are provided on the basis of a
racker strict export-performarnce criterion applicable to all exporters
without sectoral discrimination. 'he letter of credit from abroad pro-
vides an objective, casily identifiable criterion for evaluating a firm's
export performance. Exporters are graded and ranked annually and re-
warded with incentive bountics according to the sum of the letters of
credit received. This criterion tends to make the cost of cheating high
because the record of customs clearances enables casy cross-checking,
At the same time, the cost of evaluating the performance of exporters
is low, since onlv the letter of credit entitles a firm to apply tor each of
the incentive benefits—-a simple procedure to minimize rent-secking
activities. The most powerful features of the svstem are the exporter’s
automatic access to bank credit at a below-market rate of interest and
entitlement to use foreign exchange, normally uravailable to non-
exporters (including consumers). Nonexporters have to pay a curb
market rate ot interest that is two or three times higher than the official
rate and black market foreign exchange rates, unless their output is
designated by the government as national priority goods (such as ma-
chinery, steel, clectronics, oil refining, or petrochemicals) that need to
be nurtured like those from an infant industry.

In contrast, the Brazilian incentive svstem appears to pe more
discretionary and selective. For insta e, in the BEFIEX program, a key
incentive scheme for exporters, only 19.6 percent of manufactured ex-
ports received incentive benefits in 1980, Note that this benefited only
one hundred firms. In Korea in January 1980, 2,708 exporting firms
claimed incentive benefits (Joong-Ang Daily News [198011981). The
BEFIEX benefit seems concentrated in a fow selected sectors. For in-
stance, in T980, metal products, machinery, and transport cquipment
accounted for S0 percent of the export commitment under the
BEFIEX program and for 70.8 percent of net forcign exchange carnings
(table 5.1). Transport equipment alone made up 49.2 percent and 36.2
percent of the export commitment and net foreign exchange carnings,
respectivery. Itis conspicuous that the smaller the net forcign exchange
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Table 5.1
Brazilian Export Incentives: BEFIEX Sectoral Programs, 1980
(US $ billions)
Net Earnings of
o mEﬁxporrt Cqmmitmernrt o ] Forgngn Exchange )
Amount® Share (%) Amount Share (%) col.(3}/col(1)

Sector (1) (2) (3) (4) Percent

Food 0.39 1.5 0.32 3.0 82.1

Chemicals 0.40 1.6 0.16 1.5 40.0

Wood

Products 0.20 0.8 0.17 1.6 85.0

Paper and

Pulp 1.26 5.0 0.86 8.1 68.3

Textiles,

Garments 1.66 6.6 1.33 12.5 30.1

Footwear 0.17 0.7 0.14 1.3 82.1

Metals 5.93 235 2.33 220 39.3

Machinery 2.59 10.3 1.34 126 51.7

Transport

Equipment 12.39 492 3.85 36.2 31.1

Other 0.19 08 0.13 1.2 684
Total 25.18 100.0 10.62 100.0 42.2

a. Total export commitments during the contract peniod at the end of 1980.
SOURCE Benehcio Niscaio a Programas Espeiais de Exportacac (BEFIEX), Annual Report 1980.

earnings ratio, the greater the BEFIEX commitment. Furthermore, the
amount of tax credit received on export by the transport equipment in-
dustry was more than four times the amount of export profits in 1979
(World Bank 1983). Brazil appears to have subsidized more import-in-
tensive exports. In Korea the foreign exchange earnings ratio is less
concentrated in specific sectors.

Furthermore, exemption and reduction of taxes and import duties
in Brazil (the most prevalent industrial incentives among twenty-four
schemes) were used not only for export promotion but—more heav-
ily—for import substitution. According tc a World Bank estimate,
about 70 percent of the total exemptions (or reductions) of tariff duties
and other taxes were made to support industrial production for
domestic sales and only 30 percent to reduce discrimination against
exports.? Thus the Srazilian incentive system apuears to have been less
of an enticement to export production than the Korean system. This ef-
fect shows up in the export shares in each subsector of manufacturing.

Let us look at the pattern of sectoral shares in manufacturing exports
for the two economies (tables 5.2 and 5.3). The average manufacturing
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Table 5.2
Export-Output Ratio by Industry for Korea,” 1971 and 1980 (%)
e 1971° 1980°
Light Industries 19 29
Food, Beverages, and
Tobacco 2 8
Textiles 26 38
Apparel 46 74
Leather Products 23 42
Footwear 51 63
Wood Products 4] 33
Rubber Products 28 38
Miscellaneous Preducts of
Petroleum 0 2
Plastic Products 4 10
Printing and Publishing 1 7
Professional and Scientific
Equipment 11 62
Miscellaneous Products 61 64
Heavy Industries 9 19
Paper Products 1 6
Industrial Chemicals 7 11
Other Chemical Products 1 2
Petroleum Products 3 1
Nonimetallic Mineral Products 5 15
Iron and Steel Products 16 21
Nonferrous Metal Products 16 13
Fabricated Metal Products 10 45
General Machinery 15 17
Electrical Machinery 25 33
Transport Equipment 4 46
Total Manufacturing 15 24

a. Export data n SITC have been reclassified by KSIC and converted at the average exchange rate of each year.
b. Each year 1s rearesented by the three-year average around it.
SOURCE Soogll Young, “Import Liberahzation,” Korea Development Institute Working Pape: no. 8613, December 1986.

export-output ratio for Korea, which grew from 15 percent to 24 percent
between 1971 and 1980, is higher than Brazit's, which grew from 5.7
percent to 9.1 percent between 1970 and 1979. For Korea, a high and
increasing share has been recorded in transport equipment, fabricated
metal products, footwear, and professional scientific equipment, while
the share of wood and rubber products has declined. This appears to
reflect the paucity of natural resources and the gains in human skill.
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Export-Output Ratio by Manufacturing
Subsector for Brazil, 1970 and 1979 (%)

Nonmetallic Minerals
Metallurgy
Machinery
Electrical Equipment
Transport Equipment
Lumber and Wood
Furniture
Paper
Rubber
Leather
Chemicals
Pharmaceutical Products
Perfumery
Plastics
Textiles
Apparel and Footwear
Food
Beverages
Tobacco
Printing and Publishing
Miscellaneous

Total

SOURCE. World Bank, Brazil: Industrial Policies and Manufactured Exports, 1983, p. 38.

Table 5.3

5.7
08
0.2
0.1
74
1.0
133
0.3
11.5
03
2.2
5.7

1979

18
37
14.2
44
99
8.9
08
7.7
34
21.3
11.4
25
11
08
6.5
74
16.9
18
22.1
06
77
9.1

In Brazil, a double-digit share has been recorded in leather, food,
and tobacco products. This reflects Brazil’s natural resource endow-
ment. Machinery, transport equipment, chemicals, and miscellaneous
manufactures display a rapidly increasing share because the industri-
alization policy favors heavy industry.

Import-Substitution Policies

Looking at Brazil’s import-total supply ratio (table 5.4) one finds a
general tendency toward import substitution in the heavy industry
subsectors such as general machinery, fabricated metal products,
nonferrous metal products, iron and steel, and industrial chemicals, An
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Table 5.4
Ratio of Manufactured Ymports to Total Supply for Brazil, 1970 and 1975 (%)
e 1970 1979
Nonmetallic Minerals 2.7 2.4
Metallurgy 10.0 4.6
Machinery 28.4 19.5
Electrical Equipment 18.8 14.1
Transport Equipment 7.8 36
Lumber and Wood 0.4 1.0
Furniture 0.1 0.1
Paper 86 4.9
Rubber 2.9 4.4
Leather 05 26
Chemicals 15.6 11.8
Pharmaceutical Products 6.0 8.1
Perfumery 2.2 1.2
Plastics 0.5 03
Textiles 06 0.6
Apparel and Footwear 08 0.3
Food Products 0.9 5.1
Beverages 45 1.3
Tobacco 0.0 0.1
Printing and Publishing 2.3 20
Miscellaneous 217 2h
Total 8.0 6.8

SOURCE World Bank, Brazil: Industrial Policies and Manufactured £ xports, 1983, p. 35.

interesting phenomenon occurs in Korean transport equipment: both
the export-output ratio (table 5.2) and the import-total supply ratio
(table 5.5) increase. One would assume that this is due to intraindustry
trade, although it may reflect the aggregation problem (as when dis-
tinctly different products such as ships and cars are grouped together).
However, this similarity between the two ratios conceals the contrast-
ing strategies the two countries have in raising competitiveness.

The available evidence suggests that Brazilian industrialization
took place under heavier protection than that of Korea. For example,
the average tariff rate for all industries in Brazil in 1980 was more
than triple that of Korea in 1978 (Luedde-Neurath 1986; World Bank
1983). The available estimates of effective protection also confirm the
general impression that Brazilian manufacturing has been more
heavily protected than its Korean counterpart. In 1973 the effective
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Table 5.5
Ratio of Manufactured Imports to 1ctal Supply for Korea,
1971 and 1980 (%)°

- ‘ 1971° 1980°
Light industries 13 14
Food, deverages, and
Tobacco 14 13
Textiles 20 17
Apparel 1 1
Leather Products 25 49
Footwear 0 0
Wood Products 2 4
Rubber Products 3 4
Miscellaneous Petroleum
Produc's 1 3
Plastic Products 3 2
Printing and Fublishing 4 4
Professional and Scientific
Equipment 44 59
Miscellarieous Products 15 25
Heavy wndustries 34 25
Paoer Products 18 21
Industrial Chemicals 45 29
Other Chemical Products 10 13
Petroleum Products 4
Normetallic Mineral Products 5 6
I-on and Steel Products 43 19
Nonferrous Metal Products 44 33
Fabricated Metal Products 33 27
General Machinery 77 56
Electrical Machinery 39 29
Transport Equipment 38 45
Total Manufacturing 23 21

a. Import data in SITC have beer reclassified by KSIC and converted at the average exchange rate of each year.
b. Each year is represented by the threa-year average around it.
SOURCE Korea Devetopment Institute, KDI Traue Tapes.

rate of protection for total manufactures in Korea was 30.6 percent,
while the corresponding rate in Brazil from 1980 to 1981 was 43.6 per-
cent (Nem 1981).

A more important aspect of these countries’ differences over
import policy appears to be their use of import liberalization as a tool
to expose domestic industry to international competition, thereby
strengthening the competitiveness of domestic production. The
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Korean government has been pursuing a long-term goal of gradual
import liberalization, for which it has used several policy tools, such as
reduction of the tariff rate, import licensing, and import surveillance.
Since the mid-1960s, the average tariff rate has been gradually reduced
from 40 percent until in 1984 it stood at 21.9 percent, although the rate

Food, Beverages,
and Tobacco

Textiles

Apparel

Leather Products
Footwear

Wood Products
Rubber Products

Miscellaneous Petroleum
Products

Plastic Products
Printing and Publishing

Professional and
Screntific Equipment

Miscellaneous Products
Paper Products
Industnial Chemicals
Other Chemical Products
Petroleum Products

Nonmetalhc Mineral
Products

Iron and Steel Products
Nonferrous Metal Products
Fabricated Metal Products
General Machinery
Electrica Machinery
Transport Equipment
Total Manufacturing

a The number of the automatic importapproval items relative to the
Commaodities have been counted in terms of Korea's tanff Ines.
SOURCE Soogil Young, “Import Liberalization and In

Paper no. 8613, December 1986

Table 5.6
Import Licensing Liberalization Ratio (ILLR)" by Industry for Korea,

1977, 1980, and 1984

Total Imported

N lrtremsvmﬁl 977

191
227
7%
32
9
50
26

107
17

99
92

76

82
278
137
81
2.093

1977

49
40
21
66
44
72
39

92
0
82

57
34
45
48
87
94

58
57
82
61
49
20
32
50

ILLR (,pe',r:,e’lt,)“,,,_, B

B L N |

45
70
42
87
100
82
92

100
93
88

60
54
88
77
96
100

86
76
90
85
54
29
3l
67

total number of them actually imported.

6!
90
9l
100
100
100
92

100
100
94

75
70
93
84
98
100

9]
84
89
95
70
%6
46
80

dustral Adjustment in Korea,” Korea Development Institute Working




102 YOUNGIL LIM

for finished products was higher than that for intermediate products or
raw materials (Young, 1986).

Licensing requirements for imports have also been gradually
reduced since the mid-1970s. The trend is reflected in the number of
product items placed on the automatic approval list announced annu-
ally as a proportion of items at the four-digit level of the Customs Coop-
eration Council Nomenclature (CCCN). able 5.6 presents this ratio
broken down by twenty-three product subcategories in manufacturing
only. Every vear new product items are added to this list; the choice is
based on whether a specific product item has become competitive
enough to be able to meet foreign competition. Also, preannouncement
of specific items warns the relevant producers to prepare themselves,
However, if there is a sign that the producers may falter because of the
import competition, then the product is placed on the import surveil-
lance list. The authority monitors carefully whether imports are hurting
the industrial subsector, and if necessary, the product is pulled from the
list of autematic approval for import.

Compared to the Korean policy to reduce tariff rates and liberalize
import licensing, Brazil’s policy since 1980 has been to stiffen import
restrictions. It does so partly through establishing a financial oper-
ations tax on most imports and partly through a number of adminis-
trative barriers that often reject import licenses outright. In recent
years, the balance-of-payments crisis has intensified ihe need to restrict
imports,

Internal Competition

Concentration ratios. On the average the eight largest Brazilian
firms made up 59.1 percent of total sales in their respective sectors in
1977, whereas the thirty largest Korean ones made up 34.1 percent in
the same year. The sectoral breakdown also shows a generally higher
concentration ratio in Brazil than in Korea.® For example, of all the pro-
ducers of transport equipment the cight largest firms in Brazil made up
83 percent of total sales, whereas in Korea the thirty largest firms in this
sector represented only 55 percent of total sales. A higher concentration
ratio in Brazil was also found in the manufaciure of machinery, paper
products, printing and publishing, beverages, and chemicals, to name
justa few (Baer 1987; Lee 1980). A higher concentration is also observed
in heavy indurtries such as transport equipment, petroleum refining,
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and chemicals for both countries. The higher concentration in Brazil
seems to be related to the involvement of large state enterprises and
multinational companies as compared to that of Brazilian-owned pri-
vate enterprises. In Brazil, the average net assets of state enterprises
were more than twenty-five times those of privately owned firms,
whereas those of multinational firms were more than twice as large. As
a group, state enterprises and multinational firms appear to be in-
volved heavily in almost all subsectors of manufacturing.

In Korea, multinational companies have a much smaller share in
industrial activities. The foreign affiliates in Korea employed 9.5 per-
centof the manufacturing labor and produced 19.3 percent of the man-
ufacturing output in 1978 (UN Centre on Transnational Corporations
ctal. 1987). In 1977, foreign affiliates in Brazil employed 23 percent of
the manufacturing labor and produced 32 percent of the manufactur-
ing output. A study conducted in 1976 revealed high correlations be-
tween structural market-power indicators of U.S. multinational
corporations in Brazil and their profits after taxes (Conner 1976), But,
in general, foreign firms in Brazil, compared to their local counterparts,
are reported to be greater exporters with higher labor productivity and
greater capital and skill intensity (Willmore 1986). From 1972 to 1976
profit repatriations from DFI were recorded as 0.4 percent of exports
for Korea and 6.5 percent for Brazil (World Bank [1978] 1986).

In 1979 in Brazil, among the publicly owned enterprises in manu-
facturing alone, the federal government operated 56 enterprises, state
governnmients, 33, and municipal governments, 3. In addition, it has
been reported that in 1982, 46 public enterprises contributed 70 per-
cent of the manufactured output value (Economist Intelligence Un,t
1986; Lloyd’s Bank 1986).% In Korea, 98 public enterprises contributed
10.6 pereent of the nonagricultural GDP in 1977, and within the man-
ufacturing sector the Korean public enterprises shared 14.9 percent of
output in the period 1974-77 (11 1979: Floyd ct al. 1984). It is well
known that state enterprises normally carn a lower rate of profit than
nonstate ones, a situation that reflects the general empire-building
tendency of the state enterprises. In 1982 in Korea, for instance, the
operating profit to business capital recorded was 3.7 percent for gov-
ernment-invested enterprises and 10.1 percent for all industries (Song
1986b). Unfortunately, comparable information is not available tor
Brazil, a problem that reportedly stems from secrecy or even refusal
by some state enterprises to submit financial data to the Ministry of
Planning (Bacer et al. 1977). The Brazilian state of affairs contrasts



104 YOUNGIL LiM

with that of the Korean public enterprises, which since March 1984
have been subjected to a performance evaluation system to improve
management cfficiency. Under the performance bonus system, “the
operating profit has been continuously improving; it increased 50
percent in 1984 and 20 percent in 1985. Cost-saving cffort was recog-
nized especially in the inventory management. Unnecessary large
stock of inventory was penalized by the appropriate criteria” (Song
1986a).

Table 5.7

Performance of Manufacturing Subsectors in Brazil and Korea, 1979 (%)

Asset Net Profit Net Profit Growth Rates

Turnover Ratio” on Asset” (%) on Sale" (%) of MVA* (%)

. Brazl Korea Brazl  Korea Brazl Korea Brazil Korea

Nonmetalhic Minerals 070 099 85 29 12.2 29 -6.1 8.6
Metallurgy 0.68 078 0.7 2.0 1.0 2.5 20.0 31.0
Machinery 093 089 33 1.8 36 20 7.4 0.0
Electrical Equipment 112 1.30 10.4 32 93 25 7.2 182
Transport Equipment 1.08 0.87 43 -08 40 -09 6.7 15.3
Wood Products 083 1.59 105 -06 127  -04 00 -71
Furniture 143 175 9.4 4.1 6.6 27 82 146
Paper 0.71 1.33 51 2.0 7.1 1.5 139 12.2
Leather Products 1.44 1.56 126 -41 87 -26 44 -171
Chemicals 0.79 97 5.7 34 7.2 35 29.0 115
Pharmaceuticals 117 147 0.1 105 0.1 7.1 na na
Perfumes and Soap 166 1.21 7.1 53 43 44 146 187
Plastics 1.23 147 131 4.7 10.6 3.2 82 -79
Textiles 0.98 1.09 99 03 10.2 03 8.1 12.4
Clothing 1369 245 138% 05 1019 02 47 -39
Footwear — 1.42 — -14 - -1.0 44 -327
Processed Food 1.36 1.62 8.0 31 58 19 -1.1 235
Beverages 0.75 121 84 51 11.3 4.2 4.3 18.0
Tobacco 1.02 na 12.3 na 12.0 na 7.2 4.6
Printing and Publishing 136 154 8.4 52 6.2 34 -65 138
Miscellaneous 117 1.79 102 -14 88 -08 6.7 -30
Total Manufacturing 0.95 1.24 59 19 6.2 1.5 7.2 10.7

na = Not available

Dashed cells ind:zate not applicable

a. Total value of sales over total assets.

b. Net profit refers to profit net of taxes

¢. Manufactuning value added, in 1980 prices

¢. Includes footwear.

SOURCES. Korea, Bank of Korea, Financial Statement Analysts for 1979; United Nations Industnial Development
Organization (UNIDQ), data bank; World Bank, Brazi: Industrial Policy and Manufactured Exports, 1983,
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Public enterprises. Table 5.7 suggests that there is greater market
competition in Korea than in Brazil. In general, the asset turnover ratio
and growth rate of output are greater in Korea than in Brazil, while the
profit ratio on assets or on sales is smaller. This is so with only a few
exceptions such as machinery, transport equipment, and perfumes.
The evidence can be interpreted to mean that Korean firms produce
and sell on thinner profit margins than Brazilian ones. In other words,
one country works harder than the other, although it is hazardous to
judge on data for only one vear. In Brazil, the dominant position of
large-scale public enterprises bas created in recent years special financ-
ing problems under an inflationary condition. The generally accepted
role of public enterprises in Brazil is to provide steady output and em-
ployment opportunities when private enterprises are not willing to do
so while not raising the price of output ahead of general inflation. But
the controlled price of the output under an inflationary condition
means that the government must intervene to cover the losses incurred
by public enterprises.”

The Brazilian government has been subsidizing losing enterprises
through budget deficits that are financed by increases in the money
supply by the central bank. The system has been maintained with
money creation (so-called high-powered money). It should be added
that the state enterprises have also borrowed heavily from abroad,
thereby raising the need for further financing for “monetary correc-
tion,” which includes an exchange-rate correction on foreign debt. Be-
cause of state enterprises, government borrowing increased from 3.0
percent of GDP in 1980 to 8.8 percent of GDP in 1983 (World Bank
1985). This further accelerated the general inflation level. An index-
ation system for all contracts has further exacerbated such vicious cir-
cles. The inflationary situation hardly provides a favorable business
climate in the short run for industrial enterprises (particularly the pub-
lic enterprises) to invest, produce, and export.

In the long run, the prevalence of large-scale public and multina-
tional enterprises, coupled with a high rate of protection, raises the
question of whether the concentrated and protected industry will
make “monopoly profit.” The issue of efficient resource allocation is in-
volved here. A systematic analysis of the issue, however, requires de-
tailed data on a sufficiently large sample of industrial enterprises.
Unfortunately, such data are not available for Brazil. But they are for
Korea. A profit-function analysis of the Korean data therefore follows.

’
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Analytical Framework for Sources of Profits

The method adopted here to test sources of profitability borrows essen-
tially trom a study conducted by Richard E. Caves and Masu Uekusa
(1976).° However, my regression equations include some additional
variables deemed relevant because of policies and institutions specific
to different economies. By quantifying the sources of profitability, effi-
ciency implications can be inferred. It wouid have been desirable to
apply the method to long-term series data in addition to cross-section
data, but data availability limits my regression analysis to the cross-
section data for a few vears. The results reported should therefore be
regarded as tentative, exploratory, and preliminary.

Variables. The tollowing equation is regressed with variables ex-
plained below:

NAP = flIGRS, RFC, NWA, TOA, ADV, ERP,CNR, EXS, SIZ)

where

NAP = Net [of taxes] Profits over Total Assets

GRS = Growth Rate of Sales

RFC = Rate of Financial Costs [interest payments and discounts]
over Total Liabilities

NWA = Net Worth over Total Assets

TOA = Turnover Ratio of Total Assets

ADV = Advertising Expenditures over Total Sales

ERP = Effective Rate of Protection [tariff]

CNR = Concentration Ratio

EXS = Exports over Sales

SIZ = Size of Enterprise [assets per firm]

This specification of the explanatory variables differs from the one
that Caves and Uckusa (1976) adopted for their study of Japan. Their
explanatory variables included only the (1) concentration ratio, (2) ad-
vertising outlay over total sales, (3) growth rate of sales, (4) exports
over total sales, and (5) fixed costs plus wages over total costs. In this
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study, all of these are included except the last. In including this vari-
able, they argued:

The practice of permanent employment and the prevalence of high
debt-equity ratios contribute to fixed costs and thereby increase the
risk to which large enterprises are exposed. They should raise re-
ported profits because they increase the risk exposure of equity cap-
ital and thus presumably raise the risk premium demanded by
those who supply it [ 1976:93].

In Korea, by contrast, the practice of permanent employment or
company loyalty does not exist; if anything, scouting personnel from
other enterprises is a form of competition for pursuing profit or maxi-
mizing wealth. Even in Japan, it is reported that only large enterprises
practice permanent emplovment, and the practice covers only one-
third of the total labor force. The reasons for including the other vari-

ables follow.,

Growth rate of sales (GRS). Tt first variable, growth rate of sales,
is included in the regression to remove any “windfall” from a specific
industry’s profits. Growth rate of sales differs from industry to indus-
try as does an industry’s ability to adjust output capacity. To the extent
that the adjustment involves substantial lags, an unexpected increase
in sales would bring windfall profits, especially in the short run (as in
a one-vear period). Caves and Uekusa (1976:74, 92) caution, however,
that growth rate of sales could " pick up too many influences to allow
a clear interpretation,” especially if data are long-run averages for in-
dividual enterprises.

Rate of financial costs over total liabilities (RFC). The rate of
financial costs refers to the ratio of total interest paid (including dis-
counts) over total debts (short-term plus long-term debts). As such, the
ratio expresses an average rate of interest. It has been alleged that the
pressure of interest burdens an enterprise, especiallv a financially weak
one that has little collateral to offer (presumably because it is smaller).
Some evidence has also been cited indicating that smaller enterprises
rely omhigh-costsources of loans, including the curb ma rket, more than
larger enterprises. This variable may pick up such vulnerability, partic-
ularly when the money supply is tight; therefore, a negative correlation
is expected. This is included in our analysis because the view is widely
held among business people and news media. It is also possible that
borrowing from the high-cost source may be motivated by profitable
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opporiunities previously unforeseen. Hence, if these opportunities are
captured by borrowing, even from the high-cost source, it is possible to
show a positive correlation.

Net worth over total assets (NWA). This ratio measures the extent
of the enterprise’s own capital, including retained earnings, as a pro-
portion of total assets. Hence, the lower the proportion of net worth,
the higher the assets tinanced by loans from the banking system and
other loan markets (often called indirect financing). Much of the net
worth is owned by cither the entreprencurs themselves or their family
members, as the securities market is not yet well developed, especially
by the standards of Western economies. In other words, the sharchold-
ers are not diffused among the citizens at large, and hence the conse-
quences of risk taking are not passed on to general shareholders. What
Harvey Leibenstein’s X-efficiency theory calls the “effor t-responsibil-
ity-consequences” connection is kept within the appropriate decision-
making unit. He argues that if these consequences are not kept within
that unit, irresponsibility increases the costs of production and de-
creases the profitability of enterprises —with important consequences
for development (Leibenstein 1978).

The above hypothesis contrasts with the views held for industrial-
ized countries. Caves and Uekusa (1976) argue in effect that the larger
the ratio of net worth to total assets, the smaller the risk exposure.
Hence, under these conditions, they claim smaller profits. It seems just
the opposite, especially for Korea.

Turnover ratio of total assets {TOA). This variable measures total
sales over total assets, indicating how many times the total assets are
used per year tor production and sales. The variable is used to test
whether and to what extent “stretching capital” adds to profits. Thus
it has often been recommended that work shifts be increased so that
scarce capital in less developed countries can be economized. When
this is done, as noted by Gustav Ranis,

this meant that the average workweek per machine was two to
three times that encountered in the country of origin, and since
physical depreciation is much less important than economic obso-
lescence, using a machine twice as intensively does not wear it out
twice as fast. (1973:398)



Comparing Brazl and Korea 109

He further reports that capital stretching is common in East
Asian economices to judge from the micro-level observation that he
conducted.” Perusal of the sample data indicated a wide variation in
the capital-turnover ratio (or the sales-to-assets ratio) among indus-
tries and among different sizes of enterprises. This variable is sup-
posed to pick up this effect on profitability and is expected to have a
positive correlation.

Advertising expenditures over total sales (ADV). Advertising
functions as a means for disseminating information about the product
and for product ditferentiation (real or imagined), which thereb in-
creases entry barriers. Although it is not always clear which of these
augments the profit, conventionally the latter is thought to be the
more relevant item the variable is supposed to represent. Conceptu-
ally, however, the function of information dissemination can be said to
increase awareness of competing products especially where ignorance
is prevalent, as in developing economies, and hence ad vertising can be
a market-pertecting activity, In contrast, product differentiation by ad-
vertising in developed countries can be a barrier-creating activity.
Nevertheless, since operaticnally it s impossible to distinguish the
two different effects of advertising, we include the variable as aninde-
pendent one and not as a proxy for entry barrier, as in some existing
studies.

Effective rate of protection (ERP). Developing countries often uti-
lize protection from international competition with a high tariff as a
means of industrialization. Korea is no exception in spite of its out-
ward-looking policies. The effective rate (or value-added rate) of pro-
tection could be as high as 40u percent for certain industries at the
Foti-digit ievel of industriai classification, Hencee, the degree to which
they are effectively protected could be a source of differential profit
rates among different industries. To the extent that this variable is sig-
nificant, resources could be misallocated in a static sense, although a
dynamic efficiency effect could be positive if a protected industry is
truly an infant industry made viable under such protection. However,
the aralysis of dynamic effects is beyond the scope of this exercise.

Concentration ratio (CNR). This is a conventional variable (pro-
portion of output by the three largest enterprises) used to test the effect
of market power on the profit rate (and resource misallocation due to
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the monopolistic rent that results). However, Caves and Uekusa (1976)
warn that this variable could be insignificant in a rapidly industrializ-
m economy.

We suggesi reasons why periods of very fast macrocconomic
growth should translate themselves into microeconomic imbalances.
When it appears profitable at the margin to expand production in
practically every industry, an industry’s profit rate mav depend pri-
marily on how fast it can enlarge its capacity. In industries that face
long pl.mmm, and construction delavs in expanding capacity, sub-
stantial short-term windfalls may accrue even it the industry is po-
tentially competitive enough that they will be eliminated in the long
run. Industrics adjusting, quickly will reap smaller windfalls, even if
concentration is high enough to keep profits above the competitive
norm in the long run. Thus concentration mav fail to register a
significant influence on protits in periods of (\plml\c growth, un-
less we take account of differences in short-run constraints on the
expansion of industries’ outputs. And interindustry differences in
growth should be a more potent determinant of profit rates in peri-
ods when growth is on average very rapid than when it is normal,
because windfalls then bulk larger in the interindustry variance of
profits.

In this connection, it should be noted that Karea has enjoyed rather
rapid growth. We could therefore expect an insignificant effect of con-
centration in profit making.

Exports over sales (EXS). Ordinarily, in a frec-enterprise system
the distinction of sales between the domestic market and overseas
markets should not arise. Howvever, the export-led growth policy indi-
rectly introduced subsidies for exporters, subsidies that included low-
interest loans, reduced taxes, rebates on public utilities, and tariff-free
imports of raw materials. Under the policy, exporters would equate
marginal costs and marginal benefits, including policy-contrived mar-
ginal gains. The latter would add to the profitability of an exporter
over nonexport enterprises. This variable, then, is included to pick up
the effect of such incentives for exports on profits, prompting us to ex-
pect a positive cocefficient.

Size of enterprise (SIZ). The size variable represents an entry bar-
rier duce to the extent of scale economies in various senses. A large firm
can do anvthing that a small firm can, but not vice versa. For instance,
large borrowers can command lower interest rates due to lower risk to
the lender, bargaining power, ability to discriminate against small
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firms, or even the various government policies favoring large firms. An
empirical question arises then as to whether the rationale of scale econ-
omies is borne out by high profitability.

Regression on the Korean Data

The equation 1s regressed on two sets of data. The first one deals with
the interindustry variation of profits for sixty-eight industry classifica-
tions in manufacturing. The second deals with profit variation among
establishments of diifercat sizes (measured by number of workers) in
fifty-three subgroups of small- and medium-scale enterprises. The first
set of data comes from the Bank of Korea’s Financial Statements Analysis
(1976, 1977,1978), which is based on a sa mple 0f 938 manufacturing en-
terprises selling 100 million won (W) of output or more. The sample is
random but stratified by industry classification, by export orientation,
and by establishment size (thus excluding many small-scale enter-
prises). The second set of data comes from Jungso Kiup Siltae Chosa Bogo
1977 (Report on the survey of current status for medium and small en-
terprises 1977), published by the Medium Industry Bank in December
1978. The data are compiled from a stratified random sample of 1,946
small- and medium-scale enterprises (defined as those employing
fewer than 300 workers or owning assets of less than $500 million). Ap-
parently, some of the data on enterprises in the middle range overlap
between these two sources; however, the former excludes small-scale
enterprises (employing fewer than twenty workers), and the latter ex-
cludes large-scale enterprises (employing 300 workers or more).

The results of the regression are presented in table 5.8, These years
can be considered as normal boom years, with the country having
recovered by 1974 and 1975 from the effects of the oil shock. Gross
national product increased by 11.5, 10.5, and 12.5 percent for 1976,
1977, and 1978, respectively, while the wholesale price index rose by
12.1,9.2,and 11.7 percent. All other developmental indicators showed
no abnormal situation that might prompt a special interpretation of the
regression result,

The regression indicates that the variable of growth rate of sales
(GRS) has a positive sign with a high statistical significance at the 1
percent level of confidence except for the 1976 interindustry data. The
estimate of the same coefficient for the 1977 Medium Industry Bank’s
data shows no significance. Thus some windfall profits appear to
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Table 5.8
Regression of Net Profit over Total Assets Using Various Data Sources,
1976-78
Standardized Elasticity
Variable Coefficient tratio Coefficign_t_ ___atMeans
Bank of Korea, 1976
GRS 0.014 0.837 0.077 0.127
RFC -0.196 -0.956 -0.103 -0.390
NWA 0.208 6.296 0.561 1.185
TOA 2.442 3.216 0.294 0811
ADV 0.489 1.690 0.186 0.101
ERP 0.426 3.068 0.301 0114
CNR -0.1%6 -0.463 -0041 -0.026
EXS -0.004 -0.059 -0.005 -0.002
SI2 0.000 0.367 0.035 0.021
Intercept -3.940 -1.657
7 0.503 d.f.58
Bank of Korea, 1977
GRS 0.056 3.287 0.336 0.562
RFC 0.209 0.764 0.095 0.439
NWA 0.108 2.381 0.250 0.639
TOA 2.032 2.003 0.221 0.733
ADV 1.002 2.383 0.286 0.224
ERP 0.271 1.578 0.167 0.076
CNR -1.975 -0.722 -0.084 -0.290
EXS 0.115 0.922 0972 0.050
S1Z -0.000 -0.034 -0.419 -0.003
Intercept -5.732 -1.612
R 0318 dl.58
Bank of Korea, 1978
GRS 0.045 2911 0.252 0.487
RFC -0.405 -2.205 -0.220 ~0.911
NWA 0.227 6.389 0.548 1.332
TOA -0.116 -0.126 -0.014 -0.047
ADV 0.997 3.495 0315 0.234
ERP 0.277 2.223 0.189 0.081
CNR 2.025 1.063 0.095 0.314
EXS -0.093 -0.545 -0.047 -0.023
Sl2 -0.000 -1.461 ~0.157 -0.129
Intercept -1.285 -0.422
R 0.540 df.58

Continued on following page
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Table 5.8 Continued

Standardized Elasticity
Vaniable , Coefficient __ tratio _ _ Coefficient  atMeans
Bank of Korea, Pooled
1976, 1977, and 1978
GRS 0.043 4586 0.248 0.432
RFC -0.103 -0.855 ~0.052 -0.218
NWA 0173 7.927 0.427 1.008
TOA 1.658 3.310 0.195 0.605
ADV 0.853 4,560 0277 0.189
ERP 0.342 4.111 0.227 0.096
CNR -0.196 -0.544 -0.029 -0.031
EXS 0.047 0.842 0.046 0.019
SIZ -0.000 -0.000 -0.029 -0.019
Intercept -4.316 -2.739
R 0.427 df.194
Medium Industry, 1977
GRS 0.006 1.252 0.124 0.061
RFC 0.123 0.893 0.097 0.135
NWA 0.128 4440 0.883 0.922
TOA 2.650 2.484 0.292 0.592
EXS 0.030 1.793 0.215 0.088
NOF 0.018 2517 0.287 0.111
Siz 0.001 0.201 0.032 0.016
Intercept -6.071 ~1.931
R 0.584 dt 46

0.000 means & neghgible number. See the text for the notation of variables.

A scatter diagram of the residuals indicates no heteroscedasticity. A perusal of sinple correlztion matrix for all
the vanables suggests no multicoknearity.

Similar regression exercises for profit rates before tax yield a shihtly better it than presented in this table in terms
of Rsquares and tratios

The estimate of ERP for 1978 n 4 study conducted by the Federation of Korean Industries was adjusted to ensure
compatibility with the Bank of Korea's mtenndustry data classification.

have been making industries more profitable because of the high-
growth phase of the cconomy and its attendant demand for some
industries” output. However, it scems that medium- and small-scale
enterprises were not able to capture many sales opportunities during
this period.

The rate of financial costs over total liabilitics (RFC) is not statisti-
cally significant enough to influence profit rates in any systematic
manner except in interindustry data for 1978. For that year, a negative
correlation was found, suggesting that higher financial costs meant a
lower profit rate. But the variable is not robust despite the widely held
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“w that high tinancial costs, especially on loans from curb markets,
threaten bankruptey for many enterprises.

The ratio of net worth over total assets (NWA) shows a positive
coefficient and is very significaut and robust among all the variables
for all the vears, for interindustry data, and for the 1977 medium-scale
industry data. The X-efficiency hypothesis appears to be amply sup-
ported by these tindings. Tie hypothesis is that the larger the net worth
(private ownership) relative to total assets, the greater the entrepre-
neurial etforts, thus making enterprises more profitable.

The turnover ratio of total assets (TOA) shows a significant posi-
tive coetficient for all vears except for the interindastry data in 1978,
The possibility of using capital more intensively to increase the rate of
return is enhanced among different industries and difterent firm sizes
within an industry. Witness that the data for 1977 for medium-scale in-
dustries are quite significant at the 2 pereent significance level. Along
with networth over total assets, the capital-turnover ratio as a measure
of entreprencurial effort proved quite significant.

Advertising expenditures over total sales (ADV) appear to be an
important determinant of profits for all the interindustry data except
1976. It is statisticallv significant at the 1 percent level for 1978, the 2
percent level for 1977, and the T percent level for a pooled regression
ot all three vears. It would have been interesting to have estimated the
coefficient for the Medium Industry Bank’s data on establishment size,
but advertising information is not available. As we have seen, whether
advertising is a barrier or a market perfecter is a matter of interpreta-
tion, especially for a developing country.

The effective rate of protection (ERP) also appears to be a source of
protit making. The variable is significant at the 1 percent level of sig-
nificance for 1976 and for the 1976--78 pooled data, and at the 5 percent
level for 1978, but is not significant for 1977. This seems to support the
view that the protected domestic market is more profitable than the
subsidized exports. (See the variable exports over sales [EXS] below:.)

The concentration ratio (CNR) is insignificant for all the years
tested, contradicting both theoretical expectations and a widely held
view. Caves and Uckusa’s explanation for the Japanese case appears to
apply to the Korean case as well: duving a period of explosive growth,
concentration would fail to significantly influence profits, and wind-
falls through the high rate of sales would dominate over concentration.

Exports over sales (EXS) do not explain the variation in profit rates
at all, contradicting our expectation of a positive coefficient. This
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appears to support the allegation that Korean enterprises do export in
order to receive government subsidies, although exporting per se
might be unprofitable. The observed price for exports, which is lower
than the price for domestic sales, corroborates the findings here.

The size of enterprise (S1Z) shows no significance i explaining the
variation of interindustry profit rates. An explanation for this finding
might be similar to that offered for the insignificance of the concentra-
tion variable. In a rapidly growing cconomy, potenial entry barriers
would be offset by the high rate of sales, Merkot opportunities could
be captured by entreprencurs regardless of firm size. This finding sug-
gests that the Korean emphasis on large-scale enterprises, based on the
rationale of scale economies, might have been overemphasized.

The number of firms (NOF) applied only to the Medium Industry
Bank's data and is not available for the Bank of Korea's interindustry
data. The number of firms in cach observation (by size of employee.,
and by industry) is a variable reflecting the degree of competition in
that industry. It is hypothesized that the larger the number of firms in
cach category, the greater the degree of competition; and the greater the
competition, the more the firm will have to make its profits by being,
cfficient, since it must survive with little access to bank loans. The re-
gression shows a positive coefficient, significant at the 2 percent level
of confidenee,

Overall, these regressions offer little su pport tor profit making
through subsidized export activities, concentration -caused monopoly
rent, and scale economies (entry barriers). The variable of the export-
sales ratio bears little statistical significance in spite of the policy mea-
sures that provide h.-des of incentives to export. Sorwe argue that
exporting to the world market enables firms to exploit economies of
scale; hencee, the efficiency and profitability of exporting firms should
have been one of Korea’s main sources of growth.® However, our find-
ings fail to support this view. Indeed, as some eritics have pointed out,
enterprises might export to receive incentive benefits such as subsi-
dized bank credits that are often used for domestic speculation, includ-
ing the purchase of land, because funds are fungible in usc. More
lucrative business is to be found in the tariff-protected domestic mar-
ket than in the export market, in which a business must compete with
more efficient foreign producers. This view seems borne out by the sta-
tistical significance (f-value) of the variable representing the effective
rate of protection. Though quantitatively not overwhelming, some
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market distortions and consequent inefficiency in a static sense should
be recognized here.

Conclusion

The evidence examined suggests that during the 1970s and 1980s, both
Brazil and Korea have resorted to export promotion concurrently with
import-substitution strategies to industrialize. But the Korean strategy,
apparently, has been to manipulate export subsidies and import
controls in order to enhance industry competitiveness with interna-
tional markets in mind. Brazil's policy scems to have placed less em-
phasis on export promotion than on import substitution. Performance
criteria for assistance from the Brazilian government appear to be less
stringently defined by policymakers and less stringently pereeived by
industrial actors, including slate enterprises, than those in Korea. The
advantages of export-led growth could be many. Bt with or without
export subsidies, exporters must produce goods acceptable to forcign
buyers in both quality and price. Compelition in overseas markets
tends to force the exporters to cut costs and be more efficiency-con-
scious than producers of import-substitution goods under protection,
Although the Brazilian experience is yet to be analyzed comparatively,
existing Korean evidence appears to support the hypothesis. For in-
stance, M. Nishimizu and S. Robinson (1984) have shown that much of
the total-factor productivity growth in Korea (which shows a faster
pace than in Japan) has been highly correlated with export growth and
negatively correlated with import-substitution growth. The result,
however, does not establish the causal relationship between strong,
competitiveness and export growth. Whether strong competitiveness
enabled exports to grow fast or export activities made industry more
efficient is unclear. It could most likely be a two-way street,

Evidence also suggests that internal competition may be less se-
vere in Brazil than in Korea, although establishing this would require
more data and analysis. Brazilian firms appear to carn a higher profit
rate (over assets and sales) with a lower turnover ratio of assets than
Korean firms. The dominant large-scale state enterprise sector in Bra-
zil has acquired state subsidies to cover its losses, proportionately to
loss making. In Korea, the dominant jacbols (business conglomerates)
compete fiercely in domestic markets as well as overseas and are
comparable to the Japanese zaibatsu. Evidence indicates that the
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monopoly element has failed to provide an important source of profit
making in Korea.? Jacbols, however, have also been conipeting in the
adoption of new technology (the details are yet to be analyzed) and
in developing new products that are new to Korean industry but not
necessarily to the world market. The competition has created a fast-
growing demand for engincers and scientists. In general, the growth
in the number of scientists and engineers appears higher in Korea
than in Brazil (Westphal et al. 19851,

The evidence for the two countries presented ere leads to a tenta-
tive conclusion that the international competitiveness of industry
thowever defined) may be higher in Korea tha in Brazil, This seems
to explain in part the continuou, and faster growth in export earnings
that enables Korea to fully service its debt and grow quickly, even
through the 1980-83 world recession. The tentative conclusion should
be fiirther analyzed if we are to understand the situation more fully.
Desirable items for such an agenda would include (depending on data
availability) the following: (1) a comparative total-factor productivity
(TFP) analysis comparable to that of Nishimizu and Robirson (1984) to
measure the sources of TFP, particularly between exports and import
substitution in Brazil; (2) a comparative TFP analysis between large-
scale industry and small- and medium-scale industry; (3) a compara-
Lve test of the resource allocation theory comparable to that of Caves
and Uekusa (1976); and (4) comparative case studies of each socineco-
nomic regime on how the conflicts of interest groups are resolved. !0
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6 John Wong

The ASEAN Model of
Regional Cooperation

Developing countries have never experienced an casy journey in their
endeavors toward regional economic cooperation. Apart from struc-
tural rigidities, which are inimicel to genuine economie integration,
these economies are generally oriented toward industrialized cou .-
tries and have a low degree of economic complementarity with one an-
other. There is also a lack of political will to subordinate individual na-
tional interests to common regional goals. Not surprisingly, then, the
past three decades have witnessed a high failure rate for regional ex-
periments. In Latin America and East Africa, for instance, many of the
prominent regional groupings that were launchea in the 1960< and
1970s with great fanfare have in recent years broken up, become de-
funct, or simply faded away.!

Of all these groups, the Association of Southeast Asian Nations
(ASEAN) stands oui as exceptional. ASEAN came into being with the
signing of the Bangkok Declaration in 1967 by Indonesia, Malavsia, the
Philippines, Singapore, and Thaitand (the small, newly independent
state of Brunei joined as the sixth member in 1984). It celebrated its
twentieth anniversary at its third summit meeting, which took place in
Manila in December 1987, 1t has been no small achievement for ASEAN
to have surmounted its enormous initial political and economic obsta-
cles to survive twenty trving years. its continuing existence is in itself a
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testimony to this success. ASEAN has emerged as one of the few highly
visible regional groupings among developing countries tod ay, and one
that carries considerable political weight in the international arena.

This chapter first outlines the main features of economic cooper-
ation in ASEAN. It then reviews ASEAN's progress, together with a
discussion of its problems and constraints. Finally, it attempts to high-
light some unique aspects of ASEAN's regional cooperation experi-
ence and see if they could hold any useful lessons for other developing
countrices.

Regional Cooperation: The Great Experiment

ASEAN encountered a number of obstacles as it embarked on its ven-
ture. First, the timing was bad. In 1967 the war in Vietnam still raged
unabated, and there was a real possibility that it would spill over into
Thailand. Singapore had been independent for only two vears.
Indonesia’s confrontation with Malaysia had just ended the previous
vear, and the Philippines had not yet formally settled its dispute with
Malaysia over Sabah. The failure of previous attempts at regionalism
in Southeast Asia was still fresh in the memories of the governments
involved.?

ASEAN is the most heterogeneous of - egional groups in terms of
history, culture, language, religion, and cthnicity. Great diversity also
exists among the member countries in physical area, population size,
and stage of cconomic development. Indonesia is by far the largest
country in the region, but its ccornomic development lags behind the
others. At the other end of the spectrum s the small city-state of Singa-
pore, the most industrialized country in Southeast Asia with the high-
est per capita income. (Brurei, which does have a higher per capita
income, was not an independent state until January 1984.) Because of
its diversity, the region has not developed any strong, historically
rooted regional movement comparabie to Pan Americanism,

In view of these kinds of obstacles, ASEAN had to beginin a mod-
est way. The Bangkok Declaration was a brief document, calling
broadly tor regional cooperation in various arcas but containing, no
grand design for such supernational objectives as the formation of a
political alliance or an economic community. There was no blueprint
for achieving, its regional cooperation objectives, and the declaration
provided almost no institutionat structure. No formal ASEAN charter
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existed; nor was there an ASEAN secretariat until one was established
in Jakarta some nine vears later. This simple framework for ASEAN co-
operation stands in sharp contrast to other regional schemes, which are
often accompanicd by lofty aims complete with ambitious targets,
comprehensive programs for economic cooperation, and an claborate
regional burcaucracy. ASEAN had none of these. | lowever, as ASEAN
continued, more favorable preconditions for regional cooperation
began to unfold.

The ASEAN countries are among the workd’s astesi-growing
cconomies, chalking up 5 to 10 pereent prowth in real gross domestic
product (GDP) over most of the period 1960-86 (table A.2). Except for
Singapore, the ASEAN countries are endowed with a large natural re-
source base, and the continuing export of such primary commodities
a3 natural rubber, tin, palm oil, coconut products, rice, sugar, and
petroleum and natural gas has provided the main engine of growth for
their cconomices.® This rapid economic growth has increased the
propensity for more serious economic cooperation endeavors, espe-
cially since the ASEAN cconomies have genesally followed open and
outward-looking development strategies and have been better posi-
tioned to interact with each other through greater regional economic
cooperation,

The modest beginnings have worked to ASEAN’s advantage.
ASEAN'S process of economic cooperation was highly unstructured
and open-ended inits carly phase. As such, it differed from other re-
gional schemes that followed an aggressive approach to regional coop-
cration, establishing clear-cut targets for coaperation within a specified
time frame, such as the formation of common market. In fact, ASEAN
officials have consciously avoided the term cconomic integration. In this
way, cooperation has never been forced upon the member countries
before a sense of community could be created. Consequently, ASEAN
led Tittle more than a symbolic existence in its carly vears and made
virtually no progress toward any form of substantive cooperation be-
vond layving down the framework in which the five member govern-
ments would periodically consult with one another, It was only after
975, when Vietnam and Cambodia came under communist rule, that
the wheels of ASEAN cooperation began to turn. Political crises in
Indochina stiffened the will of ASEAN leaders toapproach regional co-
oneration more seriously and prompted the member governments to
activate the ASEAN apparatus. The first ASEAN summit conference
was convened in Bali in February 1976, 1t led to the signing of the
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Declaration of ASEAN Concord, which contained more explicit guide-
lines for concrete cconomic cooperation activities.*

The Bali Summit provided the ASEAN regional economic cooper-
ation framework with much-needed substance in the form of action
plans. Shortly after the Bali Summit, the ASEAN Secretariat was estab-
lished in Jakarta and charged with the responsibility of coordinating all
levels of regional activities. The secretariat works through a series of
committees, which in turn are served by a host of subcommittees, ex-
pert groups, ad hoc working groups, and other subsidiaries. The high-
est policy-making body is the ASEAN Ministerial Meeting, which
meets at infrequent intervals. This relatively simple organizational
chart belies the often cumbersome decision-making process, which is
the result of ASEAN’s peculiar “consensus mechanism.”

The consensus requirenient is perhaps the single most important
feature of the ASEAN process. The ASEAN leaders have always at-
tached considerable signiticance to the notion of ASEAN solidarity.
This is more than political rhetoric, and when translated into policy, it
requires all major decisions to be made by consensus. Consensus was
atfirst ronsidered indispensable for the continuing survival of a group
characterized by such enormous political, economic, and social diver-
sity. In practice, consensus implies reciprocity and in its basic form sim-
ply means that no member country should demand from others what
it itself cannot offer. Applied to the process of regional cooperation, the
requirement for consensus is apt to lead to lengthy negotiations and re-
peated consultations. It becomes an intense political exercise, with all
parties balancing their pros and cons. This consensus-building process,
not surprisingly, has contributed to the relative lack of implementation
of ASEAN projects to date.

On the other hand, the consensus mechanism has had some impor-
tant benefits. It helps improve the aifficult problem of distributive
gains associated with almost all regiorial cooperation programs by en-
suring that no member need be upset by the final arrangements or suf-
fer unduly from an uneven distributioa of benefits and costs. L. certain
cases, the consensus mechanism actually assists the implementation of
a regional cooperation program. In reaching a consensus, the parties
concerned would normally have settled their differences at the work-
ing committee level, thereby easing the way for subsequent acceptance
of a particular program at higher levels. In short, the value placed on
consensus is simply ASEAN's special way of building commercial di-

plomacv into the main techniane of rovional cammeration Tt hac not
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made progress any easier, but it has safeguarded it against breakdown.,
No member has resigned from ASEAN in protest.

Another notable feature of ASEAN’s basic strategy for economic
cooperation is its open-minded attitude toward extraregional eco-
nomic elements, particularly foreign investments. Economic coopera-
tion arrangements in developing countries often represent an attempt
to achieve a higher degree of regional self-reliance and to devise mea-
sures to restrict the activities of foreign enterprises. The idea is to pre-
vent transnational corporations (TNCs) from taking undue advantage
of the enlarged regional market as well as to protect the infant indus-
tries created by regional cooperation. In contrast, ASEAN took a more
realistic approach to this issue for two main reasons: its leaders were
fully aware that their cconomies, being open and outward-looking in
nature, could not possibly disengage themselves from interaction with
the world ecconomy; and ASEAN took the view that foreign investment
could make a positive contribution to the envisaged regional economy.
Hence, ASEAN policymakers have been pragmatic enough not to ex-
clude foreign economic interests from participating in regional cooper-
ation processes. In fact, some ASEAN projects specifically have
provisions allowing them to utilize foreign economic elements in the
form of capital and technology.

The ability of ASEAN to survive as a regional scheme owes a great
deal to its unique strategy of cooperation, as manifested in its flexible
structure and open-ended approach, in its liberal treatment of foreign
cconomic elements, and in its consensus-based decision-making pro-
cess. This strategy is both the strength and the weakness of ASEAN's
approach to regional cconomic cooperation. An open-ended approach
does not carry an overriding sense of urgency to succeed. Perhaps
because of that, ASEAN has not achieved sufficient momentum for a
breakthrough in its regional cooperation endeavors.

Current Progress

ASEAN economic cooperation is proceeding on a wide front, with
activities related to food, energy, transportation, telecommunications,
agriculture, forestry, finance, and tourism. There is an ASEAN Food
Security Reserve, an ASEAN Emergency Petroleum Sharing Scheme,
an ASEAN Money Swapping Arrangement, and so on. Taken as a
whole, these various ASEAN activities and events will in the long run
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contribute to the cause of ASEAN economic cooperation. However,
these activities, piecemeal in nature, have often been introduced in an
ad hoc manner and accepted merely as a political gesture. They are of
peripheral significance to the main framework of regional cooperation.
What is significant for increasing the level of economic integration of
the member countries is the activities in the formal area of cooperation
involving trade and industry, activities that are to be systematically
carried out withir the ASEAN institutional structure.

The existing mechanism of ASEAN economic cooperation as it has
evolved from the Bali Summit is made up of three basic components:
(1) Preferential Trading Arrangements (PTAs), (2) ASEAN Industrial
Projects (AIPs), and (3) ASEAN Industrial Complementation (A1C).
The first concerns the crucial area of trade liberalization; the second
and third deal with industrial cooperation. All three bear close resem-
blance to the coneepts originally recommended by the United Nations
Study Team in 1970.°

Trade Liberalization

The trade structure of ASEAN is typically biased toward the industrial
couritries of the West and Japan, which annually absorb some 60 per-
cent of its total trade (tables A.11b and A.12b). This leaves relatively lit-
tle room for the growth of intra-ASEAN trade. As shown in table 6.1,
intra-ASEAN trade accounted for about 13 percent of ASEAN's total
trade in the early 19705 and inched up to around 15 percent in the late
1970s, until it peaked at 20.5 percent in 1983, In volume terms, intra-
ASEAN trade has grown from US$4 billion in 1973 to US$31 billion in
1983. 1t thus appears that in both absolute and percentage terms, the
level of intraregional trade achieved by ASEAN is higher than that of
many other regional groupings, including the Latin American Integra-
tion Association (LAIA)—formerly the Latin American Free Trade As-
sociation (LAFTA)—and the Andean Pact countries.

However, sucha relatively highlevel of intra-ASEAN trade is more
apparent than real. Most intra-ASEAN trade still consists of traditional
flows, such as Thailand’s rice to the food-deficient members, Malaysian
and Indonesian primary commodities to Singapore for reexport, and so
on. Thus an increase in the international price of an ASEAN primary
commodity would be enough to raise the level of intra-ASEAN trade.
Indeed, the high level of intra-ASEAN trade registered in 1983 was
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Table 6.1
Intra-ASEAN Trade, 197385
NSEANExports to ASEAN  ASEANIpors from ASEAN  ASEANTotal
uss Percent uss Per:ent uss Percent

o mihons of Total ~ millons ~of ATotaI_} o rry!llﬁo;qg‘_wﬁg_f_]:cﬁl__
1973 1,906 142 2.019 135 3,925 139
1974 2,775 12.1 2998 12.5 5,773 12.3
1975 2,837 135 2,991 12.2 5,828 12.8
1976 3,404 128 3.906 14.2 7,310 135
1977 4,067 12.8 4,750 149 83817 138
1978 4,801 13.2 5433 14.1 10,294 13.6
1979 7.153 14.2 8,100 16.2 15,253 15.2
1980 9,788 14.3 11,120 16.4 20,907 15.3
1981 10,739 15.2 11,884 15.8 22,624 15.5
1982 13,541 19.8 15,179 19.1 28,720 19.4
1983 14,561 20.8 16,493 20.3 31,053 205
1984 12,573 16.6 14,294 18.4 26,867 17.5
1985 9,895 14.6 11,181 17.0 21,076 15.8

SOURCE. IMF, Direction of Trade Statstics (relevant years).

caused mainly by the oil price hike in 1982, just as the suarp decline of
intra-ASEAN trade to 15.8 percent in 1985 was caused by the fall in oil
prices after 1983. Thus efforts are still needed by ASEAN to reorient its
trade toward a greater regional focus.

At the Bali Summit in 1976, the member governments committed
themselves to trade liberalization as a long-term objective to be
achieved within the framework of ASEAN PTAs. The PTA process
would follow a flexible and open-ended approach, with no specific
goals such as a free trade area or a targeted level of trade liberalization
within any specific time frame. PTAs, which merely provide a mecha-
nism by which intra-ASEAN trade can be liberalized at a pace accept-
able to all members, operate through five schemes: exchange of tariff
preferences, long-term quantity contracts for basic commodities, trade
financed at lower interest rates, preferential government procurement,
and liberalization of nontariff measures. Of these, the exchange of tariff
preferences, or tariff reductions, is by far the most important mecha-
nism and is carried out through both voluntary and across-the-board
reductions.
vy, tariff reductions were negotiated on a product-by-product
basis, with member countries voluntarily extending a 10 percent
margin of preference (later raised to 20 to 25 percent) to a number of
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commodities in a progressive manner. However, it soon became clear
that such a system did not work well, as member countries tended to
offer articles with very low trade content or even irrelevant items that
were neither manufactured nor traded in the region (including even
snow plows).

In April 1980, the ASEAN cconomic ministers agreed to seek more
wide-ranging, across-the-board tariff cuts, initially for items with an
import value below US$50,000. The ceiling was progressively raised to
USSTO million by 1982 1n May 1984, tariff reductions were extended to
all goods traded subject to the national exclusion list for “sensitive
items.” Furthermore, to qualify, the commodity items had to have high
local value added of up to 50 pereent.

Up to 1986, the total number of commodity items exchanged under
the PTA scheme stood at 18,933; roughly half were covered by the
across-the-board approach. But tariff reductions were negotiated on the
basis of the Brussels Tariff Nomenclature at the seven-digit commodity
level. Because of this high degree of disaggregation into minutely de-
fined commodity groups (under the Brussels Tariff Nomenclature a box
of matches, tor instance, can be split into different commodity items ac-
cording to the number of sticks, and pigs” bristles and hogs’ bristles are
different commoditices), the number of commodities covered by PTA is
notimpressive. Consequently, the real impact of PTAs on intra-ASEAN
trade expansion remains limited and is estimated to be within the range
of 0.06 percent to 5.20 percent.”

Furthermore, despite many years of efforts to liberalize trade, there
has been no significant chany » in the intra-ASEAL. trade structure. As
previously noted, intra-ASEAN trade is still dominated by primary
commoditics. With the exception of the Philippines (whose trade rela-
tions with the other ASEAN countries have been the weakest) and Sin-
gapore (which is the most industrialized member of ASEAN), the
exports of one ASEAN country to another have basically been com-
posed of primary commaodities (table 6.2). In 1976, manufactured prod-
ucts occupied a very small proportion in the export structure of
intra-ASEAN trade: only 7 pereent for Indonesia, 21 percent for Malay-
sia, and 15 percent for Thailand. By 1984, shares for manufactured
exports had increased to 29 pereent, 24 percent, and 37 percent, respec-
tively, but this was due more to the industrialization progress of the
ASEAN cconomies than to efforts at trade liberalization.

Nor has there been any significant shift in the direction of intra-
ASEAN trade. In 1985, as the region’s entrepot trade center, Singapore
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Table 6.2
Commodity Structure of Intra-ASEAN Exports, 1976 and 1984
(% of total exports to ASEAN)

‘ndonesia Malaysia Philippines Smgapore ,,Tha'!?”_q. )

SITC
Code  Commodity ) 1976 1984 1976 1984 1976 1984 1976 1984 1976 1984
0 Food and Live
Animals 55 43 105 54 234 78 78 38 708 48.7
1 Beverage and
Tobacco 00 01 08 03 01 01 0.7 03 0.1 0.4
Crude Materials 421 134 36.2 88§ 06 08 35 1.7 134 116
Mineral Fuels 452 474 250 471 129 08 346 444 0.1 0.1
Animal Oils 02 14 62 144 10.8 1.2 03 04 0.1 1.0
5-8  Total Manufac-
tured Goods 69 294 206 24.1 472 200 531 494 153 372
9 Others 02 4] 07 02 50 693 0.7 20 02 in
Total’ 100 100 100 100 100 100 100 100 130 100

Total Exports to

ASEAN: (mithons

of U.S. dollars) 758 2487 1,176 4,397 69 353 1.850 6,326 507 1,005
a. Totals may not sum due to rounding.
SOURCE Naya, “Toward the £ stablishment of an ASLAN Trade Area.” Report prepared for the ASCAN Secretanat and
the Commuttee on Trade and Tounsm, 20 Maich 1987.

still occupied the pivotal position by handling half of all regional trade.
Prior to the formation of ASEAN, most of the regional trade was con-
centrated in the triangle made up of Indonesia, Malaysia, and Singa-
pore. In 1985 this sector still accounted for 84 percent of total
intra-ASEAN trade for exports and 86 percent for imports (Interna-
tional Monetary Fund [IMF] 1987).

Before the Manila Summit in December 1987, a number of ASEAN
experts representing different organizations put forth various propos-
als and new concepts for more effective intra-ASEAN cooperation in
trade. Of note are the proposals inade by Hans Christoph Rieger of the
Institute of Southeast Asian Studies in Singapore, Seiji Naya of the
East-West Center in Hawaii, and the Group of Fourteen at the Institute
of Strategic and International Studies in Malaysia.

Rieger proposed the establishment of a customs unjon comprising
Indonesia, Malaysia, the Philippines, and Thailand, coupled with a
free trade area for all goods of ASEAN origin, so as to provide linkages
with Singapore and Brunei (Rieger 1987). Ina plan that was less radical
but more comprehensive, Naya suggested an ASEAN Trade Area with,
among other things, a set goal of putting 80 to 90 percent of ASEAN’s
total trade unaer the PTA scheme by the year 2000. This was to be
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implemented through schedaled tariff reduction at some 10 percent a
year (Naya [987). The main thrust of the Group of Fourteen’s recom-
mendation for an ASEAN Market Liberalization Initiative was based
onaccording a minimum 50 percent margin of preference (MOP) on all
nonagricultural products within the framework of a siv-minus-v prin-
ciple tInstitute of Strategy and International Studies 1987), According
to this principle, all of the ASEAN members may participate, and any
member may choose not to participate in the scheme,

A number of proposals were made to improve the PTA scheme
over the next tive vears, including reduction of the exclusion lists of -
dividual member countries to not more than 10 percent of the number
of traded items; deepening ot MO 1o A0 poeveent of intra-ASEAN trade
value; reduction of the ASEAN content requirement in the rules of or-
igin trom 50 pereent to 35 pereent during a five-vear period; and agree-
ment toan immediate treeze on nontariff barriers.

The proposals were accepted by the siv heads of state at the Manila
Sunmit. It was decided that the progress of the improved TA system
should be reviewed on an annual basis at subsequent meetings over
the nextfive vears, Though the Manila Summit did not bring aboutany
breakthroughs, such as a dear move to a free trade area, the existing,
PTA scheme, now deeper and broader, was expected to generate more
intra-ASEAN trade ina gradual manner.

Industrial Cooperation

Industrial cooperation plavs a significant role in the long-term eco-
nomic integration process of a regional grouping. Liberalization of
trade through variotis PTA arrangements by itself does little to create
more intraregional trade. It may be likened to a demand-side approach
that in the short run will not operate to alter radically the structure or
orientation of intraregional trade. To be effective, trade liberalization
must be backed up by appropriate supply-side measures, such as
greater industrial cooperation within the region, that will operate to
expand the regional cconomy within the grouping,

Clearly, intraregional trade will grow only in response to the ex-
pansion ol the regional cconomyv. In the case of ASEAN, the regional
cconomy is stll small due to the lack of complementarity among, the
ASEAN cconomies. Except for Singapore, the ASEAN countries are
resource-based economies, producing a more or less similar range of
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primary commodities for export to the industrial countries outside the
region. This competitive feature of the ASEAN economics (except Sin-
gapore) limits the growth potential of intra-ASEAN trade in primary
commoditics, with two important exceptions: the flow of petroleum
products from one epergy-exporting member (Indonesia) to the other
energv-deficient members; and the flow of rice from one food-surplus
member (Phailand) to the foed-deficient members. It is clear that only
manutactured exports will provide a dynamic source for the long-term
growth of intra-ASEAN trade, and industrial cooperation creates the
supply-side condition necessary for the growth of trade in manufac-
tures,

Industrial cooperation, then, will provide the impetus needed for
ASEAN's continuing industrial growth. Allthe ASEAN countries have
made a determined effort to push ahead with industrialization. The
manufacturing sector of ASEAN has been prowing rapidly over the
yearsatrates generally higher than overall GDP growth rates; and the
share of manufactured exports in ASEAN's total exports is also rising,
such trends are likely to continue. At the same time, the manufacturing
industries are faced with a number of constraints, The most obvious is
that the domestic markets of the member countries-—even Indonesia’s,
which is small because of limited purchasing power—are too small to
permit etficient operation of a wide range of manufacturing industries.
Industrial cooperation could provide an opportunity for old industrics
to expand and new ones to be set up to take advantage of a regionally
based division of labor and specialization.

The manutacturing sectors in most ASEAN countries are in the
process of making the critical transition from import substitution to ex-
port expansion. In the short run, industrial cooperation makes it pos-
sible for member countries to pool their domestic markets and thus
provides a convenient arrangement for the extension of the import-
substitution phase. Here, of course, lies a real danger: member coun-
triecs: may seek to manimize the short-term gains of industrial
cooperation by extending their industrialization process into the sec-
ond stage of import substitution (152), with the problems deseribed in
chapier 3 of this volume, Yot the dynamic impact of the enlarged re-
gional market cannot be ignored. Some uneconomical small firms may
now be able to expand output and reduce their costs while others, after
being subjected to the shock of competition within a larger regional
market, may become more efficient.
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At the center of ASEAN'S current efforts toward industrial cooper-
ation are its two basic schemes, the AlPs and the AICs. In June 1981 a
simplified version of AIC called the ASEAN Industrial Joint Venture
(AlJV) was introduced. The AP scheme sought to establish new, large-
scale, povernment-initiated industrial projects via comprehensive
packages, whereas the AIC program was designed to promote greater
complementarity among existing industries in the region, mainly
through private initiative. The ANV scherie, in turn, represented an in-
novative move toward industrial complementation on the part of
ASEAN by modifying the complex AIC approach into a simpler, more
casily implemented package. [twas felt that governments were better
equipped to handle large projects involving heavy capital outlays, but
that the private sector, onaccount of its extensive commercial linkagus,
would be in g better position to initiate and promote relatively smaller
AIC projects. Both schemes, it suceesstully implemented, could further
advance the overall cconomic objectives of the member countries in
terms of creating emploviment, utilizing, local raw materials, and sav-
ing on forcign exchange.

In March 1976, the ASEAN ccoromic ministers designated the first
Al package, which included urea projecis for Indonesia and Malay-
sia, a diesel engine project for Singapore, a superphosphate project for
the PLilippines, and a soda ash project for Thailand. Each of these in-
dustrial projects was expected to cost US$250 to US$300 million, with
the host country taking up 60 percent of the total equity and the re-
maining 40 percent being equally shared among the other member
countries. Such a “package-deal” approach seemed to make consider-
able cconomic sense, since industries, if established via regional coop-
eration, could become economically viable by virtue of the resultant
larger regional market. Apparently because of this rationale, & second
package of AIPs was also identified a vear later for prefeasibility study
at the Second ASEAN Summit—the Kuala Lumpur Summit—in 1977,
This included the manufacture of heavy-duty rubber tires for Indone-
sia, metal-working machine tools for Malaysia, newsprint and clectro-
Iytic tin ;date for the Philippines, and television picture tubes for
Singapore, aswell as potash mining and fisheries projects for Thailand.

In retrospect, ASEAN leaders seem to have misjudged the diffi-
culty of implementing, the AlPs, the progress ot which has been
wocfully slow. Tt has taken seven years for Indonesia to get its urea
project off the ground and cight years for the Malaysian Al to get up
to speed. The current status of the AIP scheme is indeed dismal. By
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May 1986, Indonesia’s urea project in Aceh was producing only 53,000
tonnes of ammonia, mainly for domestic consumption. In September
1985, Malaysia’s urca plant began production; by May 1986, it had
turned out 126,000 tonnes of ammonia. Both projects have been losing
money, due in part to the world slump in fertilizer prices. Both the Phil-
ippines and Singapore have withdrawn from their original A1l pro-
jects. The Philippines sclected copper fabrication as a substitute, but to
date there has been no commercial bidder for this project. Singapore’s
replacement was a preject for the development of a hepatitis B vaccine,
approved in Mav 1985 it is still in the process of finalizing the technol-
ogy. Thailand has taken many vears just to complete a feasibility study
on the soda ash project and is now considering a new one to replace it

Industrial complementation in ASEAN means simple horizontal
specialization in production; member countries specialize in produc-
ing different components or parts for o single product. Following the
approval of the first AIP package, steps were taken to formulate the
basic puidelines for industrial comolementation in ASEAN. Because of
the ditficultios later faced by the AIP program, the tocus of ASEAN's
industrial cooperation efforts shifted to industrial complementation
activities, and the Basic Agreement on ASEAN Industrial Complemen-
tation was signed in October 1980, 1t specified that an AIC package
must be participated in by at least four of the five member countrices.
Another key provision of the agreement entrusted the ASEAN Cham-
bers of Commeree and Industry with the crucial task of identitying ap-
propriate products or industries for inclusion in an AIC package. The
ASEAN Chambers of Commerce and Industry is supposed to act as an
official spokesperson for the private sector; for the purpose of indus-
trial complementation, it becomes the recognized channel of commu-
nication between the private sector and governments. In this way, it is
hoped that participation of the ASEAN Chambers of Commerce and
Industry in the region’s industrial complementation scheme will sup-
ply the private sector’s mach-needed initiative and flexibility —char-
acteristics that the ATl program, dominated as it is by burcaucrats, has
been lacking,.

The institutional machinery for the operation of the AIC program
has proved to be complicated. The process of bringing about an indus-
trial complementation project is a complex interaction between the
ASEAN Chambers of Commerce and Industry and the ASEAN gov-
ernments. Proposals for industrial complementation are first initiated
by “national industry clubs” and then submitted to “regional industry
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clubs.” The regional industry clubs then forward the proposals to the
Working Group on Industrial Complementation of the ASEAN Cham-
bers of Commerce and Industry. The secretary-general of the ASEAN
Chambers of Commerce and Industry transmits the AIC proposals to
the chair of the Committee on Industry, Minerals, and Energy
(COIME), which is the ASEAN government committee mainly respon-
sible for the accreditation ot AlC projects. Since cach layer requires ex-
tensive consultation, discussion, and approvals, the process tends to be
time-consuming, especially for new products, which also require a
great deal of basic data and information. Some thirty AIC proposals
have thus far been submitted to various regional industrial clubs for
consideration, but only two packages (involving automobile parts and
components) have gone through the whole exercise and been formally
approved by the ASEAN Chambers of Commerce and Industry. Of
these, only one has been considered workable and thus accepted.

This first AIC package was not yvet fully implemented at the end of
1985, and trade under this scheme totaled just over US$1 million. The
cost of pushing the package through has probably exceeded the bene-
fits to be derived fronvit. Given the complex institutional mechanism
that accompanies an AIC package and the disparate industrial struc-
tures of the ASEAN cconomiies, it would take a major effort to launch
an AIC package that would be economically significant and at the
same time workable and acceptable to the member countries. Thus
many of the problems inherent in the Aic process have become trans-
parent.

[t was with a view to accelerating progress in industrial comple-
mentation that the innovative new concept of the AlJV was introduced.
One distinguishing feature of the AlJVs is that they can proceed even
with only two private sector partners from ASEAN, and in fact not all
the participants need to be trom ASEAN provided that the ASEAN na-
tional component is at least 51 percent. This makes it much casier to
formulate a project because the chanee of mismatching among member
countries is reduced. Furthermore, AiJVs can be launched on a smaller
scale with less capital investment and therefore less risk.

At the implementation level, AlJVs also have greater flexibility
than the conventional AIC projects hecause AlJVs can be approved
individually by the relevant ASEAN economic ministers, as long as
they are likely to vield benefits to the participatory countries at no
unacceptable costs to the other members. In addition, AV investors
are free to locate their operations in any of the participatory countries.
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Tariff preferences granted in the AIC scheme must be in accordance
with the ASEAN Preferentiai Tiading arrangements, that is, on a most-
favored-nation basis for all member countries, but tariff preferences on
AV products apply only to the member countries involved for a four-
year period, during which nonparticipating countries waive their PTA
rights. Approved ALV products initially were given a 50 percent tariff
presavence, but this level was increased (o 75 percent in August 1986,
In short, AlJVs not only can bypass the cumbersome institutional ma-
chinery required for a normal AIC package, but also can enjoy some
added incentives.

At the thirteenth COIME meeting in January 1981, three potential
ANV projects-—a magnesium clinker plant, a minitractor plant, and a
security paper mill—were identified and recommended for pre-
feasibility study. In May 1984, at the Sixteenth ASEAN Economic
Ministers’ Meceling, a list of twenty-one proposed AlJVs, mostly for the
manuracture of motorcycle and automobile parts, was considered. At
the Eighteenth ASEAN Economic Ministers’ Meeting in August 1986,
twomere AV projects were approved, bringing the number of them
to five. They include (1) security paper plants in Malaysia and Brunci;
(2) potash, feldspar, and quartz mining in Thailand and Indonesia;
(3 slaughtered meat plants in Thailand and the Philippines; (4) auto-
matic lamps manufacture in Malaysia and the Philippines; and (5) elee-
trical motorcycle parts manufacture in Malaysia and Thailand. The
ASEAN economic ministers also agreed to deepen the MOP onall ATJV
products from 50 percent to 75 percent. At the Nineteenth ASEAN Eco-
nomic Ministers” Meeting in Singapore in July 1987, a proposal to raise
the 49 percent cquity limit on non-ASEAN investors was considered,
s0 as to allow more AlJVs to work with transnational corporations
(TNCs).

Finally, at the Manila Summitin December 1987, the ASEAN heads
of government agreed on some broad measures to promote intra-
ASEAN investment as a means of accelerating industrial cooperation,
Specifically for the AlJV scheme, the proposal for liberalizing equity
participation from 49 percent to 60 percent was approved, and the
MOP was increased from a minimum of 75 percent to a minimum of
90 pereent. Procedures for the setting up of AlJVs were also simplified.

Thus the AV scheme, now commonly regarded as the most prom-
ising o the whole array of industrial cooperation programs, is stealing
the limelight from the AIC process. Thanks to its flexibility of imple-
mentation and its ability to utilize non-ASEAN capital and technology,
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the AT}V has become an attractive solution to the ASEAN impasse on
industrial cooperation. However, it should be kept in mind that AlJVs
are by their very nature still not a complete substitute for the lack of
progress in a normal AIC package. It will require a number of AlJVs to
have a significant impact on the industrial complementation process.

Some Lessons

More than a decade atter the Bali Sammit, ASEAN's achievements in
the major area of regional economic cooperation have been uneven and
modest. Its trade liberalization program, which lacks sufficient breadth
and depth, is still inetfective in terms of restructuring ASEAN's trade
pattern and shifting, it toward a greater regional focus, even though
some nincteen thousand commodity items are now on the official list
of tariff preferences. Results of industrial cooperation as embodied in
the AIP? and AIC programs are even more disappointing, and only a
nuinber of small joint ventures under the AlJV scheme are actually
moving ahead. Is the lack of conspicuous success in ASEAN's eco-
nomic cooperation endeavors tantamount to a failure for ASEAN itself,
as in the case of other ill-fated Third World regional groupings?

A proper evaluation of ASEAN's progress toward regional coop-
cration must be made by placing it in the context of the historical cir-
crmstances  under which  ASEAN  has  evolved—that is, the
geopolitical forces that have shaped it and the chronic problems that
are inherent in the cconomic structures of the member countries. It is
also not appropriate to pass judgment on ASEAN’s present pace of
progress without taking into account its own stated time frame. The
ASEAN leaders have all along stressed that economic cooperation is to
be realized as a long-term goal, and fluctuation of events in the short
run is considered irrelevant to these long-term objectives. As long as
the ASEAN institutional apparatus is kept in existence, the option of
cooperation is open and the process continues. In any case, it does not
cost much to maintain the ASEAN machinery; the ASEAN Secretariat
in Jakarta is inexpensive to run compared to many huge international
burcaucracies. Henee there is quite a favorable cost-benefit ratio for
ASEAN members.

Furthermore, ASEAN is already reaping remarkable benefits from
its extraregional cooperation activities. Over the years it has been suc-
cessful in developing a unified perception of the many regional and
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international cconomic issues, such as protectionism, that affect it as a
group. ASEAN has also developed a framework for regular dialogues
with Australia and New Zealand, Canada, the EC, Japan, and the
United States in order to improve bilateral relations. In this way, it has
learned to vield some considerable external leverage in order to secure
a better deal torits common interests, Gains from external coaperation
can serve toincrease ASEAN's internal cohesiveness, Thev can also
provide the needed incentive for the group to maintain its operational
momentum despite sluggish progress and even despite setbacks in its
mtraregional cooperation programes.

Ultimately, the eftectiveness of ASEAN as a regional economic
srouping will depend on breakthroughs in its formal arcas of cooper-
ation covering the trade and industry sectors. 1 is here that ASEAN's
past experiences in economic cooperation will be instructive both for
ASEAN itselt and tor other regional groupigs among, developing
countries Itis not possiblein this context to gointo all the Major causes
and circumstances that have led to the underperformance of ASEAN's
cconomic cooperation programs. Many of the underlving causes are
well known and have been avtensively discussed by ASEAN scholars
and ofticials elsewhere. Here, ASEAN's past problems in cconomic co-
operation will be examined in terms of Lwo “paps”:one expectation,
the other implementation.

The expectation gap. The underperformance of ASEAN's existing
programs can be attributed to the existence of what may be called an
expectation gap. Because of structural and policy obstaeles, there has
beena ditterence between what the evisting economic cooperation pro-
grams were expected toachieve and what was actuallv attainable. Both
the trade liberalization and the industrial cooperation programs were
established to build some measure of regional economic integration.
Yetneither has made much progress even though both may be theoret-
ically sound. Apparently these programs could not overcome the
structural and policy constraints.

The basic structural constraint on ASEAN's economic cooperation
cttorts is obvious. ASEAN is one of the world’s fow regional groupings
thatis characterized by vast disparities in the cconomics of its member
countries in terms of size, structure, orientation, resource base, and
stages of cconomic development. Some member countries in ASEAN
do not even enjoy physical contiguity with each other. The differences
in their economic structures and orientations, as well as in their levels
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of economic development, are particularly unfavorable to efforts at re-
gional cconomic cooperation. The less-developed members in the
group are usually more inward-looking in their overall cconomic ori-
entation, since they are generally preoccupied with such domestic eco-
nomic and social development problems as poverty, unemployment,
and incquality of income. These countries cannot depend on external
cconomic cooperation programs to cope with these problems, at least
at the initial stage; rather, they need to devise appropriate domestic
policies. The governments of the less-developed members are also re-
luctant to fully: commit themselves to regional cconomic activities,
whichaie perceived as invariably operating in favor of the more-devel-
oped members. Tronically, the more-developed members Gwhich are
generally outward-looking and are supposed to capture more pains
from the various regional cooperation programs in the short run) may
not necessarily accord high priority o a particular regional coopera-
tion program cither. This is because regional economic cooperation in
developing countries can sometimes lead to serious trade diversion,
which adversely atfects the cconomically more-efficient members.

To tackle the problem of unequal distribution of gains, some re-
gional greupings— the Andean Pact countries, for instance-~have de-
vised special treatment for the less-developed members in the group.®
However, ASEAN has no such provisions. The issue ot distributive
gains is instead dealt with indirectly, under the consensus mechanism
of decision making, Itis tacitly assumed that in reaching a consensus,
no member country should take undue advantage of the others, and
none should feelitis being exploited. Admittedly, this is an inefficient
way of dealing with the equity issue, as in actual practice members
tend to stall the decision-making process whenever they think their na-
tional interests are at stake. This leads to delay in the implementation
of regional cooperation programs. Inaddition, ASEAN has introduced
the five-minus-one principle, which allows for negotiations excluding
one country if that country prefers to be excluded. It has rarely been
applied, however, because of the strong preference for the prevailing
consensus principle. Neither of these principles seeks to address the
equity issue in a direct and efficient manner; it ultimately requires
some kind of redistributive arrangements. The main problem in
ASEAN is that its least-developed member is Indonesia, which hap-
pens to be the largest country, whereas the more-developed members
like Brunei or Singapore happen to be disproportionately small. Small
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members are inherently limited in their capacity to satisfy the needs of
large members in any redistributive exercise.,

Along with these structural constraints, there are a number of self-
imposed policy barriers that the ASEAN governments have chosen to
erect against their regional cooperative programs. From the start,
ASEAN has consciously aveided the term “integration”; all its regional
activities are officially referred to as “cooperation,” which is by defini-
tion alower level of regional activity. Some ASEAN governments have
expressly stated their reluctance to participate in any substantial mar-
ket-sharing arrangement as opposed to types of cooperation that in-
volve pooling resources. This not only rules out any direct moves
toward a free trade area or a common market, but also sets a natural
upper limit on virtually all trade and industrial cooperation activities.
As a result, the actual progress of ASEAN cconomic cooperation has
fallen short of common expectations.

The implementation gap. A survey of ASEAN's regional cooper-
ation experience would reveal that some of the programs have had
good potential for regional economic integration and yet have failed to
achieve anything substantial, This points to the difference between
what is achievable and what has actually been achieved, or what may
be called the implementation gap. Apart from the structural and policy
constraints previously discussed, the various regional cconomic coop-
cration programs have underperformed because of a number of tech-
nical and administrative problems that have arisen in the process of
implementation,

To begin with, the AIP would have had greater success if the pro-
jects had been selected more carefully and sufficient technical prepara-
tion had been carried out beforchand. The first Al package was
hastily adopted after the Bali Summit without careful deliberation or a
feasibility study. Sound preparatory work would have revealed the nu-
merous practical problems inherent in Thailand’s soda ash project, as
well as the duplication in Indonesia of the designated diesel engine
project for Singapore. Singapore had to withdraw hastily from the die-
sel engine project, and Thailand took years to complete its feasibility
study on the soda ash project, only to abandon it later.

Proper technical preparation not only would have avoided the po-
litical embarrassment caused by the scrapping of some AIP projects but
also could have reduced the many difficultics encountered at the imple-
mentation stage. To set up any new industry, a host of basic industry-
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specific problems pertaining to optimal location, infrastructural sup-
port, raw materials supply, labor availability, and pricing and market
arrangements first have to be sorted out. |t has been argued that if all
these details had been dealt with at the beginning by the ASEAN lead-
ers—who from the outset stressed that final approval would be given
only to projects that were cconomically viable —the whole Al package
mighi act have been launched at all. There are many industries in the
ASEAN region that could not be competitive at world market prices
cvenifallthe national markets in the region were fully integrated. None
of the present AlP projects would have passed such a stringent market
test. This inability to compete in world markets in many industries de-
spite full regional integration also explains why it is so difficult for re-
gional groupings to come up with a viable package of industries to
achieve regional integration ——a package that would vield optimum re-
source allocation ona regional basis and vet satisty the various national
objectives of the individual members. It tradeotts must be made be-
tween cconomics and politics or between efficiency and equity for the
sake of fostering the larger cause of regionalism, these decisions would
best be made at the highestlevel by the political leadership. Such a pro-
cedure would be preferable by far to letting indecisive burcaucrats chip
away at the problems in their endless rounds of meetings.

This leads to the second aspect of administrative constraint, which
involves the critical role to be playved by ASEAN's burcaucrats. It has
been the practice of ASEAN political leaders to concern themselves
only with the broad principles of the regional programs while feaving,
implementation to otficials of the individual governments. These bu-
reaucrats, though technocratically competent, tend to be overly cau-
tious and averse to taking risks-—unlike the business leaders, who
have a keen sense of the market and are capable of perceiving, prospec-
tive gains in the longer run. In the business world, successtul new en-
terprises are normally launched on the basis of entreprencurial
decisions, but seldom in a burcaucratic way. Nor can bureaucrats
match politicians in their ability to develop a vision and make bold de-
cisions on larger issues and for the longer term. Not surprisingly, most
ASEAN projects have been stymied in the implementation process as
the bureaucrats struggle to balance the minutest costs and benefits and
jealously safeguard national interests. Such a defensive approach is
hardly conducive to the innovative decision making that is required to
initiate a major regional project.
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The burecaucratic decision-making process is intertwined with
complicated institutional arrangements covering the operation of all
the regional cooperation programs. Although the ASEAN Secretariat,
which functions only as a coordinating body, has not yet developed
into an unwicldv structure, it is already accompanied by a web of
working committees, expert groups, ad hoe working groups, and other
subsidiaries. The complicated institutional structure, when coupled
with the bureaucratic decision-making processes, has combined to
cause delays in the implementation of regional programs.

Conclusion

Regional cconomic cooperation in ASEAN, as in many other regional
groupings of developing countries, is destined to be a long, laborious
process. In a microeconomic sense, ASEAN's existing economic coop-
eration programs could considerably enhance their operational effec-
tiveness and improve their performance standards if some of the ad-
ministrative and technical constraints were removed and the key prob-
lems were properly addressed. However, the chances of substantial
progress still depend critically on those of a more favorable macroeco-
nomic environment, which in turn depend on the continuing cconomic
growth and development of ASEAN. In the final analysis, economic
development remains the most effective technique of achieving re-
gional economic cooperation,
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Beginnings of Cooperation in
South Asia

The South Asian Association for Regional Cooperation (SAARC)
adopted its charter at the Dhaka Summit on 8 December 1985, This was
followed by summits in Bangalore in November 1986 and Kathmandu
in November 1987, The countries included in SAARC are Bangladesh,
Bhutan, India, Maldives, Nepal, Pakistan, and Sri Lanka. Less than a
decade ago the idea of regional cooperation in South Asia was viewed
with suspicion, and mistrust loomed large in bilateral relations be-
tween the major South Asian countries. With such a beginning, even
the mere statement of a goal of fostering regional cooperation is an
achievement. This chapter examines some of the major problems and
policy options confronting the South Asian countries with respect to
regional cooperation.!

Objectives of SAARC

The stated objectives of SAARC are to promote the welfare and quality
ot life of the people of South Asia; to promote economic growth, cul-
tural development, collective self-reliance, mutual trust and apprecia-
tion of one another’s problems, and collaboration in various identified
fields; to strengthen cooperation in international forums on matters of
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common interest; and to cooperate with other internaiional and re-
gional organizations with similar aims and purposes. Actual coopera-
tion has so far been restricted to nonpolitical, noncontroversial issues.
Under the provisions of the charter (Article X), bilateral and conten-
tious issues have been excluded from SAARC's agenda. Moreover, all
decisions must be made on the basis of unanimity, thus giving the
smallest member the power of veto.

Adhering to these principles, SAARC hasidentified eleven areas in
which it seeks to achieve its broad objectives: agriculture; rural devel-
opment; telecommunications; meteorology; health and population ac-
tivities; postal services; transportation; science and technology; arts,
culture, and sports; women in development; and the prevention of
drug tratticking and drug abuse. Six new problem arcas—including
terrorism, the rights ot children, and tourism—were identitied during,
the second summit. Other subjects of importance for the long-term de-
velopment of the region have been excluded from consideration, such
as trade, industry, tinance, and energy. It would be unwise to perma-
nently rule these out of the agenda of SAARCs activities just because
they are controversial. Cooperation in certain areas such as industrial
trade and investment is a sensitive subject. It may indeed generate con-
troversies because of the wide variations in size and development of
the member cconomies and the difficulties that may arise in harmoniz-
ing national ecconomic policies with a regional free trade perspective.
However, although disagreements are not uncommon in regional
groupings, etforts at integration must continue. By its very nature, pro-
moting regional cooperation is not an easy task. But economice coop-
eration is believed to offer opportunities for alleviating the many
cconomic problems the countries of South Asia face.

Trade Issues

The list of activities on SAARC's agenda is impressive, but political
seasitivities within the region have at least initially placed emphasis on
confidence-building measures. Building self-reliance among, the South
Asian countries is a major objective of SAARC, and the question arises
whether or not this is possible without active collaboration in trade,
industry, finance, investment, and related areas. The Bangalore Decla-
ration of the Heads of State of Covernment expressly recognized that
building collective self-reliance would necessitate greater exchange of
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ideas, experience, technology, and goods and services on the basis of
mutual benetit between the countries. Yet trade has been omitted from
the agenda for cooperation, and not even a first step has been taken in
this area so far.

South Asian countries have in recent years become increasingly
dependent upon the industrial countries for both exports and imports
(tables A TThand AL12b). In 1986, the industrialized countries absorbed
between d40.and o1 percent of cach SAARC country’s exports and sup-
plied 42 to 64 percent of their imports. Imports from the developed
industrial countries consist mainly of manufactured goods. Industrial
countries are also the largest buyers of tne manufactured exports of all
south Asian countries. As shown in table 7.1, intraregional trade
among SAARC members is minimal and has been on the decline in
recent vears, with exports falling from 5.1 percent of the total in 1979
to 3.6 percentin 1985, and imports decreasing, from 3 percent to 1.9 per-
centol the total during the same period. With the exception of Bhutan,
Nepal, and Maldives, intraregional trade accounted for less than 10
percent of both total exports and imports in 1985,

The traditional argument for expanding trade is well known: the
benefits of cconomic cooperation will remain small unless the static
and dynamic gains that result from trade expansion are fully exploited.
The adoption of measures for liberalization and expansion of trade
among SAARC countries appears necessary and expedient. However,
cooperation in this arca would require several difficult decisions.
Straighttorward liberalization of trade by dismantling all trade barri-
ers could benetit the larger countries more than the smaller ones. Froe-
ing of trade in such a situation might result in relationships of
dominance and dependence between strong and weak partners,

The apprehension is that unrestricted trade would give India and,
to some extent, Pakistan a greater advantage because of their size and
levels of industrial development. The smaller and weaker countries
with fragile industrial structures may fear that in a regional free-trade
regime, intragietp competition would result in dislocation of their in-
fant industrics or reductions in their level of production. While the
grounds for these fears may be more apparent than real and may not
withstand empirical serutiny, trade liberalization should be designed
so that the smaller and relatively less-developed pariners in the region
are able to enter into a pattern of relationships that is mutually benefi-
cial and provides a firm basis for collective solf-reliance.
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Table 7.1
Intraregional Exports and Imports of South Asian Countries,
1979 and 1985 (% of total world exports and imports)

Percentage of World Tctal

World (US Bangla- S
Year  Smihons) Region  desh India  Maldwes Nepal Pakistan  Lanka

Export from
Bangladesh  149/9 bhh 19 18 - - i 0.3
1985 999 717 30 —- 0.5 4.2 -
India 1974 16749 40 13 - 1.0 - 1.6
1985 9,887 2.0 06 -_ 08 0.1 0.7
Maldives 1979 / 214 - -~ - 86 12.8
1085 24 171 - - - - 17.1
Nepal 1979 68 413 11.6 25.4 — 41 —
1985 136 332 289 — 1.3 29
Pakistan 1979 2.0% 62 2.3 1.8 - - 2.0
1985 2,738 h3 24 1.4 — - 1.5
SriLanka 1979 4/8 63 04 1.3 0.1 — 45
1985 1.765 a? 11 05 04 — 2.2
South Asia® 1979 11.444 51
1985 14,984 36
import to
Bangladesh 1979 1,928 38 2.1 — 05 1.1 0.1
1985 2697 16 2.3 — - 1.3 -
India 1979 9899 0.7 - — 0.2 03 0.1
1984 17,640 07 0.2 - 02 0.2 -
Maldives 1979 12 83 —- 208 - 6.7 108
1984 /1 9.1 0.1 06 — 04 8.0
Nepal 19/9 163 52.1 - 52.0 - 0.1 -
1984 286 P2 20 302 - — -
Pakistan 1979 4,061 28 09 0.7 - - 1.2
1985 5,859 16 08 03 — - 05
SriLanka 19/9 1,449 127 0.1 103 — - 22
198% 1832 ha 4.1 0.2 0.2 1.8
South Asta® 19/ 17412 30
1985 28414 19

Dashed cells indic ate trade nil or neglgible
a. Excluding Bhatan fur which complete dota are not avallable
SOURCE International Monewary Fund {1986), Deection of Trade Statstics, Yearbook, 1986.

Polarization of benefits has resulted in considerable dissatisfaction
in many integration schemes, such as the East African Community, the
Latin American Free Trade Association (LAFTA), and the Central
American Common Market (CACM). SAARC has the advantage of
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drawing on the lessons of these integration schemes and can thus
adopt appropriate precautionary measures to guard against bitterness
in mutual relations and ensure a smooth and continued existence.

Total climination of trade barriers does not appear feasible in
South Asia. The experience of Latin America and the Association of
Southeast Asian Nations (ASEAN) should be instructive in this regard.
Forexample, although the “pure-trade approach” to cconomic integra-
tion achieved some suceess at the initial stages of LAFTA, negotiations
for Eberalization of intraregional trade eventually stagnated because of
disagreements over the timing and extent of tariff reduction proposals,
Negotiations for tariff reductions for traditional products posed no se-
rious difficulty in LAFTA. However. because proposals for intraregio-
nal trade liberalization required the incorporation of nontraditional
products, the members were reluctant to expose their products to in-
traregional competition. In fact, the practicalimpact of trade liberaliza-
tion on LAFTA's intraregional trade expansion was small, as indicated
by the fact that imports subject to the LAFTA Agreement in 1979 con-
stituted no more than 6 pereent of the region’s total imports. The expe-
rience of ASEAN, which adopted the across-the-board approach to
trade liberalization, has been similar. An Asian Development Bank
(ADB) study indicales that the six years of ASEAN tariff-cutting nego-
tiations resulted merely in the proliferation of the number of items ac-
corded preferential tariffs (about 11,000 as of March 1983) rather than
in actual expansion of intra-ASEAN trade (Akrasance 1984). It has also
been reported that trade liberalization in ASEAN has affected only 2
percent of the region’s intraregional trade (Kappagoda 1987).

A somewhat ditferent approach—as adopted by the Latin Ameri-
can Integration Association (LAIA), which replaced LAFTA—could be
envisaged for SAARC, providing for negotiation of multilateral trade
agreements based on initial bilateral agreements. Instead of across-the-
board tariff cuts, LAIA proposes an economic preference arca made up
of regional tariff preferences and partial agreements on trade promoe-
tion. These partial agreements concerning bilateral tariff reductions
could be multilateralized through a negotiated process. This approach
could facilitate mutual trade liberalization between countries sharing,
some common interest and also create an environment conducive to re-
pional cooperation in other arcas (Inter-American Development Bank
[IADB] 1984).

[t should not be difficult to design a mechanism of trade expansion
acceptable to all countries of the South Asian region. To allay fears that
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the subcontinental size of the Indian cconomy and its multisectoral
character might tilt the advantages of trade in its favor, free trade
within the region could Fegin with a selected number of items, such as
those appearing in the bilateral negotiations that have alrcady taken
place between these countries. For example, bilateral agreements be-
tween India, on the one hand, and Pakistan, Bangladesh, Nepal, and
Sri Lanka, on the other, contain lists of various products such as coal,
minerals, cotton, and silk textiles for mutual trade, Trade between
these countries could start with these mutally accepted products,
which would enable them to procure these goods within the region
and thus promote the building, of regional collective seli-reliance (Ad-
iseshiah 1987). Intraregional trade tlows benetit all countries, largeand
small. The import requirements ot ditferent countries could be made
known to one another so that production could be expanded to meet

cach other's needs.,

Industrialization Issues

Imdustrialization is a central element in development policy. Limited
national markets handicap the creation of optimum industrial capaci-
ties, and regional cooperation for expansion of markets via the redue-
tion of trade barriers becomes indispensable to pursuing the goal of
collective self-reliance. The growth effects that acerue from ceonomics
of scale, external cconomices, specialization, and increased cconomic of-
ficiency associated with enlarged markets have provided the basis for
ceonomic integration in Latin America and Southeast Asia. This can
apply to the South Asian region as well (Wagil 1987). In fact, industry
is the most dynamic sector in the major cconomics of the region. Al-
though it has been excluded from SAARCs agenda for cooperation,
the desired structural transformation of these cconomsies can hardly be
brought about without meaningful regional cooperation in this sector,

morder to promote national and collective self-reliance and ensure
eqeatable distribution of opportunitios and benefits among, various
countries, adoption of a policy of balanced regior 1 industrialization
through agreed-upon specialization will be necessary. This would en-
tail allocating particular industries to particular countrics where they
best fit. This allocation of industrics would be based on actual or
potential comparative advantage in the different countries, deter-
mined by taking into account their resource endowments, location,
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and available physical and infrastructural facilities. Joint industrial
programming as adopted by the Andean Pact for the promotion of bal-
anced and harmonious development in that subregion can serve as a
model for this type of planning,

The objectives of the Andean Pact program are greater expansion,
specialization, and diversification of industrial production; maximum
atilization of the subregion’s resources; increased productivity and ef-
fective utilization of production factors; rational utilization of econo-
mies of scale; and equitable distribution of the benefits of integration.
A principal mechanism of the Andean industrial policy is the sectoral
industrial development program, which locates industrial plants in
member countries. The allocation of such plants can be exclusive or
may beshared between two or more countries. Products of the regional
industries allocated to member countries receive a margin of prefer-
ence for intra-area trade and are provided with adequate protection
through an external taritt.

A paraliel of the sectoral industrial program of the Andean Pact
can be found in the ASEAN Industrial Projects (AIPs), whereby prior-
ity industries are assigned to cach member country in accordance with
comparative advantage. A great merit of this is that as a member coun-
try concentrates on an assigned industry or industries, specialization is
developed, and cconomices of scale, with their cost-reducing benefits,
are realized. Wasteful parallelism in the growth of industrial activities
in ditferent countries is avoided, ensuring the intercountry distribution
of industrial projects and thus achieving equitable distribution of in-
come and employment in the region,

Creation of a regional industrial structure is, however, bound to
encounter certain problems, atleast in the initial stage. Attempts in that
direction in ASEAN and the Andean Pact led to polarization of bene-
fits, which resulted in considerable dissatisfaction with many of the ex-
isting integration schemes. Conflicts with national priorities inevitably
arose, as partners were confronted with deciding the location and dis-
tribution of investments so as to avoid discrimination. Neither ASEAN
nor the Andean Pact countries have found a solution to this dilemma
so far. Therefore, a set of flawless instruments must be devised to ree-
tify the disadvantages of polarization that may arise as a result of in-
vestment decisions in the region (Zehender 1987). This issue must be
carefully examined by SAARC.

Joint-venture collaboration in various sectors offers a good oppor-
tunity for promotion of industries and diversification of the production
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structures of individual South Asian countries. Studies could be under-
taken toidentity various fields in which joint ventures might be profit-
ably undertaken. Currently, a number of joint-venture projects are
under way between India and Sri Lanka, Nepal, and Bhutan. Similar
opportunitics exist for other countries. Some examples of joint ventures
in the region include fertilizer industries based on natural oas in Paki-
stan and Bangladesh; paper and newsprin industries using the huge
forest resources of the castern Indian state of Assam and of Bangladesh;
and a tire-producing unit in Sri Lanka.

Expansion of trade and industry in the region will require cooper-
ation in other spheres as well, including freer intraregional travel and
more frequent exchange ot industrial managers; cooperation in re-
scarch and exchanges of market information; development of satistac-
tory regional transportation, communication, and information-sharing,
systems; lacilities providing casy availability ot investment and credit
funds (for example, regional financial institutions and development
banks); and pavment and clearing mechanisms to sottle intraregional
trade imbalances. Attempts are under wav to promote functional coop-
eration in some of these areas, but a great deal more needs to be done.

Agricultural and Rural Development

Agricultural and rural development are two key areas for cooperation
among, SAARC countries. Agriculture in the region is beset with the
problem of low productivity and is frequently subject to such natural
disasters as droughts and floods. In Bangladesh and the other densely
populated countries where there is no scope for expansion of arable
land, only increased productivity and expanded production that arise
from intensive cultivation through the application of improved inpuls,
can provide a lasting solution. The inclusion of meteorology in the
SAARC agenda for cooperation and the creation of the SAARC Mote-
orological Research Centre might play a meaningful role in mitigating,
the effects of natural calamities. Regional cooperation for agricultural
development will require collective research aimed at finding ways to
tackle these perennial problems and at developing, regional programs
in, for example, afforestation, promotion of new technology, and the
genetic engineering of new seeds, The agricultural program adopted
by the Economic Community of West African States (ECOWAS) pro-
vides for technical cooperation in a number of specific activitics, such
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as combating, hunger, distributing more productive varicties of seeds
through extension services, financing genetic research programs, set-
ting up community production and processing units, and organizing a
storage svstem for toodstuffs and other important products (UNCTAD
HIS2-83). This program could provide a model for SAARC as it devel-
ops its own strategics,

Arelated issue is the acute food shortages faced by some countries
in the region. Ensuring tood security within cach country as well as
within the region as a whole should be a high priority. Regional efforts
to rccomplish this have a greater chance of success, since the costs of
autonemous national policies are likely to be much higher than cach
country’s share of costs in a regional solution (Zehender 1984). Ap-
proval by the SAARC Council of Ministers in its third session (June
1987) of a South Asian Food Security Reserve modeled after the
ASEAN Food Security Reserve Agreement was a move in the right di-
rection (UNCTAD 1982-83),

Infrastructure Development

Development of regional infrastructure is another avenue for coopera-
tion. Itis covered by the three agreed-upon arcas on SAARC's agenda:
transportation, telecommunications, and postal services, Cooperation
in these sectors is essential for promoting trade, industry, tourism, and
overall resouree development in the region. The dcvvlopnwnl of roads,
waterways, ports, air links, and telecommunications and postal sys-
tems in the South Asian countries deserves priority attention. Some
specific suggestions in this regard include the establishment of re-
sional transportation networks such as the Asian | lighway Project and
the Trans-Asian Railwav roject; the development of inland water-
ways, with special provision for transit facilities for landlocked coun-
tries; the establishment of a regional shipping line with multimodal
transport including containerization, as well as regional shipbuilding,
and repairing facilitios; the development of regional air linkages com-
bining the resources of different national airlines and building regional
facilities for training and aireraft maintenance: and sreater cooperation
in telecommunications and postal svstems through standardization of
rates and equipment. In the telecommunications and transport sectors,
regional arrangements and institutions are already under consider-
ation by SAARC. This process must be aceelerated, sinee cooperation
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in these fields and intensification of linkages will vield immediate ben-
efits to current cconomic plans and exchanges between peoples and or-
ganizations in all these countries,

Development of Water and Energy

Cooperation in development of water resources and energy is vital but
has not vet been considered by SAARC. Regional initiative is needed
to exploit the vast potential for harnessing the huge water resourcees of
the Himalavas tor the agricultural and energy development of the
countries directly involved. In Nepal alone, the hydropower potential
is estimated at about 83,000 megawatts, of which less than 01 pereent
has been utilized so tar (Agarwal 1980, Full utilization of this potential
will require regional cooperation and possibly sizable external assis-
tance. A coordinated policy regarding river control, regulation of water
flows, and water resource development could be instrumental in ex-
ploiting the Himalavan waters tor energy development, irrigation,
flood control, and inland navigation in the countries of the subconti-
nent, particularly, Nepal, India, and Bangladesh.

Scientific and Technical Cooperation

The main objective of SAARCs cooperation in scienee and fechnology
should be to make available appropriate technology commensurate
with the factor endowments and skills prevailing in the region. As in
other developing regions, the South Asian countries have Tong been
dependent on technologies that are otten inappropriate for local needs.
The scientitic and research organizations of major South Asian coun-
tries have commendable records of researchin such areas as industry,
agriculture, medicing, plant penctics, water resource management, and
biotechnology. These institutions could combine their resources and
rescarch and development ettorts to solve the comples problems of
cconomic development and to improve the quality of life of the

region’s peoples,
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Expansion of Health and Population Activities

AlLSAARC members have experienced high population growth and
have had varving degrees of success with population control pro-
grams. Regional etiorts through exchanges of information and sharing,
of common experiences may be effective in reducing population
growth. On matters of health development in general, sharing exper-
tise and knowledge onaregional basis would be beneficial and might
penerate regional rescarch and action programs. The relatively well-
endowed partners could provide technical assistance in the form of
trained personnel to their less-developed partners, open training facil-
ities in specialized fields to the region’s doctors, and devise projects for
the cooperative supply of pharmaceutical products.

Education and Other Areas

Education does not come under the specific agreed-upon areas of co-
operation in SAARC, although there is much the countries in the re-
gion can doin this arca by themselves, For example, the individual
povernments of these countries and SAARC itself could institute edu-
cational scholarships and fellowship programs through the establish-
ment of a SAARC Educational Fund to facilitate exchange of scholars
and rescarchers between the universities and research institutions of
these countries. As afirststep in that divection, the Council of Ministers
I its June 1987 meceting decided to create SAARC chairs, chm\'ships,
and scholarships that would commence from the academic vear 1988,
Cultural exchanges and sports are other noncontroversial areas
that can reinforee the coneept of cooperation in the region. An institu-
tional framework for holding periodic sports events and games is al-
ready in place in the form of the South Asian Federation. South Asicn
cultural centers could also be established in all member countries to ex-
change books, newspapers, and other publications as a means of learn-
ing about cach other. The radio and television networks of these
countries could also be effective in fostering preater interaction and
awareness among the cultures of the region. A beginning has already
been made with the launching of the program of SAARC audiovisual
exchanges at the Kathmandu Summit on 2 November 1987,
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The status of women and the problem of drug trafticking and drug
abuse are other issues for which SAARC is commiitted to creating a re-
gional framework for cooperation. The rights of children and combat-
ing terrorism are other subjects now being contemplated at the highest
official level for inclusion in SAARC’s agenda. All of these are social
questions of great concern to the public—ones that ofticial govern-
ment attitudes may not necessarily address and translate into concrete
actions (Gonsalves 1U87). FHowever, these issues offer voluntary orga-
nizations uscful opportunities to come together to deliberate on the
problems confronting the region.

SAARC and International Negetiations

SAARC mandates cooperation in international negotiations, with a
goal of arriving at a common position on major international issues
such as the North-South dialogue. By joining with countries of other
developing regions in various multilateral forums such as the World
Bank, the IME, United Nations Conference on Trade and Development
(UNCTAD), and the Uruguay Round of General Agreement on Tariffs
and ‘Trade (GAT ), SAARC can project a unified viewpoint on such
multilateral issues as trade, aid, and development and thereby achieve
better results.

Because of their divergent economic and geopolitical interests and
perceptions, the SAARC countries have so far been unable to arrive at
a common position ou the North-South dialogue or in the GATT nego-
tiations, Even in matters of South-South negotiations, such as on the
Generalized System of Tariff Preferences (GSTP), the SAARC countries
have moved in different directions (Adiseshiah 1987). A common stand
will not only solidify the spirit of SAARC but also strengthen their bar-
gaining position with the industrialized countries. The most recent il-
lustration of how lack of unanimity can damage common interests is
the signing of the latest Multifibre Agreement (MEA) in August 1Y86,
in which the South Asian countries were forced to accept unfair bilat-
cral arrangements on textile exports to the United States and the EC. A
united stand might have produced a different result.

SAARC could also take joint action on matters of mutual concern,
such as commodity issues involving the setting up of export-stabili-
zation agreements within the framework of UNCTAD s integrated
program of commodities. The establishment of an international tea
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association modeled after the existing International Jute Agreement is
a case in point.

The experience of ASEAN offers lessons in matters of cooperation
on international issues. ASEAN has carried on dialogues with major
trading partners, United Nations bodies, and major trading blocs. It
also has adopted joint actions concerning liberalization and improve-
ment of the IME compensatory financing scheme on items of interest
to ASEAN countries including natural rubber, timber products, vege-
table oils, tin, copper, sugar, and hard fibers. The dialogues ASEAN has
pursued with its most formidable trading partners and with world
bodies indicate the effectiveness of common approaches to issucs, par-
ticularly in trade and industry. ASEAN has also gained respect and in-
ternational recognition by this means.

Conclusion

It was not expected that SAARC would make any swift or dramatic
progress. The member governments wanted to adopt a cautious, step-
by-stepapproach, and at the initial stage they restricted the scope of co-
operation to some mutually accepted noncontroversial arcas. In their
anxicty to ensure progress they emphasized confidence-building mea-
sures and activities. The complen and contentious issues of trade, in-
dustry, and other arcas of cconomic cooperation were excluded trom
consideration at the beginning, possibly to be taken up at a more pro-
pitious time.

For regional cooperation to be meaningfnl and effective, and for
the professed SAARC objective of attaining collective self-reliance to
be realized, cooperation should be extended to include such areas as
trade, industry, moncetary cooperation, and energy. Efforts must be ac-
companied by appropriate safeguards to protect the weaker partners,
With the affirmation of commitment ot the highest political level,
SAARC can be expeciad to grow stronger and bring, prosperity to the
peoples of the South Asian region,
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Economic Integration in
Latin America

Economic integration agreements have been under way in Latin Amer-
ica since the late 1950s. These agreen ents have most commonly been
seen as mechanisms forimproving and continuing im port-substituting
industrialization under expanded frontiers. Two factors behind this
growing political interest in economic cooperation have been a sense of
fatigue with import substitution within the small national boundaries
and the progress achieved in industrialization, which implies the need
to develop activities intensive in economies of scale. At present there
are four formal integration agreements that include the large majority
of countries in the region and over 95 pereent of its population, gross
domestic product (GDP), and trade flows.!

The first tormal steps were taken in 1958 and 1960 by the countries
forming, the Central American Common Market (CACM), including
Costa Rica, Elsalvador, Guatemala, Honduras, and Nicaragua. In 1960
the Latin American Free Trade Association (LAFTA) was formed by Ar-
sentina, Bolivia, Brazil, Chile, Colombia, Ecuador, Mexico, Paraguay,
Peru, Uraguay, and Venezuela; in 1980 LAFTA was converted into the
Latin American Integration Association (LAIA), Subscquently, the Car-
ibbean countries formed the Caribbean Free Trade Arca (CARIFTA).
Later, a more ambitious agreement led to the replacement of CARIFTA
by the Caribbean Community (CARICOM), which embraces Barbados,
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Guyana, Jamaica, Trinidad-Tobago, and nine other smaller states.2 In
1981 seven of the latter members (with a toial populaiion of 600,000)
created the Organization of East Caribbean States within CARICOM.
Finally, a cooperative effort that began in 1969 led to the formation of
the Andean Common Market (ANCOM). With the resignation of Chile
in 1976, ANCOM consisted of Bolivia, Colombia Ecuador, Peru, and
Venezuaela, In 1987, ANCOM became a more flexible regional grouping,

Over the course of the past two-and-a-hali decades, the process of
economic integration has suffered numerous setbacks. Frequent,
abrupt political changes have been a deterrent to economic coopera-
tion. During the 1960s, LAFTA was disrupted by nilitary coups in Ar-
gentinaand Brazil. Progress was then generated by middle-of-the-road
democratic governmentsin the Andean countries, In the 1970s, military
coups created obstacles for ANCOM, especially with the resignation of
Chile in 1976 as a result of the 1973 coup.

Economic events have also hampered progress. In the carly 1960,
the need to enlarge the markets for import substitution became appar-
ent and led to the creadion of LAFTA, CACM, and muhscqucntly
ANCOM. Economic events in the 1970s and 1980s, however, helped to
reduce the desire for integration and later contributed to actual regres-
sion in that area. The so-called Duteir disease also contributed to the
trend against integration in these nations.® After 1973 the substantial in-
crease in the price of oil weakened industrialization efforts and export
expansionin countries like Ecuador, Mexico, and Venezucla, The abun-
dance of foreign exchange made it difficult for these countries to export
nonoil products. Since voluntary integration requires the consensus of
all partners, it was not enough that the need for integration had in-
creased in some of the oil-importing nations. Additionally, in the sec-
ond halt of the 1970 casy aceess to bank loans weakened efforts to carn
foreign currency through exports to regional partners. Andin the 1980s,
the debt crisis, a recessionary framework, and the proliferation of im-
port restrictions and retaliatory practices within Latin America ad-
versely affected intraregional trade.

In spite of this, the interrelationships among the Latin American
countries have expanded substantially since the 1950s. Intraregional
trade, especially in manufactured goods, and financing have been pos-
itively influenced and encouraged by cooperative arrangements,
mostly within the formal integration agreements. In brief, notwith-
standing the notorious shortcomings in relation to expectations, signif-
rcant progress has been made throughout the period, although the
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countries among and within cach agreement remain very heteroge-
neousin nature.

The first section discusses some of the most relevant features of
LAFTA, the Targest grouping in the region. The next section concen-
trates on the Andean Pact. Despite the difficultics it experienced, the
Andean Pact became the most comprehensive process of economic in-
tegration in the region. The chapter closes with an account of events in
the 19805 and a summary appraisal.

The Evolution of LAFTA: From Montevideo I
to Montevideo 11

The beginning of LAFTA. By the 1950s, the goal of establishing a
Latin. American Common Market began to receive a substantial
amount of attention. The idea was supported by several political and
intellectual groups, and the United Nations Economic Commission for
Latin America (ECLA) provided the corresponding teclinieal back-
ground (Wionczek 1969). Throughout the 195, the project took shape
and eventually resulted in the formation of LAFTA and the CACM.,

The more ambitious plans envisioned grouping the entire region
into one common market. On the other hand, the specific trade prob-
lems faced by the southern countries of the region underlined the need
for some sort of multilateral trade agreement. During the postwar
years, several of the Latin American countries already had bilateral
trade agreements similar to those prevailing in other arcas of the
world. The agreements included inconvertible trade balances that
reached large relative levels One main underlying purpose at the out-
setof the integrative endeavors was to achieve a combination of trade
preferences and multilateralization of balances.

During the 1950s several national trade and foreign exchange re-
forms tended to eliminate or lessen the impact of the bilateral agree-
ments. The consequence was a fall in the share of intra-Latin American
trade in the region’s total trade from over 11 percent in the period
[953-55 10 6 pereent in 19601, Thus, the reestablishment of previous
trade flows on a more efficient and stable basis became one of the main
purposes of economie integration.

The efforts culminated in 1960 with the signing by seven Latin Am-
erican countries of the Montevideo Treaty, which gave rise to LAFTA,
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Subseqriently, Colombia and Ecuador joined LAFTA in 1961, Venezu-
elain 1966, and Bolivia in 1967. LAFTA then included ten South Amer-
ican countries as well as Moxico. In 1960 these eleven nations
comprised 90 pereent of the populatien in Latin America, 95 pereent of
the region’s GDP, and 92 pereent of its exports,

Commercial policy in the carly years. The goal of the Montevideo
Treaty was the creation of a Latin American common market. How-
ever, its provisions only considered the elimination of tariffs and other
restrictions on most reciprocal trade within a period of twelve years
(1962-73), according, to the general rules regulating economic integra-
tion agreements among, riembers of the General Agreement on Tariffs
and Trade (GATT).

The two main instruments established to liberalize reciprocal trade
were the National and Common Lists. National Lists included prefer-
ences being granted by cach country to all other partners. The internal
taritfs were to be reduced for reciprocal trade an average of 8 percent a
year and the commaodities benefiting from preferences were to be de-
fined in annual negotiations, The Common List included products on
which all countries agreed to climinate all trade restrictions. After the
first 3-year period of the treaty it was to include at least 25 percent of
reciprocal trade, and after 6,9, and 12 years, 50 percent, 75 pereent, and
almost all trade was to be included. The treaty did not include formal
regulations designed to establish a common external tariff, nor did it
include adequate measures to achieve an equitable distiibution of the
benefits of integration and the harmonization of cconomic palicies.?

During the first three annual negotiation rounds, LAFTA showed
progress toward the elimination of barriers to reciprocal trade. Most of
the preferences covered products for which trade had taken place
within previous bilateral agreements. Thus an important result of the
process was lo consolidate and broaden traditional arcas of reciprocal
trade. By 1964, the goal of moving toward trade liberalization had been
achieved, with respect to both the National Lists and the first step of the
Common List. By the mid-1960s, the share of reciprocal trade to total
trade of the revi sninereased to levels that were similar to those that had
existed a decade before. However, progress in annual negotiations
stalled thereafter, and no agreement was reached on the second step of
the Common Listin 1967, primarily because of the shortcomings of the
Montevideo Treaty and the lack of political willingness on the part of
several member countries to accelerate the integration process.
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Partner countries at intermediate levels of development attempted
to rekindle the process by attacking some of the main shortcomings.
Thus, in 1964, they succeeded in gaining a pproval for a resolution call-
ing tor the harmonization of trade policies and movement toward a
common external tariff pari passu with the liberalization of reciprocal
trade. The most significant innovation in the resolution was a chapter
calling for a regional industrial policy that would include the joint
programmed allocation of investment. This was intended to address
the distributive imbalances feared by the less-developed and medinm-
developed member countries.

Subsequently, the Declaration of the Presidents of America adopt-
ed in Punta del Este in 1967 proposed the start of the implementation
of a common market to be achieved in no more than fifteen years from
F970. The one article of the declaration that had significance for the
near term was the leeway granted for the creation of subregional
groupings within LAFTAL This implied the acceptance by the larger
LAFTA members of the decision of Andean countries to implement a
more comprehensive scheme, as delineated in the Bogota Declaration
of 19660,

Finally, the persistent stagnation of trade negotiations led to the
signing of the Protocol of Caracas in 1968, which moditied the Monte-
video Treaty. The period prescribed to liberalize reciprocal trade was
extended until 1980, Neither the resolution of 1964 nor the Protocol of
Caracas was implemented, vet LAFTA continued to survive and a fow
additional tarift preferences were granted in the subsequent annual
negotiation rounds.

LAFTA’s survival after 1965. Since 1965 the number of concessions
made in the National Lists has been below expectations except in the
period 1968-69, when the entry of Bolivia and Venezuela brought an
increase of the number of concessions agreed to at the corresponding
annual negotiation rounds. In the periods 1962--64 and 1968-69, 74
percentand 13 percent, respectively, of all concessions agreed toin the
National Lists tor the period 1962-79 were granted. Only 2 percent
were agreed to after 1970 (Vacchino 1981; United Nations ECLA 1984),

After 1965, progress was made in the form of financial arrange-
ments and the so-called Complementarity Agreements. The financial
arrangement known as the Agreement on Multilateral Settlements and
Reciprocal Credit was promoted by the central banks. Its purpose was
tofoster direct relationships among Latin American commercial banks
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rather than relationships through financial intermediaries in devel-
oped nations. This would improve the credit availability for reciprocal
trade to countries with balance-of-payments problems and those coun-
tries that were trying to “save” international reserves. The agreement
included all LAITA countries and the Dominican Republic. Initially,
two-thirds of reciprocal trade was to be settled under the multilateral
payment system. The ratio subsequently rose significantly and ex-
ceeded 80 percent of reciprocal trade in 1980 (LAFTA 1983). Within a
settlement period (now fixed at four months), the central banks of the
surplus countries grant credits (up to given amounts) to deficit coun-
tries. At the end of cach four-month period, debtor countries settle
their balances in convertible currency. One important result of this sys-
tem has been the growing interconnection among local banks and the
encouragement ot reciprocal trade that credit availability tends to
bring about.

The Complementarity Agreements specify that two or more mem-
ber countrics could agree to liberalize trade of a specitic group of com-
modities and establish other mechanisms fostering reciprocal trade.
The preferences granted within an agreement were lo be extended
solely to countries participating in that specific agreement. In practice,
the agreements were arrived at in sectoral meetings with the active
participation of private entreprencurs.

The Complementarity Agreements were sl up mainly in sectors in
which output was diversified within the firms and where intrafirm
specialization was possible. Frequently, agreements were achieved
among subsidiaries of foreign enterprises, which could casilv designa
pattern of specialization and make use of tariff preferences because of
theavailability of the corresponding marketing channe's. In fact, trans-
national corporations (TNCs) were heavily represented in the sectoral
mectings leading to the agreements, Most of these TNCs had subsidi-
aries in more than one country (Tironi 1976). Thus representatives of
the same TNC were in a position to bargain from within the national
delegations of the subsidiaries” host countries.

After 1964 most of the limited additional liberalization that took
place was implemented via Complementarity Agreements. By 1970
there were cighteen Complementarity Agreements in force, all cover-
ing manufactured goods.® [owever, they included few countries—
mostly the three larger nations—and covered very specifically defined
goods. Since the mid-1980s it has become increasingly difficult to reach
agreements: either competing domestic firms have been excluded from
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expected benefits or governments have been reluctant to grant the tar-
iff preferences demanded.

The performance of reciprocal trade. As previously stated, recip-
rocal trade declined in the 19505, However, with the inception of
LAFTA it began to climb. During the first half of the 1960s about 90 per-
cent of the reciprocal trade benefited from tariff preferences agreed to
in LAFTA.

Overall reciprocal exports continued to exhibit a slight upward
trend after 1964, as shown in table 8.1. By the late 19605, it continued to
grow for cach country, except for Peru and Venezuela, despite the small
weight of new trade preferences granted in later years. Furthermore,
che margin of preferences was reduced by member countries that made
unilateral tariff rednctions 7 ln several cases, tariffs to third-party coun-
tries ended up being lower than the rate agreed to by the LAFTA coun-
tries. According to some estimaltes, the weighted-average tariff
preference protecting reciprocal trade rose from 18 (o 36 percent from
1963 to 1960, and then fell to 22 pereent in 1969 (Instituto para la
Integracion de América Latina [INTAL] 1974). But actual tariff prefer-
ences continued to be reduced in the 1970s, as did the share of trade
under LAFTA preferences.

One factor that sharply reduced the cfficacy of preferences was the
broad coverage of tariff exemptions in force in meniber countries. An
estimate for 1980, covering cight members of LAFTA and two other
Latin American couatries, indicated that 47 percent of imports were
subject to the general national tariff; 5 pereent benefited from tariff
preferences negotiated in LAFTA, ANCOM, or CACM: and 48 percent
were exempted from tariffs (INTAL 1986). The latter reduced the sig-
nificance of negotiated preferences. Exemptions included imports by
public firms, which thus weakly contributed to generating demand for
domestic and regional outpul of manufactures.

The continued increase in reciprocal trade after 1964 can be ex-
plained by four variables. First, by 1965 almost two-thirds of the pref-
erences already granted were not yet being used. Utilization increased
gradually as marketing channels were established, product designs
adjusted, production bottlenecks removed, and information on trade
opportunities made available. Second, the rate of utilization of prefer-
ences was affected by the development of financial agreements put
into operation in 1966, Third, trade not having direct preferences in the
National Lists tended to benefit from the improvement of information



Table 8.1
Intra-LAFTA and Total Exporis by Country,
(annual averages for selected periods, 1962-86, US $ millions)

1962-64 1968-70 1979-81 1984-86
Intra-LAFTA Intra-LAFTA IntraL AFTA Intral AFTA
Exports/ Exports/ Exports/ Exports/
Total  Intra-LAFTA Total Ex- Total  IntralAFTA Total Ex- Total  IntralAFTA Total Ex- Total  intralAFTA Total Ex-
Exports  Exports  ports (%) Exports  Exports  ports (%) Exports  Exports  ports (%) Exports  Exports  ports (%)
Argentina 1,330 196 147 1,584 356 225 8,332 1,865 224 7.757 1.378 178
Bolivia 92 3 33 199 17 85 958 334 349 652 356 54.7
Brazil 1.350 99 73 2310 250 108 19.374 3.382 17.5 25,012 2,516 10.1
Colombia 486 9 1.9 633 57 90 3420 592 17.3 4,268 447 10.5
Chile 567 50 8.8 1,088 119 109 4,164 951 228 3,872 581 15.0
Ecuador 125 8 6.4 183 16 8.7 2,231 359 16.1 2,487 102 41
Mexico 835 33 40 1,141 81 71 14,611 711 49 21,244 711 33
Paraguay 41 12 293 54 20 370 299 130 435 231 125 231
Peru 583 58 99 07 58 64 3.337 552 165 2,663 265 10.0
Uruguay 166 13 78 204 26 12.7 1.021 352 345 937 293 31.2
Venezuela 2,678 143 53 3,135 157 50 17573 1.241 7.1 13.549 778 57
Total 8.253 624 76 11,438 1,157 101 75,321 10.470 139 82.732 7.553 91
Non-gil-
exporting
countries 3840 379 96 5873 828 141 36.610 7.272 199 42137 5.340 12.7

a. Deviations #om stated totals due to rounging
SOURCE Insutto para la Integracion de America Latina (INTAL), Ef Proceso de Integracion en Amenca Latna, 1975, 1981. 1983. 1984, and 1986 1ssues (Buenos Arres: INTAL).

b9l
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networks, as well as from the newly developed marketing and finan-
cial channels. In fact, trade not favored by tariff preferences in LAFTA
rose faster in the 1970s, increasing from only one-fifth to roughly one-
half of reciprocal trade. Fourth, the Andean Pact had a positive influ-
ence on the growth of reciprocal trade of its member countries.
Although it began from a low base, the reciprocal trade of the Andean
countries expanded faster than that for other LAFTA members d uring,
the 1970s,

Throughout the period under study, the share of exports of manu-
factured goods increased notably for the region as a whole; in fact, it
rose from 3 percent in 1960 to 17 percent of total exports in 1980, That
trend was particularly strong with respect to exports from Argentina
and Brazil (and to a lesser degree from Mexico, where the share of oil
increased in the 19705). Exports of manufactures to the world as a
whole also increased, but the share of manufactured goods sold in the
region increased even faster for the period 1960~ 1940, climbing from
13 to 43 percent of reciprocal exportsB

The case of Brazil was particularly noteworthy. In 1980, 80 percent
of its exports to LAFTA were comprised of manufactures. This was
more than double the high ratio of manufactures in total Brazilian ex-
ports (37 percent). On the other hand, in the carly 1980s, exports of
Brazil's manufactures to Latin America were five times as large as its
imports of manufactures. Argentina had a more balanced trade of
manufactures in the 1970s, which in more recent years havealso turned
into a large surplus for Brazil. It must be noted, however, that Brazil is
a more “closed” cconomy than the LAFTA average. By 1980, total ex-
ports of goods represented only 8 percent of GDP in Brazil but 15 per-
centin the rest of LAFTA.

More disaggregated data provide useful insights into the export
pertormance of Latin American countries. As shown in table 8.2, ex-
ports of basic toodstufts and raw materials (excluding fucls) fell from
‘H percent to 26 percent of reciprocal exports between 1965 and 1979,
while manufactures rose from 27 percent to 51 percent.” The share of
basic toodstuffs and raw materials decreased despite an almost dou-
bling in real terms. Extraregional exports also exhibited a similar pat-
tern, but with less intensity: the share of manufactures rose from 12
percentto 17 pereent, growing 8.2 percent annually in real terms (IADB
1984). In some manufacturing sectors the pattern differs and ex-
traregional exports rose faster. This was especially true for machinery
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primarily to the region. As these “industries matured [they] began to
export to the rest of the world” (IADB 1984: 98).

Thus the market provided by LAFTA for the increased production
of manutactures, especially of Argentina and Brazil, constituted stgnif-
icant support. The contribution of LAFTA markets was particularly
strong for exports with larger value added that were faced with re-
stricted access to world markets. However, from the perspective of
producers, price signals were unstable and markets were not inte-
grated. In tact, countries could reduce the preferences thev had granted
by cutting their external taritfs at any time. On the other hand, import-
ers were granted preferences for given products to all partners, which
created competition in the importer nation. However, any given sup-
plier did not gain preierences inall partner markets but in only one or
a few nations because ot the nature of negotiations. Liberalization was
muitilateral from the perspective of demanders, but tended to be bilat-
cral tor suppliers,

Insummary, LAFTA made a positive contribution to the expansion
of reciprocal trade, despite the fact that the provisions of the Montevi-
deo Treaty and the 'rotocol of Caracas were not fulfilled. In particular,
it provided a broader market for manufactured exports and for the uti-
lization and expansion of installed capacity in some sectors.

The main shortcomings of the agreement. The shortcomings of
the original treaty were not solved as the obstacles to progress became
stronger. Countries pressing for a more comprehensive scheme saw
three main problems in the performance of LAFTA. First, advances
were for the most part made only when one country was interested in
gaining access to partner markets and when there was no opposition
from sectors in that country who felt threatened by such initiatives,
Liberalization based on commaodity-by-commodity negotiation at the
request of interested parties rendered the process self-exhaustible.

second, when LAFTA offered opportunities for the creation of new
industries, the allocation was left completely to market forces. Such an
approach might be appropriate among countries enjoving both
advanced and similar levels of development and having stable trade
policies. But that was not the case in the developing economic environ-
ment of Latin America, where substantial differences among member
countries were the rule. Relatively higher levels of development were
present in Argenting, Brazil, and Mexico. Consequently, medium- and
small-sized countries feared that, without a change in the framework
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provided by LAFTA, further liberalization would leave some countries
primarily imited to the production of raw materials while others spe-
cialized in manufactures. The latter was thought to contribute more to
self-sustained growth because of the preater role in manutacturing ac-
tivities of technological progress, cconomies of scale, more dvnamic
demand, stronger Tinkages to other domestic activitios, and the as-
sumption that comparative advantage could be gained. Additionally,
commadities tended to have low taritt preterences, while manufac-
tures tended to benetitwith large preterences. This influenced the dis-
tribution ot the subsidies implicit in tariit preferences,

The third major limitation of T AFTA was the absenree of a harmon-
ical cconomic policv. All that was regulated under EAFTA was the lib-
cralization of segments of reciprocal trade, without the harmonization
of external taritts, exchange rates, and other important policies. Thus,
the profile of effective preterences could experience sharp and unes-
pected changes. One preblem that became evident as the integrating
project was being implemented was related to the distribution of costs
and benetits with toreign enterprises, The bargaining position of tor-
cign enterprises is improved i internal barriers to trade are removed
without domestic policies being brought into harmony. Thus there is a
profit-creation effectin favor of foreign enterprise within the customs
union (Tironi 1981). Several countries teared that the aceeleration of the
integration process within the prevailing framework would tend to
concentrate its benetits in the cconomies of the most-developed mem-
bersand in the TNCs more thanin Latin American national firms, Mar-
ket comparative advantages could be distorted by the incentives
granted to TNCs by host countries.

The period agreed upon for the implementation of a free trade
zone, which had been extended from 1973 to 1980 bv the Protocol of
Caracas, ended long before the fulfilliment of its ta rpets. In 1980 a new
treaty, Montevideo 11, gave life to the Latin American Integration Asso-
ciation (LATA).

The Cartagena Agreement

The Andean Pactwas formed with the signing of the Cartagena Agree-
ment in 1969 by Bolivia, Chile, Colombia, Ecuador, and Peru. It
progressed significantly until 1973, the year in which it was signed by
Venezuela. First there was the need to revise various agreements and
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proposals inorder to take Venezula's entrance into account. A long dis-
cussion tollowed. It ended with the withdrawal of Chile in October
1976, mostly as a consequence of the: inconsistency between the nature
of the Andean Pactand the extreme global monetariam of the economic
avperiment imposed on Chile after the coup of 1973, After the with-
drawal ot Chile the process moved slowly, and in the mid-1980s the sit-
uation was critical.

The Andean Pect included middle-of-the-road, reformist, and
moderately nationalistic governments. But during the 1970s various
coups and the spread of monetarism contributed to a relaxation of
“Latino-Americanist feelings” and encouraged the search for an open,
or nonselective, integration with the markets of industrialized nations.

The Andean countries” integration agreement arose out of the ex-
perience gained in LAFTAL Itwas the product of a growing awareness
among these countries that an intensive process of economic integra-
tion could remove some of the major obstacles to development while
affirming national sovercignty. The Andean Pact was consistent with
continued participation in LAFTA, according to regulations agreed to
in 1968, which aceepted the creation of subregional agreements. Within
LAFTA the Andean countries functioned as one economic unit in their
negotiations with other LAFTA and GATT members in such matters as
taritf preferences, trade agreements, and the renegotiati of prefer-
ences with the other members of LAIA according to Montevideo 1.

Within the Andean group, there is heterogeneity among partners
with respect to levels of overall and industrial development and size of
the domestic market. Nonetheless, the heterogeneity is much less than
that within LAFTA: by 1980 the ratio of GDIP between the larger and
staller partners in the Andean group was 18.9 as compared to 58.0 in
LAFTA. In terms of population, the divergence within the Andean
group was even smaller, -Lo as compared to 41.7 in LAFTA.

The mostimportant teatures of the Cartagena Agreementare () an
institutional setup that was equipped with executive power; (2) a
scheduled program for liberalizing reciprocal trade and gradually es-
tablishing a common external tariff; 3) a system designed to achieve
an equitable distribution of the benefits of integration, whose principal
instruments were sectoral programs for industrial development (the
system also allowed for several forms of tariff preferences for Bolivia
and Ecuador, the two countries of least relative development); and
() the harmonization of cconomic policies beginning with direct for-
cign investment (DFD).
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The process of integrating goods markets. The Cartagena Agree-
ment established a selective program for the elimination of internal tar-
iffs among the Andean countries. Included in this program are four
main categories of commodities, cach having ditferent liberalization
mechanisms. From the outset, tariffs were suppressed on commaodities
not being produced and on products making up the first step of the
Common List of LAFTA; thus an expanded market was instantane-
ously provided tor potential investment in those sectors. Approxi-
mately 30 percent of the customs schedule was reserved for Sectoral
Programs for Industrial Development (SPHD); cach program was to es-
tablish its own process of liberalization. The trade barriers on the re-
maining poods —about two-thirds of the customs schedule -~ have
gradually been reduced sinee 1971, Amony, these items, where there
was production in national markets, cach country was authorized to
postpone the start of liberalization for about 5 percent of the items of
the customs universe,

In accordance with a program of gradual automatic liberalization,
about 3,000 items or groups of commaodities (out of 5,000) were subject
in 1979 to a maximum internal ad valorem taritt of 32 percent and an
average rate of 14 percent--that is, less than one-third the tariff rates
prevailing in 1969." The Cartagena Agreement had established that in-
ternal taritfs were to be reduced by 10 percent annually until they were
climinated in 1981, but this date was repeatedly postponed (Aninat el
al. 1980). In spite of delavs, a significant margin of preference (MOI)
was at work by 1981 in tavor of reciprocal trade among, Colombia,
Peru, and Venezuela, as shown in table 8.3, while Bolivia and Ecuador
were granting light margins,

Exports from Bolivia and Ecuador benefit from special preferences
because of their status as less-developed partners. In the gradual

Table 8.3
Tariff Preferences in Andean Reciprocal Trade, 1981 (% of CIF prices)

Average External Tantf (1) Average Internal Tanff (2)
Bolvia 204 188
Colomba %6 174
Ecuador 321 281
Peru 346 185
Venezuela 31.0 22.0

SOURCE A Ainat, R Firench Davis, and P. Lewa, "La Integracion Andina en ¢l Nuevo Fscenano de los Arios Ochenta,” n
Apuentes CILPLAN no 62 (Oct.). 1984, Based on data of the Board of the Cartagena Agreement (JUNAC).
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program of liberalization, commaodities produced by Bolivia and Ec-
uador were allowed duty-free into the markets of other member coun-
trics by 1974 Ecuador was able to make significant use of these special
MOPs, while tor the less-developed Bolivia the benefits from the MOP
have been very limited.

The progressive removal of barriers is one crucial factor explaining
the rapid increase in reciprocal trade. The removal of barriers encour-
aged commercial contacts among, Andean countries that were infre-
quent before the Cartagena Agreement despite the improvement
brought oy LAFTA. Reciprocal knowledge of supply and demand and
the opening of marketing channels also increased trade in commodi-
ties that had not benefited from formal MOPs. As o consequence, the
low levels of trade prevatling when the Cartagena Agreement was
signed rose to 13 percent of the total trade of the Andean countrios by
1982, a tourtold increase in the share of reciprocal trade,

Asexpected, alarge share of the increase was concentrated in man-
wlactured products, which account for 84 percent of the increase in re-
ciprocal exports beiween 1970 and 1982, By 1982 intra-Andean exports
of manufactures were 29 pereent of total manufactured exports. Ex-
ports of these products to third countries also srew quickly (25 percent
per vearin current US. dollars), but not by as much as the 39 percent
to Andean markets. Importantly, “manufactured” exports to the rest of
the world were more intensive in raw materials with a low value
added. The Andean countries made use of their domestic markets to
foster nontraditional exports that had high value added and poor ac-
cess to markets inindustrialized nations,

The Andean import policy was to be expressed ina Common Ex-
ternal Taritt (CET) schedule covering the universe of tradable prod-
vets A “minimum common external tarifi was implemented
pradually between 1971 and 1976, According to this instrument, the
countries could not charge lower duties than the agreed-upon rates to
imports from outside the region, but they were allowed to maintain
higher rates. Subsequently, the countries were to have modified their
taritt schedule vearly until common rates were reached among all
members in 1981, Deadlines related to the CET schedule also have been
repeatedly postponed. However, a minimum CET was revised down-
ward, approved in October 1976, and is now in foree.

The levels and structure of the CET were based on three general
criteria designed to foster productive activities that are labor-intensive,
contribute to technological development, or are infant industries, The
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criteria were combined in a pioneer application of effective protection
to the setting of a desired or target tariff schedule (Junta del Acuerdo
de Cartagena [JUNAC] 1981).

Progress was also made in other areas supporting trade. A com-
mon customs nomenclature was established and the Andean Invest-
ment Corporation (Corporacion Andina de Fomento) was created.
Furthermore, the Andean Reserve Fund (Fondo Andino de Reservas)
began to operate in 1978, Its purpose was to support temporary bal-
ance-of-payments problems of member countries, to improve the in-
vestment of the central banks’ reserves, and to serve as an avenue for
the harmonization of exchange rate policies and financial relations
with third countries.

Regional investment planning. SPIDs were considered to be the
main direct instruments for industrial planning and equitable distribu-
tion of the benefits of integration among member countries. Because of
their economic and technological importance and the economies of
scale involved in their production, one-third of total tradable items was
carmarked for eventual inclusion in subregional investment planning,
The SPIDs prescribed that groups of new industrial activities with
technological linkages be assigned to a particular country. A similar
process was to take place with all product families in each sector re-
served toran SPID. The designated country was given the right to pro-
duce the assigned product family and was guaranteed a market free of
import restrictions and tariffs in the other countries. The assigned
country was to decide which specific items within each product family
would be produced and the timing of such production. Partner coun-
tries agreed not to promote the development of similar activities for a
certain number of years, to liberalize imports of production originating
only in the designated country, and to apply a dutv equal to the CET
against other  tions. The CET, which was approved simultancously
with the allocation of activities, set the maximum surcharge over inter-
national prices the exporting country could impose. Such an approach
was intended to establish a complementary relationship between mar-
ket and planning,

The first SPHD was approved in 1972, It included an important seg-
ment of the metallurgical-mechanical secter (about one-third of the
demand estimated for 1980). The program encompassed chiefly ma-
chine tools, mining equipment, electrical equipment, and instruments.
Production of these goods is relatively labor-intensive and allows the
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development of expertise that can be disseminated to the rest of the
cconomy.

ltems reserved for the program comprised several other seetors.
The most outstanding, and at the same time controversial, were the
petrochemical and automotive sectors.'® After long and hard negotia-
tions, the petrochemical program was approved in August 1975 and re-
vised slightly in 1978, This sccond SPID required a sizable capital
investment, had an extremely it capital-output ratio, and would
provide negligible employment, mainly to technicians and highly
qualified professionals,

Finally, in 1977 the SPID for the automotive industry was ap-
proved. If the program, which included the allocation of calegories of
vehicles and of main components, had been implemented, it would
have brought about a reduction in the number of vohicle models as-
sembled and specialization in the components produced. However,
partly because of the lack of agreement between the Andean groupand
the TNCs engaged in the sector, the program was not implemented.

Implementation of the SPIDs has been very limited. But this out-
come, rather than being related to the shortcomings of the programs
themselves, was strongly influenced by the trends in ceonomiic policies
being enforced in member countries. The excessive availability of for-
cign funds daring the 1970s weakened efforts o promote further in-
dustrialization and fostered integration to world markets rather than
to regional markets. This factor also caused more intensive activity in
the financial dimension at the expense of other national economic
activities.

What remained in trade relations, therefore, were the tariff prefer-
ences and the development of trade and financial channels, which en-
couraged a signiticant increase in reciprocal trade in manufactures up
to the carly 1980s.

Policies toward foreign investment, When liberalization of recip-
rocal trade within an integration process is not accompanied by coor-
dinated industrial and foreign investment policies, intepration can
weaken the position of the developing country vis-a-vis TNCs. As
mentioned above, the gamut of options open to foreign enterprises is
expanded with cconomic integration, because by investing in any one
country a TNC has access to the markets of all the other member coun-
tries. This is strengthened by the fact that INCs were alrcady cstab-
lished in several countries of the region.
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Various research projects conducted during the 1960s brought to
light the unequal distribution of benefits and costs between transna-
tional enterprises and the host countries. The limited or heterogeneous
contributions they were making to capital formation, technological
progress, development of administrative skills and exports were ex-
posed (Lahera and Sinchez 1985; Tironi 1981; Vaitsos 1974; White 1986).
There were indications that a liberal policy toward foreign capital
turned out to be most attractive to investments with short payback pe-
riods. This was partly a consequence of the investors’ perception that
overly favorable conditions carried the risk of being modified after a
shorttime. On the other hand, the perception of stability appeared to be
a good inducement to investment ventures with more positive effects.
This considerotion led ANCOM to the establishment of what were as-
sumed to be strict but stable regulations,

Thus, uniform standards for the treatment of foreign investment
were approved during the first months of the Andean Pact’s existence.
The agreement, known as Decision 24, established a common set of
rules as the minimum restrictions to be applied by each government to
foreign capital. The rules ailowed for differentiated treatment of activ-
ities closely linked to integration as distinguished from other activities.
Foreign investorsin the first group of activities would not receive more
favorable treatment than the norm, whereas cach country had the op-
tion of making use of clauses of exception for other activities.

Some of the fundamental aspects of Decision 24 were that (1) it was
stable because of its multinational character, that is, it could be modi-
fied only with the agreement of all member countries; (2) the policy
was selective in that each new foreign investment required the explicit
authorization of a national body responsible for the regulation of in-
vestment; (3) it regulated the use of domestic eredit by foreign invest-
ors, and limited the clauses frequently introduced by foreign investors
to restrict exports bearing foreign brands and royalties; and (4) auto-
matic reinvestment of profits and purchase of shares in domestic enter-
prises were required to pass through the same selection process as the
initial investment.'?

The agreement established norms for gradually transferring own-
ership of the foreign firms into domestic hands. Three categories of
firms were defined according to the composition of their capital: na-
tional, mixed, and foreign. National firms were those with rore than
80 percent of Andean capital; mixed firms were those with an Andean
capital share between 51 and 80 percent.™ The remainder were foreign
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enterprises. Decision 24 stipulated that forcign enterprises should
gradually be transformed into mixed enterprises, generally within fif-
teen years. Foreign firms that did not commit to a timetable with do-
mestic authorities for conversion into mixed enterprises waoald not
benefit from tariff preferences within the Andean market. Enforcement
of this provision was left to the host country. Clearly, this was not a rule
against foreign investment, butan attempt to capture for host countries
the potential benefits of the common market.

In the period 1974--84, forty-five agreements of transformation
were signed in Colombia. By 1984, cight firmis had alzeady achieved a
share of at least 51 percent of national capital, thirty-one had operated
within the schedule of transtormation, an- eleven were behind sched-
ule {Lahera 1986). One factor that made compliance with the transfor-
matic:n yule more difficult was the debt crisis that emerged in the early
19480s. 1 he fnancial situation of firms worsened, and foreign currency,
which wa " needed to divest, became more searce, leading to a reduced
intere b taking over shares of foreig: . +«ns,

There was strong opposition to Decision 24 by some foreign invest-
ors and business assaciations. However, there was no significant with-
drawal of investment. New activities were develeped, agreements
defining the conversion of foreign firms into mixed enterprises were
signed, and in general the countries organized or improved insti-
tutions to regulate direet foreign investmen?! (DFI) and developed
some capacity to negotiate with foreign investors and owners of tech-
nology. Nonetheless, member countries gradually weakened their con-
trol pari passu with a general trend of market liberalization (Lahera
and Sanchez 1985-86).

Integration and Crisis in the 1980s

The three significant events during the 1980s were the drastic fall in re-
ciprocal trade in all integration agreements within Latin America, the
replacement of LAFTA by LAIA, and the bilateral agreement between
Argentina and Brazil.

In the carly 19a0s, reciprocal exports suffered a sha rp drop of 35
percent below the 1981 peak. In general, total and reciprocal exports
had been rising until 1981, with the exception of the Southern Cone
countries and Peru, where exports had started receding earlier. This
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was in part due to the financial and terms-of-trade shocks experienced
by the region.

Total exports also fell, ~Iithough moderately, and as a consequence,
the share of reciprocal exports returned to the low levels prevailing in
the mid-1960s."™ The main force behind the drop in reciprocal exports
vas the downward trend in overall imports throughout the region. Re-
cessive domestic adjustments led to a general reduction of imports. In
addition, all countries reintroduced varied restrictions, even on imports
originating in partner nations. Large exchange-rate devaluations also
discouraged imports. Since there were simultancous devaluations in
most Latin American countries, the comparative costs among them did
not change much. However, these costs did change notably vis-a-vis the
industrial nations. Therefore, the volume of exports to the rest of the
world tended to rise.

Total exports of manufactures (under the UNCTAD definition)
performed better than other Latin American exports in the period
1980~85, rising to 23 percent of total exports (IADB and INTAL 1987a).
Terms of trade moved in favor of manufactures, and the combination
of depressed domestic demand and devalued exchange rates contrib-
uted to increase manufactured exports. The change in the destination
of these exports is noteworthy. In nominal terms, sales to the rest of the
world rose 66 percent from 1980 to 1985, while they fell 38 percent
within Latin America.

The conclusion that can be reached is that the region did not man-
age to use reciprocal trade as a compensatory anticyclical mechanism.
Each country tried to reduce imports from all sources, which nega-
tively affected its partners. However, with the same availability of for-
cign currency the debtor nations could have been successful in
maintaining reciprocal imports, which would have meant larger recip-
rocal exports. As a consequence, total exports and overall output, par-
ticularly in manufacturing, could have performed better.!¢

In 1980, LAFTA was replaced by a new agreement called LALA,
with the signing of Montevideo I1. This new treaty had a flexible frame-
work without specific targets. It was not directed toward starting a
new advanced stage but was designed simply to preserve the eco-
nomic cooperation that had survived up to 1980 in an unfavo:able po-
litical environment for integraiion.

The main achievement during the first five years of Montevideo I
has been the renegotiation of the iraport preferences available in 1980.
They comprise both the National and Common Lists, the preferences
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for less-developed partners (called the Historical Patrimony), and the
Complementarity Agreements. The preferences in the lists were nego-
tiated on a bilateral basis, with the exception of the Andean countries,
which acted as a group. Preferences were negotiated as percentages of
national tariffs, which is an improvement over the heterogencous base
of preferences in LAFTA,

Complementarity agreements were replaced by trade agreements
(acuerdos comeraales de alcance parcial) covering 25 sectors. Again, bilat-
eralism was the rule. Half the agreements include only 2 countries, and
only one covered 8 of the 11 country members. Only 23 items, repre-
senting 59 percent of the trade recorded, were captured under the trade
agreements. However, the stability of the agreements must be stressed,
with 21 agreements lasting between 13 and 23 years. The dominance of
bilatralism is apparent. In 1984, of the US52.2 billion of intraregional
imports covered under tariff preferences, 84 percent was negotiated bi-
laterally.

The payments system of LAFTA continued to be active and im-
proved in 1982, Reciprocal trade cevered under the system fell sub-
stantially, roughly parallel with total reciprocal trade. As a
consequence, the share covered by the system declined to around 80
percent. The increase in reciprocal credit lines to US$2.8 billion within
the four-month period of payments was a significant support to recip-
rocal trade (INTAL, EI Proceso de hutegracion de América Lating 1 985-86).

There are two new features in LAIA that must be mentioned. One
is the authorization of deals with non-LAIA nations. Accordingly, Mex-
ico has signed bilateral accords that include tariff and nontariff prefer-
ences with Costa Rica, Cuba, Nicaragua, and Panama. Argentina,
Colombia, and Venezuela have done the same with the Central Amer-
ican countries. The other feature is the regional tariff preference (PAR),
implemented in 1984. Member countries agreed on a PAR ranging
from 2 percent to 10 percent of the external tariffs (plus the equivalent
of other import restrictions). The lower rate applies to the imports of
Bolivia, Ecuador, and Paraguay from Argentina, Brazil, and Mexico;
and the 10 percent applies to the reciprocal trade of the latter three, Be-
cause of lists of exceptions and tariff franchises, the effective PAR is
negligible, with an average price preference in the 0.2-1.2 percent
range. Thus, it has rightly been termed “symbolic” (INTAL, EI Proceso
de futegracion de Amdérica Lating 1985-86: 228).

After a sharp increase in intraregional trade in the 1970s, ANCOM
displayed some trade dynamism until 1982 but collapsed in 1983 with
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a 56 percent fall in nonoil exports. A mild recovery still left 1986 nonoil
reciprocal exports 42 percent below those of 1982. The program of lib-
eralization continued, with Colombia and Peru reducing internal tar-
iffs to zero, but other restrictions were increased. Given the lack of
accomplishments and in order to save the achievements made in
ANCONT, the seeretariat proposed a series of reforms reducing the tar-
getsagreed upon in 1969 and drastically relaxing the balance of market
and planning originally sought. Only 13 percent of the customs items

ere tett i SPIDs, and the investment assignments were relaxed or

uppressed (Salgado 1987). The exceptions were few and were in favor
ot Bolnaa and cuador. These agreements may also be bilateral, as in
LATA, thus we kening multilateralism.,

There was. however, one significant move: a recently established
pesoandue s being used within the payments chamber of LAIA. The
peso andino is a siv-month promissory note tied to the LIBOR rate
(plus a small spread) issued by the Andean Reserve Fund (FAR) and is
delivered to the five central banks members. The notes were first used
in 1985 to scttle imbalances among Andean countries in the ALADI
pavinents chamber.

The Argentina-Brazil accord. In July 1986 the presidents of the
two more-industrialized nations of South America (Argentina and Bra-
zil) signed a statement of cooperation and integration that called for a
gradual process open to othei democratic countries in Latin America.
In December 1986 they ratified their political will to assure the success
of the Economic Integration and Cooperation Program and signed six-
teen protocols onissues as varied as the renegotiation of preferences,
binational firms, an investment fund, biotechnology, economic re-
scarch, and nuclear cooperation.

The agreement that attracted the most attention was Protocol No.
FonCapital Goods, whicn takes the form of an Economic Complemen-
tation Agreement of LAIAL It was designed to regulate production,
trade, and technological development in capital goods (INTAL 1987).

The target of Protocol No. 1 s to form a customs union covering
half of total capital goods (including seven sectors of the LAIA nomen-
clature). It established rising goals of reciprocal trade each year, with an
annual maximum imbalance between the two countries no larger than
10 percent of their trade. Capital goods will benefit from tariff prefer-
ences and, in the case of imports by the public sector, in public auctions
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the supply of the partner would receive half of the 30 percent prefer-
ence available to domestic producers.

Conclusion

For over two-and-a-half decades, there have been formal efforts by
Latin American countries to achieve economic integration. The first
such attempts (LAFTA and CACM) were successful for a number of
years. However, progress eventually stagnated. In both cases, the
schemes adopted at the start seemed to have exhausted their capacity
to continue the process of economic integration. Neither organization
included a comprehensive system directed toward a balanced distribu-
aon of the benefits and costs of integration.,

In LAFTA, the achievements were especially limited. It was a less
comprehensive scheme than that of CACM, and the distributive prob-
lem was greater because of the greater heterogeneity of its members.
Flowever, trade did expand and the scheme allowed some specializa-
tion in production and a higher rate of utilization of installed capacity
in countries that nad advanced in their industrialization with an in-
ward approach during the 1940s and 1950s.

The design of the more recent Cartagena Agreement benefited
from the experience gained by the Andean countries with their partic-
ipationin LAFTA. The terms of the agreement took shape through the
successive proposals of the Junta and decisions of the commission and
through the general implementation of the agreement and its proto-
cols. Achievements inchided liberalization of reciprocal trade; the es-
tablishment of a minimum CET in its two steps covering the period
1972-76 and 1977 onward, respectively; the establishment of norms for
common treatment of foreign investment; the basis for an Andean tech-
nological policy and several Andean Programs of Technological Devel-
opment; a development program for the metallurgical-mechanical
scctor; and the FAR and Court of Justice. With all its shortcomings and
downswings and the difficulties in incorporating broader sectors, the
process moved ahead throughout the first decade of the existence of
ANCOM.

Notwithstanding the progress achieved by the Andean Pact, eco-
nomic integration of the Latin American countries suffered serious set-
backs in the 1980s. Already approved decisions were being loosely
implemented, and many other important decisions awaited approval
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and implementation. Most important of all were the many common
decisions that were already adopted but not fully implemented.

It is not uncommon for integration schemes in the economic his-
tory of Latin American countries to have unfulfilled goals. An analysis
of national policies during the period under review shows numerous
failures and shortcomings. Additionally, the many political changes
taking place within cach member country were a source of strain for
the integration schemes.
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Japan and the United States:
Roles in Asian Development

The world now faces serious international economic disequilibrium.,
Since 1985 the U.S. cconomy has been suffering from its current account
deficit externally and its fiscal deficit internally and has fallen to the po-
sition of a net debtor. On the other hand, Ja pan has recorded a huge sur-
plus inits current account during these years and is the la rgest creditor
in the world. This disequilibrium is primarily due to the economics of
the Reagan administration, which emphasized tax reduction, expecting
it to result in increases in saving, investment, productivity, cconomic
growth, and fiscal revenue. However, contrary to this optimistic expec-
tation, the United States has increased consumption rather than saving,
which hasled to the expansion of the fiscal deficit. Because of the strong
dollar, maintained until the agreement between the G-5 nations (United
States, Japan, Britain, West Germany, and France) in September 1985,
U.S. exports until that year were handicapped and imports were en-
couraged. A number of American firms shifted their production to
countries other than the United States, further reducing the nation’s ex-
portcapacity. Thus a domestic consumption boom was cou pled with a
rapid increase in imports. These twin deficits were offset by aninflux of
foreign capital. Undoubtedly, the most important task for President
Bushis to cut government expenditures, raise tax revenues, restrain do-
mestic consumption, and strengthen export potential.
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Japan cannot entirely escape from responsibility for the interna-
tional economic disequilibrium. Throughout the process of postwar
economie recovery and development, it has pursued an economic phi-
losophy that emphasizes production and exports. As a result, the so-
called fullest production system has been constructed. Substantial
import restrictions have been retained, covering a variety of agricul-
tural, marine, and dairy products. Almost all tvpes of manufactured
goods, ranging from labor-intensive light manufactures to capital-
intensive heavy industrial products and chemicals, have been pro-
duced in Japan and exported abroad.

In the years prior to 1985, Japan achieved economic growth that
was mainly based on external demand encouraged by the low value of
the yen. This would appear to explain the accumulation of the nation’s
current account surplus to historic levels. Thus Japan faces the task of
changing its policics in the direction of emphasizing consumption and
imports and of altering its “fullest production system” to fully imple-
ment the principle of international division of labor. Japan has been
proceeding in this direction in recent vears by opening its markets and
expanding internal demand. This process has particularly been accel-
erated by the rapid increase in the value of the yen since 1985, Japan is
now in the midst of an economie structural adjustment.

With this as background, this chapter analyzes the economic rela-
tions of the United States and Japan with the Asian developing coun-
tries. Developing /- includes the Asian NICs except Taiwan (Fong,
Kong, Korea, and Su... core), the ASEAN-4 (Indonesia, Malaysia, the
Philippines, and Thailand), and other Asian countries that mainly con-
sist of the South Asian countries and China. Export flows from both the
United States and Japan to Asia are discussed. The significant role of
Japan as a main supplier of inputs (machinery and equipment) neces-
sary for cconomic development in the Asian developing countries is
emphasized. Import flows from Asia to the two developed countries
are examined.! Highlighted is the crucially important role of the
United States in providing a large market for the exports of the Asian
countries. In spite of its tremendous efforts in recent vears, the role of
Japan nas still been limited in this respect. Capital outflow from the
United States and Japan in the form of official development assistance
(ODAYand direct foreign investment (DFD is considered. After review-
ing the general tendencies of the flow, Japanese DFIin Thailand is ex-
amined as a case study on recent Japanese initiatives in Asia. Finally,
the expected role of Japan in the context of its industrial adjustment
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and of the radically changing environments in the dynamic Asian
economies is analyzed.

Role of Supplier of Essential Inputs for Asia

Exports from Japan to the Asian developing countries, from 1982 to
1986, accounted for 25 to 27 percent of Japanese total exports. Thus
Asia has been an important export market for Japan. The Asian devel-
oping countries have absorbed huge amounts of Japanese products. In-
cidentally, the U.S. share of total Japanese exports exceeded Asia’s and
showed a tendency to increase during these vears. This demonstrates
the widening, Japanese trade surplus with the United States, which is
resulting in increasing cconomic friction between the two countries.
The commaodity composition of Japanese exports to Asia has been
concentrated in manufactured goods (SITC 5-8) in general, and ma-
chinery and transport equipment (SITC 7) in particular. The former ac-
count for 94 to 95 percent of total exports, while the latter make up
nearly half of the total. (It is noteworthy that in these years the share of
machinery and transport equipment has been on the increase, rising
from 46.1 percent in 1982 to 51.9 percent in 1986.) If these inputs had
not been available from Japan, the Asian developing countries would
not have experienced satisfactory rates of economic giowth.
Although relevant data are not presented here, Japan must have
been one of the main suppliers of essential inputs for the individual
Asian developing countries. For example, it is widely recognized that
as exports of final manufactured products from Korea to the world
market expanded, Korea in turn increased its imports of various mate-
rials, intermediate products, and parts from Japan. Thus an unfavor-
able balance of trade between the two countries resulted. This also
holds true for the relations of Japan with other Asian countries
(Taiwan, Hong Kong, Singa pore, the Philippines, Thailand, and China,
among others). Only Indonesia and Malaysia have had favorable trade
balances with Japan because of their high exports of raw materials, in-
cluding oil. But even for these two countries, supply of manufactures
from Japan—mainly machinery and equipment—seems to be in-
dispensable for their industrial development. The trade balanee
between Japan and Asia as a whole favored Japan from 1982 to 1986,
as can be seen in the U.N. Commodity Trade Statistics for those years,
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Furthermore, the Japanese trade surplus has shown an upward trend
year by year.

The value of U.S. exports to Asia has remained nearly constant in
the past five years and has been smaller than that of Japan. Japanese ex-
ports were greater by 32.2 percent in 1982, 47.6 percent in 1983, 55.6
percentin 1984, 70.7 percent in 1985, and 87.8 percent in 1986, while the
share of US. total exports to Asia ranged from 13 to 14 pereent through-
out this period. Thus it can be asserted that U.S. exports to Asian de-
veloping countries are not as significant for the United States or for
Asia as are those from Japan.

The commodity composition of U.S. exports to Asia is more diver-
sified than that of Japan. Exports of food (SITC 0) and crude materials
(SITC 2) constitute a considerable portion of US. exports. The propor-
tion of manufacturing exports (SITC 5-8) to total exports ranges from
65 to 73 percent, and the proportion of machinery and transport equip-
ment (SITC 7) remains at 35 to 46 pereent, with both these proportions
clearly increasing each vear over the period. The significance of the
United States as a supplier of essential inputs to Asian developing
countries is undeniable, but its role has been rather limited in compar-
ison with Japan's. As previously mentioned, it is now crucially impor-
tant for the United States to expand its exports in order to reduce the
current account deficit. The Asian market—not only Japan, but also
developing Asia—is expected to be an important one for U.S. exports.
Because of the appreciation of the NICs' currencies against the US.
dollar, the opening of markets by these countries, and the strengthen-
ing of U.S. competitiveness, total U.S. exports to the Asian NICs
showed a tremendous increase in 1987 and in the carly months of 1988,

Role of Absorbers of Asian Products

U.S. imports from Asian developing countries for the five-year period
1982-86 accounted for 15 to 18 percent of total imports. Morcover, the
value of U.S. imports from Asia has been larger than Japanese imports
from Asia throughout the period and has increased each year, while
Japanese imports have remained nearly constant. The main reason for
this scems to have been the stagnation in the price of primary commod-
ities, which account for a larger proportion of Japanese imports from
this region. U.S. imports from Asia exceeded those of Japan in absolute
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terms by 7.8 percent in 1982, 39.8 percent in 1983, 56.2 percent in 1984,
66.2 percent in 1985, and 95.2 percent in 1986,

U.S. imports from Asia have largely consisted of manufactured
goods. Approximately 80 to 90 percent of U.S. imports are manufac-
tures. Among them, the share of miscellancous manufactured goods
(SITC 8) has been predominant. The share of manufactures increased
rapidly from 76.8 percent in 1982 to 87.1 pereent in 1986 in these five
years.

The upsurge of domestic consumption in the United States and the
rising trend in imports are blamed for the twin deficits. Because of these
trends, the United States has played an important role as an absorber of
Asian manufactured products. Without the United States as the ab-
sorber itis difficult to imagine the industrial development of Asia. The
United States has recorded balance-of-trade deficits in the period in
question. The US. trade deficit with Japan is well known and is one of
the key factors explaining the economic friction between the two coun-
tries. The trade balance between the United States and developing Asia
has also been unfavorable to the former. The U.S. trade deficit in rela-
tion to Asia was equivalent to 23.8 perzent of the total U.S. deficit in
1982, The corresponding figures tor 1983, 1984, 1985, and 1986 were
26.4,239,22.1, and 22.8 percent respectively. Because of these deficits
the U.S. government has put pressure on the Asian NICs to appreciate
their currencies against the U.S. dollar and has declared the graduation
of the NICs from the Generalized System of Preferences (GSP) after 1
January 1989, It is understandable that the United States is concerned
about the rapidly increasing levels of imports from Asia, particularly
from the Asian NICs. Again, however, the role the United States has
performed so tar in providing a market for Asian developing countries
and in promoting their cconomic success must be appreciated.

On the other hand, the Japanese contribution in this resvect has
been rather poor. Japan has absorbed 26 to 28 percent of total imports
from Asian developing countries i the peried 1982-86. These shares
are greater than the percentage shares of imports from the United
States, demonstrating that Asia is an essential import market for Japan
too. They are also larger than the Asian share in U.S. imports. FHowever,
as pointed out earlier, the value of Japanese imports from Asia has been
smaller than that of U.S. imports from Asia over the period.

The overwhelming proportion of lapanese imports from  this
region have been composed of primary commodities (SITC 0-4) in
general, and mineral fuels (SITC 3) in particular. Mineral fuels, largely
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imported from Indonesia, alone accounted for 54.2 percent of Japanese
imports from the region in 1982, Though this share shows a decreasing
trend, it was still 34.6 percent in 1986, In contrast with the United
States, Japanese imports of manufactures from Asia have been limited.
It should be noted that the Japanese share of manufactured goods as a
proportion of imports has been expanding steadily, from less than 20
percentin 1982 to mor» than 30 pereent in 1986, Nevertheless, the level
is smalland the rate of increase slow. In this sense Japan has not played
a major role as an absorber of Asian-made manufactures.

Japan has been the largest supplier of necessary inputs for Asia,
but the United States has previded the market for its goaods. This sort
of asymmetrical division of labor between two developed countries
cannot continue. Under strong pressure to rectify the twin deficits, the
United States will be foreed to restrict consumption and imports. Thus
it is commonly argued that Japan will need to take up the slack by in-
creasing consumer imports. In this respect, prospects are optimistic.

Since September 1985, Japan has been transforming its economic
structure in the direction of more consumption and imports. The price
mechanism operating in the era of the strong ven has promoted this
transformation. First, ¢ strong yen encourages imports. Second, a
number of Japanese firms—especially small ones in the com paratively
disadvantaged sectors—have turned to the Asian NICs, the ASEAN-4,
and other developing countrics for survival. The main goal of these
countries is to export their products to the Japanese market. The non-
price-competitive power of the Asian developing countries has admit-
tedly been improved in terms of quality, design, and delivery. The
attitude of Japanese consumers toward Asian-made goods has become
more favorable in a short span of time. The income effect generated
from the expansion of domestic demand, that is, the increase in £OV-
ernment expenditures on public works, is likely to be favorable for im-
ports. Japan is now prepared to execute its responsibility as an
absorber in Asia. Not only have Japanese imports from the Asian de-
veloping countries increased in recent months, but also imports of
manufactured goods in particular have increased dramatically (Nilion
Keizai Shinbun, 30 January, 7 and 26 February, and 20 March 1988),
Morcover, the rate of penetration of imports— for example, of photo
film, calculators, black-and-white televisions, radio cassettes, cameras,
and cotton fabrics-—in the Japanese market showed a rising tendency
(Ninon Keizad Shinbun, 30 March 1988).
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Rele of Suppliers of Capital

Official development assistance (ODA). Until very recently, the
United States has beer. the largest provider of ODA to the developing
world. In spite of the prevailing opinion that the United States has tired
of providing external assistance, the share of US. ODA in total de-
velopment assistance showed an increasing trend in the earlv 1980s.
However, the ratio of U.S. ODA to U.S GNP is low and there is no sign
of anv improvement. Moreover, the share allocated to Asian devel-
oping countries has been small—17.6 percent in 1982 and 10.5 percent
in 1984,

Prior to 1988, Japan was the second largest source of ODA after the
United States. However, the ratio of ODA-to-GNP has remained con-
stanit at around 0.3 percent. Partly due te the efforts of the Japanese
government and partly due to the appreciation of “he yen, Japanese
ODA is expected to increase rapidly in the letter half of the 1980s and
surpass U.S. UDA.? The greatest share of Japanese ODA has gorie io
Asian developing countries, although the share of Asia overall has de-
clined from more than 70 percent in 1980 to neariy 65 percent in 1986.
As a result, Asia has received larger amounts of DDA from Japan than
from the United States. The major sector to whih Japanese ODA has
been directed is public works, but it is also committed to a variety of
tields, ranging from industrial activities to health and education. It is
expected that Japan will contirtue to contribute to the economic devel-
opment of Asia.

Much eriticism has recently been directed toward Javanese ODA.
Itis said that its ratio of ODA-to-GNP is low, as previously mentioned.
Critics add that the grant element in economic assistance nrojects and
tnesatio of grants to total Japancse ODA are also low. In addition, con-
ditions of the loans are more restrictive and the proportion of technical
assistance small, Much assistance, too, is tied to procurement from
Japan (although this condition may be overstated). In view of these
criticisns, it is crucial for Japan not only to increase the amount of its
ODA but also to improve its content and conditions. It is widely argued
in Asia that repayrnent of loans from Japan has become difficult be-
cause of the appreciation of the yen. This is another reason why Japan
should mitigate the conditions of its offers of ODA. It might also be
possible for Japan to considler importing Asian goods denominated in
yen.
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Japan now has plans to recycle its huge balance-of-trade surplus to
developing countries in various forms up to a value of US$20 billion.
Perhaps the largest proportion could be disbursed to the developing
world, including Asia, in the form of increased ODA,

Direct foreign investment (DFI). Available data on U.S. DF] in
Asia are fragmented. However, some characteristics of DFI in Asia are
revealed in materials  published by the Japan External Trade
Organization’s White Papers on Foreign Direct Investiment of the World and
Japan (JETRO).

The stock of USS. foreign investment in the world at the end of 1 980
was US$215.4 billion and reached the level of US$259.9 billion by the
end of 1986. The United States has been the largest investor in the
world, but the rate of increase in its investment has been rather stag-
nant. In tact, the share of the United States in total world investment
has shown a decreasing trend. It was 48.6 percent of total world tlows
in the period from 1971 to 1979, but only 19.2 percent in the period from
1980 to 1985. During the latter vears, new investors, such as tlie United
Kingdom, West Germany, Canada, and Ja pan, have enwerged and have
steadily increased their contributions,

However, the investment position of the United States in develop-
ing Asia has shown a clear upward trend, increasing by 90.8 percent
from 1980 to 1986. The LS. investment position in Asian developing
countries in manufacturing industries was nearly US$2.6 billion at the
end of 1980, but increased to US$3.5 billion by the end of 1985, an in-
crease of 37.9 percent. Among the manu facturing firms, investment in
clectrical and electronics industries was heaviest with a 2.1-told in-
crease in investment stock, from US$710 million at the end of 1980 to
nearly USS1.5 billion at the end of 1985. The main recipients of U.S. in-
vestment in these fields were Singapore, Malaysia, and Taiwan. In
other fields, Hong Kong is becoming a main target of U.S. investment,
which is also aiming at the larger market in China.

One of the important features of U.S. investment in Asia is its focus
on offshore production. Of the products manufactured by all US.
subsidiaries overseas, 5.3 percent were directed to the local market,
10.5 pereent were brought back to the United Sta tes, and 24 percent
were exported to third-party countrics. Output of U.S. subsidiaries in
Asia, on the other hand, was largely directed to export markets; for
them, according to a report of the U.S. Department of Commerce in
1982, the corresponding figures were 41.3 percent, 22.6 percent, and
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36.1 percent, respectively. Exports were even more important in the
electrical and electronics industries invested in by the United States,
where the figures were 12.2 percent, 65.2 percent, and 22.6 percent re-
spectively. Of the electrical and elec tronics products manufactured in
Singapore, 76.8 percent were brought back to the United States. The
corresponiding figures for Malaysia and Taiwan were 74.5 and 76.5 per-
cent, respectively.

In sum, the stock of U.S. investment in Asian developing countries
has shown an increasing trend in the 1980s toward the clectrical and
electronics industries in spite of general stagnation in its total invest-
ment. In addition, the output from Asia of those companies was largely
exported to the United States. The balance-of-trade deficits of the
United States with Asia would scem to have been due to such behavior
by U.S. investors.

Japanese DFI has expanded rapidly in the 1980s. The outflow in
fiscal year 1986, which was equivalent to US$22.3 biliion, was nearly
three times the amount in fiscal year 1982 (table A.16). The cumulative
amount since 1951, when Japan reopened its foreign investment activ-
ities after the Second World War, amounted to nearly US$106 billion as
of 31 March 1987. However, overseas investment in Asian developing
countries has not shown any substantial increase. The share of Asian
developing countries has declined from 22.7 percent in fiscal year 1983
to 10.4 percent in fiscal year 1986, This means that the largest propor-
tion of Japanese foreign investment has been directed toward devel-
oped countries in North America and Europe with the purpose of
mitigating serious trade friction between Japan and other developed
countries, especially the United States.

The flow of Japanese foreign investment to Asia by industry on the
basis of the cumulative amount as of the end of fiscal year 1986 was
nearly US$22 billion, or 20.6 percent of total outflows. As table 9.1
shows, investment in manufacturing industries accounted for 38.2 per-
cent of the total; investment in resource development, mainly mining,
for 31.2 percent; and the share of investment in commerce and service
industries for 29.1 percent. As the specialization coefficient (column
B/Ain table 9.1) clea rly indicates, investment for resource development
and in manufacturing industries—particularly textiles and other mis-
cellancous goods—has been prominent. On the other hand, the spe-
cialization cocfficient of investment in commerce, finance and
insurance, in transportation, and in real estate was low. Japanese in-
vestment in manufacturing industries has been aimed primarily at
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Table 9.1
Japanese DFI by Industry
(according to the accumulated sum at 31 March 1987)

L MWedd o Asa
Coefficient
Specializa-
Industry Percent of Percent of tion
US Smillions  Total () USSmihons  Total{B) (B/A) x (100)
Food 1,218 1.1 284 13 118.2
Textiles 2,146 20 1,203 55 275.0
Lumber and Pulp 1,178 1.1 200 09 818
Chemicals 4,337 4.1 1,339 6.1 148.8
Ferrous a.d
Nonferrous Metals 5518 5.2 1,758 8.1 155.8
Machinery 2,597 25 675 31 1740
Electric Machinery 4,734 45 1,095 5.0 111.1
Transport Equipment 4,201 4.0 822 38 95.0
Others 2.276 2.1 946 4.3 204 8
Manufactures Subtotal 22,206 26.6 8,321 38.2 1436
Agriculture and Forest 795 0.8 247 11 1375
Fish and Marine 494 05 108 0.5 100.0
Mining 12,424 11.7 6.438 29.5 252.1
Resource Development
Subtotal 13,713 129 6,793 31.2 2419
Construction 1,047 1.0 238 1.1 110.0
Commerce 14,538 13.7 1,270 58 42.3
Finance and Insurance 18.099 17.1 1,069 49 28.7
Service 6,246 59 2,489 11.4 1932
Transpei iation 7,826 7.4 253 1.2 16.2
Real Estate Business 6,531 6.2 404 1.9 306
Others 6,285 5.9 627 29 492
Commerce and
Service Subtotal 60,572 57.2 6,350 29.1 509
Branch 2,884 27 289 1.3 48.1
Acquisition of Real Estate 595 06 37 0.2 333
Other Subtotal 3479 i3 326 15 455
TOTAL 105,970 100.0 21,790 100.0 100.0

SOURCE: Exportdmport Bank of Japan, data bank.
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production for the local market, as an import-substituting type of
investment.

After September 1985, a number of Japanese firms rshed invest-
ment into the Asian NICs and the ASEAN countries, with the purpose
of exporting Asian-made products mainly to the Japanese market. This
trend accelerated in 1987 and 1988. Thus it might be said that Japanese
DFI will foilow the same course as that of the United States in the near
future and will contribute to expanded lapanese imports from Asia.

After the readjustment of the foreign exchange rate i 1985, many
Japanese firms began to shift their production activities abroad. One of
the main flows of Japanese DFI has been directed toward neighboring
developing Asia. Among the Asian developing countries, Thailand has
been the most attractive target. According to the data published by the
Thai Board of Investment, in 1987 alone, 204 Japanese firms applied for
new investment in Thailand. They sought a variety of incentives, such
as exemption from import duties for imported machinery and equip-
ment and three- to eight-year holidays from business taxes. The num-
ber of investors was 3.8 times larger than it was in 1986 and amounted
to 31.9 percent of the total applications by foreign firms. The planned
investment by 204 firms amounted to 47.7 billion baht (one baht equals
approximately US$0.04), which was 3.2 times larger than japanese in-
vestment in 1986 and equivalent to 31.5 percent of total investment by
foreign firms. Japanese investment ranked first in developing Asia in
both number and value of investments. Taiwan ranked second in num-
ber of investments with 178, and the United States ranked second in
terms of value of investments with 20.5 billion baht. The estimated
number employed by the 204 Japanese firms was over 100,000. This
trend continued in 1988. Twenty-three Japanese firms planned to move
into Thailand in January 1988 with nearly 7.2 billion baht in invest-
ment. If firms that had not applied to the Board of Investment had been
included, Japanese investment in Thailand would have been even
larger.

Japanese DFI to Thailand appears to have one significant charac-
teristic. According to Board of Investment data covering the period
from January to July 1987, among 105 firms applying, sixty-four firms
(61 percent) were export-oriented (in firms aiming to export more than
80 percent of their output, 100 percent Japanese capital is permitted),
and sixty-seven firms (64 percent) were small-scale with planned in-
vestment of less than 100 million baht. The industries in which the Jap-
anese are investing are diverse and include primary commodities,
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processed goods (marine products, canned food and fruits, jewelry),
labor-intensive light manufactures (toys, sporting goods, wig making,
garment manutacturing), machinery and parts (electrical and elec-
tronic products, precision instruments, and transpost equipment), pet-
rochemicals, department store and supermarket construction, and
language school management. More than a few of these industries
come from a sector in which Japan had lost international competitive-
ness; the firms in these industries are small firms from a comparatively
disadvantaged secter of the Japanese econcmy that sells its products to
the world as well as to Japan. This is in contrast with the capital move-
ment from Japan to Thailand in the carly 1960s, which involved large
firms aiming toward import-substitution production in Thailand.

The push factor behind these capital outflows in the form of DFI is
obvious. Because of the appreciating yen, the comparatively advan-
taged sectors of the Japanese economy have been forced to seek new
areas of comparative advantage internally or move to the developing
countries for survival. Thus, this capital outflow may be regarded as a
part of the process of international industrial adjustment. In that case,
what is the pull factor on the Thai si”e?

The improvement in the investment climate in Thailand has been
dramatic. First, the productivity of Thai workers has increased. It is
said that the level of skill of the young female Thai laborer now
matches or exceeds the Japanese standard. Frequent changing of jobs
is not now the common practice among laborers, who are adjusting to
the Japanese style of management. Second, a new generation of entre-
preneurs who studied abroad in Japan and the United States is emerg-
ing. They have not been spoiled by working in family businesses and
are able to apply modern labor-management principles and quality
control. Their technical standards are also higher, enabling them to be
subcontractors to Japanese firms. Third, the discipline and efficiency of
Thai bureaucrats, including Board of Investment staff, have been
strengthened. Fourth, and most important, the middle class in Thai-
land has grown. New it is possible for more of them to purchase the
new houses being constructed in the suburbs of Bangkok. They consti-
tute enough of a market to support new department stores. Finally, the
infrastructure in Thailand has improved considerably. Access to air-
ports, road transportation, teleccommunications, and construction of
export-processing zones have increased. These have all made the Thai
business environment more favorable for foreign firms.
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Thailand also has an inherent comparative advantage because of
its good economic performance, social and political stability, availabil-
ity of cheap labor, and the friendly nature of its people. These factors,
coupled with the improve { investment climate, constitute the pull fac-
tor on the Thai side and have led to the rush of investment flows into
Thaitand. A good investment climate is ezsential in order for develop-
Ing countries to attract DFI on a sufficient scale. Outflow of Japanese
capital will induce the potential for exports of machinery and equip-
ment from Japan to Thailand. But many Japanese firms investing in
Thailand are now motivated by the possibility of exporting Thai-made
products to the Japanese market, a development often called the “boo-
merang ctfect.” Inaced, the expected role of Japanese DFf in Asia is to
promote the export of a variety of goods from host countries to the Jap-
anese market, thus sirengthening the role of Japan as an absorber of
Asian products. Japanese investmenrt should also encourage economic
development in countries like Thailand by creating employment op-
portunities, developing human resources, transferring technology, and
providing work for native subcontractors. Direct investment naturally
entails some friction between investing and host countries. The night-
mare in the carly 1970s of strong anti-Japan sentiment in Thailand
comes to mind. But as long as Japanese firms are export-oriented and
are intermediaries connecting Thai exports with Japanese imports, it is
hoped that a repetition of this can be avoided.

Conclusion

The United States and Japan both play important roles in Asia as sup-
pliers of necessary inputs for industrial development, as absorbers of
output, and as distributors of external capital to the Asian developing
countries. Japan has supplied a variety of manufactured goods, mainly
machinery and equipment, to Asia, and the United S ates has provided
the largest market for Asia’s gaods. Since the United States faces the
task of curtailing its government expenditures and private consump-
tion in order to rectify its serious twin deficits, Japan must assume the
responsibility of being an absorber of Asian products. Japan is strug-
gling to accomplish this through reduction of tariff and nontariff bar-
riers and through expansion of internal demand. For the United States,
it remains desirable to make every effort to increase exports to the
Asian countries, including Japan.
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It is essential for Asian developing countries to encourage itra-
regional trade. Asia contains a variety of countries in different stages
of economic development: the Asian NICs, the ASEAN countries,
China, and others. There is ample space for the expansion of intra-
regional trade. Each of these countries is capable of absorbing the
others’ goods.

Japan has become and will continue to be the largest provider of
ODA in the world. Japanese ODA has been conesntrated in the Asian
developing countries and has focused on contributing to the establish-
mient of firm found-tions for their economic development. In the -
ture, Japan should improve the contents and conditions of its ODA.
Japanese DFI to the Asian developing countries has also been increas-
ing. After September 1985, a number of Japanese firms rushed to inveat
in the Asian N1Cs and the ASEAN countries with the main purpose of
bringing Asian products into the Japanese market. This movementard
momentum is likely to strengthen Japan’s role as an absorber of Asiaa-
made manutactures.

In 1987, the Japanese government recently outlined an economic
assistance program for the developing countries that integrated ODA,
DFI, and increased imports to Japan (MITI 1987). This approach, to-
gether with @ thorough transformation of the economic structure in
Japan, can be expected to expand Japan’s role in Asian development
and at the same time meet the growing and urgent needs of the Asian
developing countries.
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1 O Carlos Juan Moneta

Latin American Economic
Relations with the United
States and Japan

Latin America has bezome less important in world trade. In 1970, the
region’s exports were 5.5 percent of total world trade, but by 1986 this
figure had dropped to 4.1 percent (Sistema Econémico Latino-
americanc [SELA] 1987a). This decline in export share is evident in
trade with the European Community (EC) and with the United States.
Price declines in primary and energy products have reduced the value
of Latin American exports. Although export volume has increased, the
value of exports was equal in 1986 to the average for 1979-80. This is
a cause for concern, since exports provided approximately 70 percent
or the region’s foreign currency between 1978 and 1981, and in 1986
amounted to 93 percent of the total income (Inter-American Devclop -
ment Bank [IADB] 1987). Although the region has had trade balance
surpluses in recent years, these were due more to a congraction in im-
ports than to an expansion of exports. The surpluses served to repay
some of the large external debt of the Latin American countries,
Furthermore, Latin America continued to be preduminantly a
commodity exporter. Despite an increase in the share of manufactu red
exports, exports of primary products and food amounted to almost 80
percent of total exports in 1984. On the import side, primary products
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made up between 18and 19 percent of total impuoits over the last fifteen
years, while fuel imports trinled from 6 percent in 1970 to 20 pereent in
1984. Despite their high share, Latin American imports of manufac-
tured goods declined from 76 percent in 1970 to 62 percent in 1984
(SELA 1987a).

There have been changes in the relations between Latin America
and the developed and developing countries. In the early 1980s, Latin
American trade gradualiy moved awav from Western developed coun-
trics and toward the developing ones. However, since the external debt
crisis, Latin American trade has shifted once again to developed mar-
kets, with exports to the developed countries increasing from o4 per-
cent of total exports in 1981 to 66 percent in 1986, At the same timie,
intraregional trade has decreased in importance. During this same pe-
riod, the share of Latin American exports going to the developing
countries (including other Latin American countries) decereased from
28 t0 23 percent of total exports, and the share of imports dropped from
nearly 33 to 30 percent (SELA 1987a).

Trade Relations with the United States

U.S. exports to Latin America fell from 18 percent of total U.S. exports
in 1981 to 14 percent in 1985 but increased slightly in 1986. Between
1981 and 1985, U.S. imports from Latin America fell from 16 to 14 per-
centof totalimports. In 1986, U.S. imports from Latin America fell even
further by 9 percent to US$39.5 billion, largely as a result of a reduction
in hydrocarbon purchases (General Agreement on Tariffs and Trade
[GATT] 1987). At the same time, U.S. imports from other developed
countries and the Asian newly industrializing countries (NICs) in-
creased significantly. The decrease in Latin American exports to the
United States occurred during a sharp reduction (almost 15 percent) in
the region’s exports worldwide. As a result of these changes, the U.S.
deticit with the region has slowly declined since 1985.

Latin American sales have been concentrated in the US. market. I
1982, approximately 50 percent of total Latin American sales were to
the United States. Moreover, almost 90 percent of the increase in Latin
American exports to the Organisation for Economic Co-operation and
Davelopmeny (OECD) markets was concentrated in the United States
(SELA 19875). Imports reflected a similar situation: almost 40 percent
of total Latin American imports were from the United States. This
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concentration in the U.S. market, which is in contrast to the greater di-
versity in export markeis that prevailed in the 1970s, places the region
in a state of dependency. At the same time, there has been a significant
reduction in reciprocal intra-Latin American trade.

Yet protectionist trends have continued in the United States along
with coercive measures applied to medium- and small-sized Latin
American countries for political reasons, such as the Nicaraguan sugar
quota and the measures of retaliation against Cuba. In addition, the
Caribbean cconomies may have been ad versely affected by the adjust-
ments made to the US. sugar quotas despite evaluations by the U.S.
Department of Commerce and U.S. Department of State, demenstrat-
ing the benefits obtained by the Caribbean countries from the Carib-
bean Basin Initiative,

Among both the supporters of U.S. protectionism and those in
favor of openness in US. policy, there s a perception that the U.S. trade
imbalance is a result of an asymmetrical situation in the relative open-
ness of the U.S. market with other countries. U.S. legislation in recent
years has legitimized this perception and confronted the so-called un-
fair competition. Noteworthy among these proposed legislative
changes are the 1984 Trade and Tariffs Act; the amendments to section
30T of the 1974 Trade Act (whereby the executive branch would be ob-
ligated, under certain circumstances, to decree for the application of
trade retaliation measuros); the provisions regarding reciprocity in
teleccommunications and intellectual property rights; the amendments
to antisubsidy legislation; the amendment proposed by Representative
Richard A. Gephardt of Missouri by which trade sanctions would be
applied to countries that have significant trade surpluses with the
United States; and H.R. 3, the Omnibus Trade Act (SELA 1987a). Spe-
cial mention should be made of the 1985 Food Security Act. The act,
which is aimed at recovering U.S. markets lost to EC competition
through subsidized sale of cereals to ihe Soviet Union and possibly
China, would have negative effects on Latin American agricultural ex-
porters. Most of the legislation mentioned aims to obtain greater access
to other markets and sets up obstacles for Japanese and EC imports
into the United States, as well as for imports from the more successful
NICs, including the Asian NICs, Brazil, and other major Latin Ameri-
can countries.

Prospects for greater protectionism are good. The current political
discourse on trade appears to include plans for forcing a liberalization
of external markets, protecting the domestic market, and restricting the
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benefits to countries not accepting or satisfying U.S. demands (Wash-
ington Trade Report 1987).

Trade Relations with Japan

Latin America has also declined in importance as a trading partner
with Japan. While Latin America accounted for 8 percent of total Jap-
anese exports in 1975, the share of Japanese exports destined to the re-
gion declined to only 5 percent by 1985. This was small relative to the
share of the Asian developing countries. In 1985, China had a 5.0 per-
cent share, Korea, a 3.2 percent share, Taiwan, a 2.6 percent share, Ma-
laysia, a 3.3 percent share, and Singapore, a 1.2 percent share (Japan
Tariff Association [JTA] 1987). Two factors have contributed to the de-
cline in the Latin American share: the sharp contraction of Latin Amer-
ican imports resulting from its external debt, and the significant in-
crease in Japanese exports to the U.S. market, from 35.2 percent of total
exports in 1984 to 38.5 percent in 1986 (Bradford and Moneta 1987).

Looking more closely at Japan-Latin America trade, we can see
that 76 to 80 percent of Japan’s exports ‘o Latin America are destined
for Mexico, Panama, Venezuela, Brazil, Chile, Peru, and Argentina. Of
this group, Mexico and Brazil purchased the highest percentage (0.5
percent each) of the total Japanese exports in 1986 (JTA 1987). These
imports from Japan consisted largely of machinery and transport
equipment (79.5 percent), manufactured goods (11.6 percent), and mis-
cellaneous light industrial items (5.2 percent).

Correspondingly, Japan’s share of Latin American exports de-
creased from 7.2 to 5.3 percent between 1970 and 1984, Latin American
fuel exports to Japan, following an initial increase, declined in the last
decade. This decline was offset somewhat by an increase in exports of
manufactured goods between 1980 and 1984. Although the increase in
exports of Latin American manufactured goods is still modest, it oc-
curred when the Latin American share of Japanese exports decreased.
Imports to Japan of manufactured goods have increased relative to im-
ports of natural resources. Nevertheless, because of Japan’s need for
raw materials, commodity trade in agriculture, petroleum, petroleum
by-products, and mineral products continues to be very important
(Bradford and Moneta 1987).

While Japan's share of Latin American exports remained relatively
constant, Latin America’s imports from Japan increased from 6.8



Latin American Relations with the UL.S. and Japan 201

percent in 1981 to 8.4 percent in 1986 (GATT 1987). There has been a
growing Latin American deficit in trade with Japan for over a decade.
In 1986, Japan’s exports to Latin America amounted to US$9.5 billion
and its imports from the region to US$6.2 bidion, tirereby yielding a
surplus of US$3.3 billion for Japan. This exceeded the trade balance of
the previous year by almost one billion dollars. Nonetheless, the Jap-
anese surplus fell in 1987. In that year, Japanese exports to and imports
from the region are estimated to have been US$8.7 billion and US$%6.4
billion, giving Japan a surplus of about US$2.4 billion—a reduction of
27.6 percent. To adequately evaluate this data, it is nevertheless neces-
sary to apply the effects of the appreciation of the yen and the J-curve
(SELA 1988).

Among the international political problems facing the Takeshita
government in Japan upon its election in 1988 were its conflicts with
the United States and the EC about the restructuring of the global eco-
nomic system. In addition, there are pressures from the NICs and
ASEAN-4 for Japan to increase its {inancing and open up its markets.
Latin America is not included in this overall context, although the
fund-recycling mechanism announced by the Nakasone government
in 1987 to address the problems of external debt of developing coun-
tries will affect Latin America.

In contrast to increasing U.S. protectionism, Japan is making ef-
forts to open up its markets. For example, Japan is establishing import
promotion policies. Although these policies are targeted to its devel-
oped partners and countries in Fast and Southeast Asia, Japanis taking
practical measures to encourage openness and deregulation and is of-
fering technical assistance to trading partners to give them better
knowledge of the Japanese market and how to compete in it. The Japan
External Trade Organization (JETRO), which until recently was dedi-
cated to promoting Japanese exports, is now proraoting imports.

The principles and programs guiding the opening of the Japanese
market are basically compatible with the positions existing within
Latin America. The problem lies in the requirements that must be met
by the Latin American countries in order to gain access to the Japanese
market and in the appropriate orientation of national policies as seen
from the Japanese perspective. Japanese corporations have their prin-
cipal interests in trade, in optimizing their investment return, and in
finding a favorable atmosphere—political and social stability, possibil-
ities for economic development, clear and reliable rules on foreign cap-
ital, and so on. The present Latin American situation works against
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these conditions. In this context, Japanese financial and trade corpora-
tions are willing to support government policy provided they are of-
fered sound and secure guaranties. Otherwise, Latin America and the
Caribbean are not attractive areas for making major investments or
granting substantial loans (Keizai Koho Center 1985, 1986).

Latin America’s access to the Japanese market has been limited by
the prevalence of certain internal protectionist pressures. But these
conditions are likely to be encountered in any market. A more impor-
tant factor for future expansion of trade with Japan is Latin America’s
lesser competitiveness as compared with the NICs”, Japanand the East
and Southeast Asian countries have developed into a huge economic
center that could play an important role in Latin America’s indispens-
able process of trade diversification, a process that is now concentrated
in the U.S. market. Another difficulty facing Latin America is the un-
derstandable Japanese bias toward certain countries and regions.

With the opening of Japan’s markets, Latin America finds itself
with a potentiallv huge market with which it has had very little expe-
rience. However, the opening of Japanese markets will be of little use
to Latin America unless significant changes are made by Latin Ameri-
can countries. Without these changes, trade with Japan could remain
unchanged during the next few years. On the import side, the increase
in the value of the yven could harm imports of Japanese goods, espe-
cially in those product arcas where prices are most elastic, such as man-
ufactured poods. In terms of exports, prospects for obtaining
significant growth in Latin American exports to Japan will not be fa-
vorable unless the range of products is widened and improved to
adapt to the requirements of the Japanese market. Prospects for a sig-
nificant increase in Latin American exports of petroleum and iron,
which constitute the bulk of the primary resources imported by Japan
from Latin America, are not bright. There are at least three reasons:
Japan’s diversification in its sources of hydrocarbons supply, the de-
crease in international prices of oil and iron, and Japan’s relative trend
of maintaining and reducing its mineral imports (iron imports
dropped from US$3.2 billion in 1983 to US$1.8 billion in 1986). In fact,
from 1983 to 1986, total imports of mineral fuels and petroleum to
Japan decreased from US$58.9 billion to US$36.9 billion and from
US$40.1 billion to 1UJS$19.5 billion, respectively. Meanwhile, in the same
period, Japan’s total imports of machinery and equipment and manu-
factured goods increased from US510.4 billion to US$14.7 billion and
from US$31.2 billion to US$44.0 billion, respectively (JTA 1987).
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In cereals and beef, Latin America must compete with Australia
and the United States. In this regard, it should be remembered that
Japan is an important market for exports of U.S. foodstuffs. Agricul-
tural trade is a sensitive topic between the United States and Japan and
a source of much debate. The United States pressed for the lifting of
Japan’s restrictions on 12 protected agricultural products and in 1988
GATT issued a formal statement decla ring the Japanese measures ille-
gal under the rules of interrational trade. Subsequently, Japan pa rtially
opened up its market for some of these products. There has also been
pressure for Japan to open up its market for rice, which until now, has
been strictly closed to outside suppliers. Thus, althougn it may be pos-
sible for Latin America to increase its exports, it will be against strong
competition. Latin America must make continued ar.d regular efforts
toward wchieving a greater range of exportable foodstuffs and gener-
ating a demand for them.

In spite of the difficult task of competing with the Asidan NICs,
there are opportunities in the manufacturing sector for gradual prog-
ress because of the current Japanese policy of relocating industries
oversec s and expanding imports of relatively simple and intermediate
industrial products from the developing countries. The manufacturing
sector, which is o key sector for Latin American growth and for improv-
ing its international position, should constitute a cornerstone in Latin
American strategy. Latin America should increase its share of manufac-
turing goods not only in the Japanese market but also in other Asian
countrics. To obtain results, it will be necessary to study these markets
and, to this end, the following may be useful: (1) Japanese cooperation;
(2) careful study of strategics used successtully by the Asian NICs to
penetrate Japan; and (3) the establishment of much closer ties with the
Asian NICs and ASEAN-4.

These requirements are of an operational nature and shouid be
preceded by strategic decisions that will require intraregional agree-
ments. Latin American countries will have to decide on an industrial
strategy that is consonant with their individual capacities and options,
and they will have to coordinate their external industrial policies,
which need to e based on extensive knowledge of international indus-
trias sectors and their own potential.

If an increase in trade oceurs and if modifications are made in the
composition of Latin American exports—which should include a
larger number of exporting countries in order to break the present con-
centration of the Japanese market—Latin America could become a
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more important market for exports of Japanese technological and cap-
ital goods. As a result, the technical, financial, and trade schemes for
Latin American coordination and cooperation would become more vi-
able (Bradford and Moneta 1987).

The External Debt and the United States

The high external debt of Latin American countries and the abrupt con-
traction of financial flows and DFI originating from the United States
are the principal issues in Latin American-U.S. financial relations. U.S.
banks account for 35 percent of Latin America’s total external bank
debt. However, the relative U.S. share has decreased since 1982, As a
percentage of capital, the exposure by the nine major U.S. banks in
Latin America declined from 197 percent in late 1982 to 121 percent in
late 1986. The U.S. banking strategy shows a strong tendency toward
continuing to reduce this share, which is estimated to reach from 63 to
73 percent of capital by 1990 (Morgan Guaranty Trust 1987).

The Latin American position on debt was initially conceived by the
Economic Commission for Latin America and the Caribbean (ECLAC)
and the Latin American Economic System (Sistema Econémico Latino
Americano [SELA]). These proposals were adopted in the Quito Dec-
laration and Plan of Action by a Latin American economic conference
held at the highest level in January 1984.

The United States” response is also well known. Originally pro-
posed by private banking interests, the International Monetary Fund
(IMF), and the governments of the creditor countries, the response rep-
resents nothing more than an orthodox policy of adjustment based on a
perception of the debt crisis as a liquidity erisis. The failure of this pol-
icy, which has been negative for Latin American growth because of its
enormous social costs and recessive adjustments, forced a change in
perspective. With this change, the growth factor was theoretically in-
corporated into the adjustment, and insolvency, instead of liquidity,
was identified as the central problem. The proposals of U.S. Treasury
Secretary James Baker at a joint meeting of the IMF and the World Bank
in Seoul in 1985 established the new criterion, which acknowledged the
need for reactivating investments and channeling financial flows in
order to resume Latin American growth. But this plan of action on the
one hand laid the burden on the private sector and on multilateral fi-
nancial organizations, and on the other hand required a more profound
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and coordinated intervention by the international financial community
in the debtor countries’ economic programs (SELA 1987a).

This exercise in orientation, monitoring, and control, which to a
greatextent was accepted by the Latin American ad Ministrations, gen-
erated strong opposition and only exacerbated the conflict between
governments, the multilateral financial organizations, and the social
sectors in the Latin American countries. The result was some critical
political questioning; the topic of the external debt was the most im-
portant item of debate throughout Latin America. The limited resulis
obtained by the Baker Plan, such as the renegotiation of the Mexican
and Argentine programs, came at great cost to Latin America and are
evidence that this strategy is not viable in providing an adequate solu-
tion to the probler of the region’s external indebtedness.

More realistic proposals have been put forward in the U.S. Con-
gress, including that of Senator Bill Bradley of New Jersey. Bradley’s
proposal directly links U.S. trade problems with Latin America’s finan-
cial problems. pointing out how the adjustment made in Latin America
has had a negative impact on the US. trade balance. Bradley suggests
reducing the burden of the Latin American debt by reducing interest
rates and condemning part of the principal. However, this proposal
has little chance of being passed by Congress. Nonetheless, progress
has been made in accepting the existence of a link between interna-
tional trade problems, external financing, and debt, at least at the con-
ceptual level. Although these elements are beginning to be observed in
various proposals, which include certain modifications in the position
of the multilateral financial organizations, they are still insufficient by
any standards. Latin America runs the risk of losing a sizable portion
of its real bargaining power in the face of the internal and intraregional
factors (i.c., the loss of the relative importance of the external debt to
U.S. banks) if it continues to be guided by the present positions of the
governments iu the region.

In'sum, Latin America appears to be following a moderate course,
but this strategy will not bring forth the desired response from devel-
oped countries. Indeed, the situation could ultimately lead to the adop-
tion of much more radical attitudes and positions or to serious social
disturbances in many countries. In an uncertain global economic con-
te, with threats of interest rate increases and reductions in export pos-
sivilities, Latin America has limited effective options for responding to
the challenge of the external debt.
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The External Debt and Japan

In May 1987, Prime Minister Nakasone announced a plan to expand in-
ternal demand, reduce the trade surpluses, increase imports, and offer
substantial tinancial support to developing countries—support that
included recycling US$30 billion to them. This new program aimed to
double ODA by 1990 (instead of by 1992, as stated in the original plan),
granting US$7.6 billion of assistance by 1990 (JEJ 1987a). Both the gov-
ernment and business sectors were very active in establishing criteria
to guide their action in international cooperation and in preparing con-
crete proposals. As a result, the Japanese government, with the support
of the business sector, stressed the promotion of financial flows toward
developing countries, especially major debtors, as provided for in the
emergency program. The government plans to recyele US$30 billion in
new, untied tunds through iniernational cooperation institutions and
multilateral development banks. The Inter-American Development
Bank (1ADB), the Asian Development Bank (ADB), the Export-Import
Bank of Japan, and the Overseas Economic Cooperation Fund will par-
ticipate through grants of soft loans in yen as well as otfers to cofinance
projects with Japanese banks and the World Bank.

Apparently, 67 percent of the total amount has already been com-
mitted. Amonyg these loans, there is one of US$370 million to Argentina
that will be cofinanced by the World Bank and Japan’s Eximbank. Var-
jous Latin American countries (Argentina, Brazil, Ecuador, and Vene-
zuela) have submitted investment proposals.

Traditionally, Japanese priorities have been clearly aimed at the
Asianr NICs and other Asian developing countries in terms of DFI and
ODA. Almost 70 percent of ODA provided by Japanin recent years was
concentrated in ASEAN and other Southeast Asian countries, but Latin
American countries have become increasingly more importani because
of their problems with their external debt. In 1984, of the total Japanese
capital flows (US$5.6 billion) into Latin America, only 4 percent was as-
sigaied to ODA, while the remaining 96 percent was devoted to finan-
cial cooperation with the private sector (Sociedad Latinoamericano
1986). The latter amount was composed of export credit, DFI, and espe-
cially bilateral portfolio investments, and concentrated on loans
granted to Mexico and Brazil because of their external debts. This
would seem to demonstrate that Japan deemed it necessary to mobilize
resources in the face of the region’s financial crisis, but that at the same
time its export credits were being drastically reduced.
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To date, the Japanese government has carefully differentiated the
criteria governing its official assistance, which will undoubtedly be-
come more generous, more flexible, and broader in the future, from the
criteria applied to the external debt. In the former case, there is cer-
tainly room for negotiation on the criteria, and Latin America should
make use of this without delay. The Japanese eriteria applied to the ex-
ternal debt thus far are similar to those of international private banking
and, particularly, those of U.S. banks. The feeling in Japan is that the
debt should be paid, but increasingly there is the realization that there
is need for a rapid restructuring of its terms. It is in this context that
proposals such as a change in repayment periods, reduction of interest
rates, partial conversion of the debt into assets, and provision of funds
for reactivating the economy may find a place. All such proposals,
however, are likely to be met with basically orthodox views.

A secondary market for external debt has also appeared. In March
1987, it was announced that a consortium of thirty Japanese banks
(oint creditors of over US$40 billion, 15 percent of the regional banking
debt) had formed the Japanese Banking Association, with its head of-
fice in the Cayman Islands, to operate as an intermediary in the sale of
bad loans granted to the region. The consortium will acquire loans
from the Japanese portfolio at a discount and resell them to potential
Latin American investors. The latter may thus acquire local firms
through capitalization mechanisms. This type of operation has already
been carried out in Mexico.

Recommendations made by the Keidanren (Federation of Eco-
nomic Organizations) regarding the recycling of funds and investment
in developing countries stress the need for a mechanism that identifies
promising *avestment projects (KKC 1987). This mechanism would
prepare feasibility studies and obtain funding for the projects. The
Keidanren also indicates that a possible measure to ensure adequate fi-
nancial flows from the private sector would be the establishment of
guaranties on such investments by the Export-Import Bank of Japan
and multilateral financial organizations.

This does not mean that Latin America and the Caribbean should
not expect a substantial improvement in their financial and trade rela-
tions with Japan. The data and arguments are presented to contribute
to a realistic basis for adequately evaluating existing options. Latin
America is embarking upon this new stage in a relatively marginal
position with respect to Japan. It is from this stand point that the possi-
bilities for cooperation must be analyzed, and their viability should be
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measured in terms of magnitudes, priorities, and capacity to attract
Japan rather than other arcas that are competing for the same benefits.
Any progress to be made with Japan, as well as with other Asian coun-
tries in the Pacific Basin, will depend on Latin America’s own actions.

Direct Fureign Investment

Between 1977 and 1985, Latin America’s share of U.S. DFI decreased
from 14 to Y percent. Although U.S. DFI has tended to increase in de-
veloping countries, this has not been the case with Latin America,
where it declined from 20 percent between 1976 and 1980 to 6 percent
between 1981 and 1985 (SELA 1987a). The bulk of DFI flows from the
world are concentrated in Argentina, Brazil, and Mexico. Japanese DFI
flows account for only 30 percent of the DFIin those countries, bui they
account for 70 percent of the DFlin Panaraa, which ‘was also the second
highest recipient of U.S. DFI fiows.

Latin America also accounts for a small share of Japanese DFI. In
addition to the United States, Indonesia, Hong Kong, South Korea, and
Singapore are among the top ten recipients of Japanese DFL In Latin
America, Panama leads with 1JS$8.8 billion of Japanese investments,
which are concentrated in shipping fleets (for the purpose of flags of
convenience), offshore banking, and commercial operations. Brazil is
next with US$4.6 billion, followed by Mexico with US$1.3 billion.
These countries account for the bulk of the Japanese investment in the
region, which reached US$20.4 billion in March 1987. In the mid-1980s,
Latin America as a region was in third place with 17.5 percent of total
Japanese investments, following Asia with 26.8 percent and the United
States with 19.3 percent, although since 1986 the United States has risen
in importance to first place (Sociedad Latinoamericana 1986; SELA
1986).

There are important differences between the sectoral distributions
of Japanese and U.S. DFL. There has been a significant shift in the DFI
flows originating from the United States and in Japan, with Japancse
DFlincreasing. Thus, DFI flows from the United States were negative
from 1983 to 1985, leading to heavy decapitalization, while Japanese
flows were positive. Moreover, U.S. DFI has strongly favored the
industrial and financial sectors, while Japanese DFI has favored the
primary transport and trade sectors.
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In view of the significant share of U.S. DFI in the region, which
stood at approximately 60 percent of DFI stock with 50 percent in the
manufacturing scctor, the United States continued to exercise consid-
eravle political and economic influence there. This was complemented
by the harmonization of U.S. DFI with U.S. financial and trade policies,
thatis, by ties evisting between conditions for external debt reschedul-
ing included in the IMF agreements and loans from multilateral finan-
cial organizations or the Overseas Private Investment Corporation
(OPIC) (Bitar 1986).

Other factors that must be taken into account are the international
changes that have ocrurred and the new needs and strategies of trans-
national corporations (INCs). Three princival variables are (1) the fae-
tors relating to the new terms for financing and the benefits to be
obtained from the TNCs from the new interest mates that have pro-
moted their direct participation in canital markets; (2) a greater concen-
tration of TNCs in the developed countries; and (3) technological
change and competitiveness with the TNCs of other countries, In this
context, the more economically dyramic Asian NICs and ASEAN
countries enjoy privileged standing as compared wih Latin America.
The TNCs are also showing concern for sa feguarding intellectual prop-
enty rights, as well as a preference for services and industrial produc-
tion areas with high technology content wer natural resource arcas
(Bitar 1986).

The expansion of the sphere of activities to include the global sys-
tem as well as technological innovation has increased the interest of the
TNCs in rescarch and development, and in trade and management
processes as opposed to the creation of single production units, Under
these conditions, an important part of production falls to subcontrac-
tors, which is the situation in many developing countries, including
some in Latin America.

It shiould not be expected that US. financial flows will increase to
the levels of previous decades during the rest of the 1980s or 1990s. It
does not seem that this situation can be changed by Latin American
action, except perhaps by total acceptance of the new U.S. DI criteria.
Even so, change would depend on a great many outside factors that
could substantially reduce U.S. financial flows. Therefore, if it were
possible to.return to the DFI levels of before the crisis (approximately
USS1.5to US$2 billion annually), they would still be relatively marainal
compared to the region’s net outflow of resources because of the inter-
estand dividend payments. Consequently, it is a matter of real concern
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that some Latin American administrations are determined to obtain
DFI at any cost. Under the present circumstances, more detailed atten-
tion should bie given to the limitations and the cost-benefit ratio in long-
term scenarios.

Conclusion

The structure of trade relations between the developed countries and
between the developed and developing countries has changed, result-
ing in the emergence of a new economic nucleus in the Pacific Basin.
Foremost among the members of this new nucleus are Japan and the
United States. A new quadrilateral relationship has been structured by
the Uniterd States, Japan, Latin America, and the Asian NICs with the
following characteristics: (1) Latin America is basically left to export
energy products and raw materials to the world market and to con-
tinue to import manufactured goods, primarily from the United States
and the EC; (2) trade and financial relations will increase, albeit asym-
metrically, between the United States and Japan, with investment
flows and trade becoming increasingly important between these two
powers and the Southeast Asian countries; (3) Asian NIC and ASEAN-
4 exports are increasing rapidly with a higher manufactured goods
content to the Japanese and US. markets; () Latin America ard Asia
have exchanged places in their trading status with the United States
(Latin America’s share of U.S. imports dropped from 15.2 percent in
1980 to 10.7 percent in 1986, whereas Southeast Asia’s share rose from
116 percent in 1980 to 15.2 percent in 1986); and (5) numerous com-
petitive-cooperative agreements are being entered into by the United
States and Japan, Japan and the Asian NICs, and the Asian NICs and
the United States. China can be expected to participate in this in the
future.

It has also been observed that Latin America has lost the degree
of trade diversification it attained during the 1960s and is now once
again relying to a great extent on the U.S. market. The United States
continues to play a key role in Latin America’s external debt prob-
lems, financial relations, and DFLL As the principal economic power
the United States can influence the configuration and possibly the
evolution of the global economie system. However, account should
be taken of the Japanese presence in the Latin America’s external debt
problem, and of the possibility that Japan will become a highly



Latin: Awmerican Relations with the U.S. and Japan 211

significant source of financial flows and, to a lesser degree, of direct
investment.

Japan and other Asian countries of the Pacific Basin are markets
that until now have been relatively unexplored by Latin America; their
importanceis still secondary, but they have interesting possibilities. On
the other hand, U.S. involvement should not be expected to be more fa-
vorable to Latin America in the years to come; instead, present tensions
and conflicts will very likely persist. The current process in the Pacific
Basin is expanding the ties between the developed economies and the
developing Asian cconomies, as well as those of Australia, New Zea-
land, the United States, and Canada. FHowever, Latin American partic-
ipation in the Pacific Basin is still rharginal, although it has increased
in recent years. Consequently, only minimal trade relations currently
exist between Latin America, and the Asian NICs and the ASEAN-4
countries.

Inview of Latin America’s dimensions and resources and the smatl
likelihood that DFI flows will meet the region’s real needs or that
greater trade openness by the industrialized countries is likely, it
would scem that Latin America must resort to making fuller and more
thorough use of its own regional economic power. On this basis and
through appropriate industrial restructuring, an increase and diversi-
fication of manufactured goods for export could be achieved, which
would tend to compensate for the diminished importance of raw ma-
terials in world trade.

It would be advisable to reorganize regional efforts within this
context and te coordinate national policies toward the Pacific Basin
aad intermediate developing countries. This effort should be accompa-
nied with a political stance, in negotiations coordinated by Latin Amer-
ica, to take a much firmer attitude toward repayment of the external
debt and rechannel internal development resources, since the funds
needed cannot be expected to come from outside the region. It is also
necessary to substantially increase the region’s internal saving capacity
and to coordinate new and functional criteria to this end.

With regard to Latin America’s future strategy toward the United
States, there is little to add to the considerable volume of studies and
proposals prepared by SELLA, ECLAC, and other regional and na-
tional Latin American bodies. Much research needs to be done, how-
ever, on the difficulties and obstacles to be faced in implementing
some of these ideas and the reasons they do not meet with the neces-
sary political and economic support. The region’s external economic
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policies can be characterized, perhaps too rigorously, as policies basi-
cally aimed at helping the Latin American countries adjust and adapt
to international change rather than at exploring the need for struc-
tural modifications as the root causes generating these problems.
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11 Francisco Orrego Vicuiin

Latin American Trade with
the Asia-Pacific Region

This chapter secks to analyze some of the main trends in the interac-
tions between Latin American countries and the Asia-Pacific region. It
focuses specifically on the basic indicators of cach economy, the vol-
ume of trade and its disaggregation by products, and the identification
of potential trade complementarities.

The main trade flows in the Pacific Basin are made up of a dense
network of intricate relations (Vicuna 1987). There are several levels of
trade relations. At the first level is the large trade between the United
States and Canada, and the United States and Japan, which exceeded
US$112 billion and US$84 billion, respectively, in 1984, Trade between
the United States and Latin America and the Caribbean is also large,
totaling more than US$75 billion in 1984. On the second level are the
trade relations existing between the five ASEAN countries (Indonesia,
Malaysia, the Philippines, Singapore, and Thailand) and Japan (US$34
billion), and between Hong Kong and Korea and the United States
(US$29 billion). The third level of trade relations corresponds to flows
under US$25 billion and includes trade relations of a different scope,
the most important being those between the five ASEAN countries and
the United States (US$24 billion), Hong Kong and Korea and Japan
(US$19 billion), Australia and New Zealand and Japan (US$13 billion),
and Latin America and Japan (US$13 billion).
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The main trade concentration is in the North Pacific between the
United States and Japan (which exceeds US$90 billion) and between
these two countries and the regions more directly linked to each of
them—the United States and Latin America, for instance, orJapan and
the ASEAN countries. A deviation from the traditional trade pattern is
the diagonal-type relations betwaoen the ASEAN countries and the
United States; between Hong Kong and Korea and the United States;
or increasingly, between Latin America and Japan. This seems to indi-
cate that trade interconnections in the Asia-Pacific region have under-
gone constant growth (Reutter 1987).

Between 19749 and 1485 virtually all trade flows in the Asia-Pacific
region grew faster than global trade over the same period, which grew
by 19.1 percent. For example, trade between the United States and Can-
ada grew by 63.3 percent; between the United States and Canada and
Japan, and Korea and Hong Kong, by 99.1 and 95.5 percent, respec-
tively. Trade between the United States and China grew by 147.5 per-
cent, netween the ASEAN countries and China by 193 percent, and
between Australia and New Zealand and Japan by 51.6 percent. Other
trade flows record even higher growth, such as the trade between
China and Japan, which increased by 190.2 percent, and the trade con-
ducted by China through Korea and Hong Kong, which grew a record
309.2 pereent.

Comparison of Some Basic Indicators

Broad comparisons between Latin America and the Asia-Pacific region
do not lead to uscful conclusions because of the heterogeneous nature
of the countries in each region and the differences between the regions
as a whole. However, a comparison of Latin America with the Asian
NICs and the ASEAN countries may prove interesting. Tironi (1981) has
compared trade relations and other indicators in countries of interme-
diatecevelopment in Asia (Hong Kong, Korea, Singapore, and Taiwan)
and Latin America (Argentina, Brazil, Chile, Mexico, and Venezuela).
There are significant differences in the level of growth between the
Latin American and Asia-Pacific countries. Real gross domestic prod-
uct (GDP) for the Asian NICs grew at an annual average rate of over 9
percent in the 1960s, over 8 percent in the 1970s, and between 5 and 8
percent in the 1980s (table A 2). In contrast, real GDP growth in Latin
America ranged from 2 to 6 percent in the 1960s, 2.5 to 9.0 percent in
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the 1970s, and -2 to 3 percent in the 1980s. Figures for real GDP growth
in the ASEAN countries were also higher than Latin America’s, as they
are generaliy for the whole Asia-Pacific region.

As a resuli of this disparity in growth, the average per capita GDP
of the five intermediate developing countries in Latin America, which
ata littic over US$1,400 in 1977 was almost identical to that of the four
Asian NICs fell below that of the Asian NICs (Tironi 1981). In 1986, the
per capita GDI in the Asian NICs ranged from US$2,360 in Korea to
US$6,301 in Hong Kerg. In contrast, real per capita GDP in the Latin
American countries barely reached half the figure for the Asian NICs
but was slightly higher than the per capita GDP for the ASEAN-4,
which in 1986 ranged from US$451 to US$1,711. This trend iHustrates
the dynamism of the Asian region and the stagnation of Latin America.

According to Tironi’s analvsis, the degree of openness of the Asian
NIC economies to foreign trade, as indicated by the relationship be-
tween exports and GDP, was greater than that of comparable countries
in Latin America. This conclusion is still valid today. For the Asian
NICs, exports represent between 37 and 174 percent of GDP (Wu 1987).
For Latin America this figure is considerably smaller, ra nging between
12 and 23 percent. In any case, it is worth pointing out that the degree
of openness has progressively increased in Latin America, Once again
Latin America compares more closely with the resource-rich ASEAN-4
countries where, excluding Indonesia, which is a petroleum-exporting
country, exports-to-GDP range between 14 and 21 percent.

Other comparisons in the general trade patterns of the two regions
can be made. In the first place, the value of exports for the Asian NICs
ranged in 1985 between US$22 and US$20 billion. In the Latin Ameri-
can countries, however, the range was much wider; in 1985 the value
of exports ranged from US$3.7 to US$25.6 billion. A similar situation
existed in the ASEAN-4 countries, where the value of exports ranged
from US$4.6 to US$22.8 billion. The annual growth of exports from
1965 to 1980 was relatively helerogencous in both regions. In the Asian
NICs, export growth ranged fron 4.8 percent for Singapuore to 27.3 per-
cent for Korea, while in Latin America, it ranged between -9.4 percent
for Venezuela and 9.4 nercent for Brazil. Clearly, growth has been more
significant in the Asian NICs than in Latin America. This trend genel-
ally continued from 1980 to 1985. In the Asian NICs, exports grew be-
tween 5.9 and 13 percent, and in Latin America, growth of exports
ranged from -5.8 to 10.1 percent. The trend of export growth in the
Latin American countries is more comparable to that of the ASEAN-4
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countries, although the range in export growth is not as wide in the
ASEAN-4 countries as it is in Latin America. For instance, from 1965 to
1980, export growth ranged from -2.1 percent for the Philippines to
10.7 percent for Malaysia.

Data on import groveth further reflect the Latin American difficul-
ties. In terms of growth of imports, no substantial differences exist be-
tween Latin America and the Asian NICs or ASEAN from 1965 to 1980.
However, from 1980 to 1985, imports of most Latin American countries
dropped, at times sharply. This did not occur in Asia, with the sole ex-
ception of the Philippines.

The composition of cach region’s exports differs from the other’s.
The NICs primarily export manufactured goods, whereas Latin Amer-
ica mainly exports primary products (Tironi 1981). Naturally enough,
the structure of imports is reversed. However, it is worth noting, that
the percentage distribution of GDIamong the different trade sectors in
both regions does not differ dramatically. This reconfirms the fact that
the most substantial differenice between them lies in their degree of
openness to foreign trade.

The general conclusion is that the Latin American countries have
regressed during the last five vears from a position similar to that of the
Asian NICs to one resembling that of the ASEAN-4. However, data ob-
tained at o time of crisis should not be taken at face value, since ulti-
mately economic recovery could lead once again to a more dynamic
position based on the structure that already exists. Also, over and
above the question of structure is the problem of appropriate policies.

Latin American Trade in the Asia-Pacific Region

The general trend of Latin American trade in the Asia-Pacific region
also shows significant growth. From 1979 to 1985, Latin American trade
with some Asian countries increased d ramatically. For example, trade
with China grew 1o1.1 percent, from US$800 million to US$2 billion,
and trade with Korea cad Hong Kong increased 130.9 percent, from
USsvel million to Us$2.2 billion. Trade v ith Australia and New Zea-
land increased by 58.9 percent, with Japan by 35.7 pereent, and with
Canada and the United States by 25.5 percent. No growth in trade was
registered for the period with the ASEAN-d countries (Reutter 1987).
This contrasts with intra-Latin American trade, which decreased
by 17.5 percent. In view of this deterioration, the fact that trade within
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tne Asia-Pacific region increased in almost every case is proof of posi-
tive trade dynamics. However, on a case-by-caze basis, it is also neces-
sary to bear in mind that the value of this trade is not always
significant. It undoubtedly is significant with the United States, Can-
ada, and Japan, slightly less so with China, Korez, and Hong Kong,
even less so with the ASEAN-4, and barely significant with Australia,
New Zealand, and the South Pacific.

As a result of the rapid growth from 1979 to 1985, the percentage
of Latin American exports going to Asia-Pacific markets increased in
every case. For instance, the share of Latin American exports going to
Hong Kong and Korea yose from 0.26 to 0.94 percent of total exports,
to the United States and Canada from 37.82 to 43.78 pereent, to Japan
from 3.88 to 5.10 percent, and to China from 0.84 to 1.60 percent. Con-
sequently, the Asia-Pacific imarket became a more important market to
Latin America (Reutter 1987).

The share of exports from the Asia-Pacific region to Latin America
decreased between 1979 and 1985 because of import restrictions in
Latin America. For example, the share of exports from Hong Kong and
Korea that went to Latin America decreased from 2.49 to 2.16 percent;
the share of exports from the United States and Canada to Latin Amer-
ica decreased from 12.72 10 10.77 percent; and the share of exports from
Japan to Latin America declined from 599 to 4.20 percent. However,
for Australia, New Zealand, China, and the Pacific Island s, the share of
total exports going to Latin America increased for the same period, al-
though the increase was not very significant. Nevertheless, it is worth
noting that the share of exports from the Asia-Pacific region as a whole
to Latin America is generally greater than the share of exports from
Latin America to those markets. This confirms Tironi’s assertion that
for the Asian NICs, “Latin America is relatively more important as an
export market than as a source of imports” (1981:1414). Data from
other sources on Latin American trade also indicate that for Latin
America, the Asia-Pacific market is relatively more important as a
source of imports than as a destination for exports.

Influential Countries
Some Latin American countries play a more significant role than others

in trade with the Asia-Pacific region. In 1979, Japan’s main trading
partners with Latin America were, in order of importance, Brazil,
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Argentina, Chile, Peru, and Colombia; in 1985, they were Mexico,
Brazil, Panama, Argentina, and Chile. In 1979, Hong Kong's and
Korea’s trading partners with Latin America were Argentina, Chile,
Brazil, Mexico, and Panama; but in 1985 the most important trading
partners for these Asian NICs were Panama, 3razil, Mexico, Chile, and
Argentina.!

In 1979, the main Latin American importers of goods from the
Asia-Pacific region were Panama (36 percent of total imports from the
region), Venezuela (11 percent), Brazil (9 percent), and Chile (7 per-
cent). Itis striking that Braziland Chile were virtually at the samelevel.
The main exporters were Brazil, Argentina, and Chile.

Panama, Mexico, Brazil, and Chile aic now the main Latin Ameri-
can trading partners with the Asia-Pacific region. Argentina is no
longer a major trade partner. Trade between Argentina and the Pacific
declined sharply between 1979 and 1985. During this period Argentine
trade with Japan decreased by 33.7 percent, with Ilong Kong and
Korea by 66.2 percent, and with Australia and Now Zealand by 40.5
percent. In contrast, Brazil considerably increased its trade with China,
Korea, Hong Kong, Australia, and New Zealand. Mexico, Panama, and
Perualso experienced signiticant trade growth with the Asia-Pacific re-
gion from 1979 to 1985.

Chile’s exports to the Asia-Pacific region also increased substan-
tially: its exports to the ASEAN-4 increased by 180.7 pereent, to Hong
Kong and Korea by 34.5 percent, to Austi alia and New Zealand by 200
percent, to the United States and Canada by 108.8 percent, and to
China by 39.4 percent. There was a slight decrease in Chile’s exports to
Japan (4.9 percent). By 1985, 10.4 percent of Chile's exports were
destined for Japan, 3.5 percent to China, and 2.4 percent to Hong Kong
and Korca. Although the total volume of exports to the Asia-Pacific
market is lower than that of other Latin American countries, Chile’s ex-
ports to the Asia-Pacific as a share of total Chilean exports is much
higher than the corresponding share for the other Latin American
countries (Reutter 1987).
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The Concept of the Degree of Openness to the Pacific
BT:"v‘i!'i

Reutter (1987) measures trade in the Pacific using what he calls the “de-
gree of operness,” which is calculated by summing the percentages of
total exports that each country or group of countries allots to the other
Asia-Pacific countries. The degree of openness of trading across the Pa-
cific is also measured. In the case of Latin America, this has the advan-
tage of excluding both intra-Latin American trade and trade with the
United States and Canada and reflects only exports to Asia.

For the period 1979-85, Latin America has increased its degree of
openness to the Pacific Basin from 64.85 to 66.31 percent, although only
8.34 percent of the trade is carried across the Pacific. In contrast, Japan's
degree of openness across the Pacific exceeds 40 percent and Hong
Kong's and Korea's exceed 38 percent. It is particularly noteworthy
that ASEAN allocates 21 percent of its exports to countries across the
Pacific. Thus, the degree of openness of Latin America across the Pa-
cific is among the lowest in the region.

Latin American Imports

The most significant Latin American imports are manufactured goods,
which rose by 10.4 percent during this period to represent 19.8 percent
of total Latin American imports. Machinery and transport equipment,
vehicles, and clothing are the largest items. The main source of the ma-
chinery and transport equipment is Japan, which recorded an import
growth to Latin America of 5.8 percent between 1978 and 1983 In fact,
Japan was the sole Asian supplicr of passenger vehicles to Latin Amer-
ica. Japanese exports of passenger vehicles grew by 29.9 percent be-
tiveen 1978 and 1983, amounting to 48.2 percent of all Latin American
imports in this category. Regarding clothing imports, Asian develop-
ing countries increased exports to Latin America by 14.5 percent be-
tween 1978 and 1983 compared to 10 percent for the Asia-Pacific region
as a whole, thereby supplying 23.6 percent of total Latin American im-
ports. Japan, on the other hand, reduced its clothing exports to Latin
America by 25 percent during this period.

Asimilar trend is found in imports of other manufactured goods.
While Japanese exports of other manufactured goods to Latin America
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declined by 38.8 percent, the Asian developing countries increased
their exports of these same goods to Latin America by 15.1 percent.
Latin American imports from the Asia-Pacific region amounted to 12.7
vercent of total imiports in this category.

Latin American Exports

Latm American exports to the Asia-Pacific region consist largely of pri-
mary products, both agricultural and mineral, while manufactures
constitute a minor share of total exports. Foodstuffs allocated to Asia
represent only 7.7 percent of the total Latin American exports of food-
stuffs, although between 1978 and 1983 exports of foodstuffs to Japan
grew by 25.8 pereent, to Australia and New Zealand by 97 percent, to
Asian developing economies by 153 percent, and to Asian planned
economies by 242 percent. The expansion of foodstuff exports to the re-
gion contributed to a general growth of 84.6 pereent in that commodity
for Latin America—more than twice the world rate of growth for food-
stuff exports (32.5 percent).

Cereals, which represent 25 percent of total exports, are an impor-
tant category in Latin American exports. Cereal exports to the Asia-
Pacific region increased 190.6 percent between 1978 and 1983, Raw
material exports are also significant, with a 26 percent share of total ex-
ports and a 40.8 percent growth rate for the Asia-Pacific region. Raw
materials exports increased to Japan (58.8 percent), to Australia and
New Zealand (533.3 percent), and to the developing countries (36.9
percent), but decreased to China (28.6 percent). Another important cat-
cegory is textile fibers, with a 37.4 percent share of total ex ports—which
is lower than the 41.2 percent share that it held in 1978, Latin American
textile exports decreased to Japan (-41.3 percent), the developing
countries (- 10.4 percent), und the planned economies (-26.6 percent),
with a total decrease of 28.7 percent for the region,

Fertilizers and raw minerals exports increased by 311 percent for
the region and amounted to 16.2 percent of Latin American world
exports. Minerals exports increased by 119.8 percent, with a 33.2 per-
cent share of the total exports. The export of oils and fats increased by
4.3 percent and amounted to 21.5 pereent of the world total. Fuels ox-
ports increased dranmticnll_v by 3,445 percent, but they represented
only 5.5 percent of total Latin American exports. Chemicals exports in-
creased by 421.3 percent, amounting to 11.7 percent of total exports.
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Iron and steel exports increased by 397.5 percent and represented 25.0
percent of total exports. Nonferrous metals increased by 155.9 percent
and represented 20.7 percent of the total. Oiher Latin American exports
that made up a smaller share of total exports included machinery (3.5
pereent), fibers and cloth (6.5 percent), clothing (0.5 percent), and other
manufactured goods (12.8 percent).

Clearly there are a number of goods that the Latin American coun-
tries do not export to Asia-Pacific countries because of the competition
involved, such as cereals to Australia and New Zealand, and textile fi-
bers, fertilizers, and clothing to the Asian developing countries. Thede-
gree of competition varies with each country or group of countries.
Tironi (1981) has ncted that there is greater competition between the
Asian NICs and the Latin American intermediate development coun-
tries in oil-derived products, shoes, coffee, and nonferrous metals.

Considering the Latin American imports from the Asian NICs and
exports to that region, Tironi has concluded that both regions are actu-
ally more complementary than competitive. The Asian emphasis on
manufactures and the small proportion of Latin American ex ports that
such goods represent, when compounded with the Latin American em-
phasis on primary product. and the small proportion of Asian exports
that these represent, signify their complementary nature. On the other
hand, Latin American countries are net importers of six out of the six-
teen main export products of the Asian NICs, including ships, telecom-
munications equipment, rubber, electric machinery, toys, and spun
textiles. The Asian NICs, in turn, are net importers of thirteen out of the
cighteen main products exported by Latin America, among them oil,
iron, copper, cereals, and foodstuffs.

It is also necessary to bear in mind that competition does not al-
ways mean that different forms of economic interaction belween coun-
tries is impossible. For example, Australia and New Zealand have
invested in Chilean exports with which they actually compete, such as
fruit, forest products, mining, and fisheries. The explanation of this
phenomenon lies in the need to avoid harmful forms of competition in
the Asia-Pacific market and other markets, and to harmonize produc-
tion and exports to achieve the common good.

Some Problems

In spite of the growth recorded in trade in the Asia-Pacific region and
Latin America’s increased share of this trade, Latin America is limited
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in its ability to take full advantage of the Asian dynamism, since it has
not reached the level of activity that characterizes other groups of
countries in the region (Tironi 1981). Soime of the problems of expand-
ing Latin American trade participation are related to the general char-
acteristics of trade in the Asia-Pacific market, while others are inherent
in the Latin American region.

There are serious problems affecting the trade of primary goods in
general in the Asia-Pacific market, both within the ASEAN-4 and in
Latin America. The report of the Task Foree on Trade in agricultural and
renewable resource goods established within the framework of the PPa-
cific Economic Cooperation Conference (PECC) in 1983 identifies four
main problem areas: trade barriers; price stabilization and certainty of
supply; aid and investment; and technical ccoperation (PECC 1983).

Regarding trade barriers, there is a need to pegotiate tariff reduc-
tions for some goods in the food sector, particularly through multilat-
eral negotiations within GATT. This should be done without excluding
special nondiscrimination agreements in the region, the liberalization
of agricultural quotas approved by GATT, and the widening of the gen-
eralized system of preferences for agricultural, rishery, and forestry
goods. There is a special emphasis being placed on nontariff barriers,
including health and sanitation regulations. There is also a need to
avoid sharp changes in prices resulting from certain trade practices, to
hold consultations on stocks, and to encourage regional cooperation
on some commodity agreements and the promotion of lo-1-term con-
tracts. Of special interest in this connection is the proposal of the Eco-
nomic and Social Commission for Asia and the Pacific (ESCAD) to
create an ASEAN export earnings stabilization scheme (ASEBEX).
Even though this set of initiatives was prepared with the situation of
ASEAN taken especially into account, it also responds to the difficul-
ties shared by the Latin American trade in primary products. The in-
crease of official aid for development, private joint ventures, and other
forms of investment, as well as various other acts of technical cooper-
ation, are additional recommendatinns to be considered,

Another task force has warned against an increase in protection-
ism in the Asia-Pacific narket and other markets and has emphasized
the need to cooperate in order to stem the protectionist tide. It has been
suggested that immediate action be taken through GATT, regional
agreements, and mechanisms inherent in the PECC (PECC 1985). De-
veloping countries are not the only ones facing problems over their
trade in primary products. Ausiralia, New Zealand, Canada, ard the
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United States face the siime problems with their agricultural exports.
Since both developing and developed countries share this same prob-
lem, cooperation is necessary if solutions are to be found.

The question of trade barriers to primary products has also been
discussed in connection with some specific sectors, such as mining and
fisheries. In the field of mining, there has been emphasis on the need
for safe markets and contractual agreements, for greater aceess to mar-
kets of processed goods, for additional and effective foreign invest-
ment, for stabilization of export carnings, and for regional energy
safety. The fishing sector presents different problems, namely, access to
the exclusive econemic zones in the Pacific, specifically including Latin
America, and cooperation agreements on highly migratory species of
fish (PECC 1983, 1985).

The discus.ion of problems affecting manufactured goods trade in
the Asia-Pacific market has been even more complex because of the di-
versity of situations to be dealt with. However, problems can be
grouped into three main categories: trade barriers, marketing difficul-
ties, and diversity of economic policies (PECC 1983, 1985). Nontariff
trade barriers have aroused the most interest, with the suggestion that
they be subject to a moratorium, progressively liberalized, and ulti-
mately climinated. Warnings have also been issued against import
controls and discriminatory tariffs on processed raw materials, against
the existence of subsidies, and against dumping. They have also em-
phasized the need for policies that facilitate structural adjustment. In
some cases, interest has been voiced in voluntary restrictions on ex-
ports and orderly marketing agreements.

Various ideas have been suggested to case the difficulties in the
marketing of manufactured goods that affect the less-experienced de-
veloping countries, such as the establishment of trading companies,
clear regulations, and special training programs in foreign trade. The
issue of policy harmonization would be handled through greater pub-
lic consultation.

Trade flows allow for the clear identification of some trade pat-
terns. The United States is a big exporter of agricultural products and
foodstuffs and a large importer of consumer goods. Japan is a big im-
porter of raw material and foodstuffs and a big exporter of consumer,
intermediate, and capital goods. The Asian NICs concentrate on the ex-
port of consumer goods to the United States, foodstuffs to Japan, and
oil products. These countries, in turn, import intermediate goods and
foodstuffs. The ASEAN-4 countries mainly export primary products



224 FRANCISCO ORREGO VICUNA

and import capital goods, even though their manufactured goods ex-
ports have risen significantly (Oborne and Fourt 1983).

Clearly, developing countries in the region do not compete among
themselves as much as with the industrialized countries of the Asia-Pa-
cific region. As shown carlier, Latin American trade complements that
of the Asian NICs and, even though it coincides with ASEAN-4 coun-
tries in the export of primary products, they are not in fact as compet-
itive as they might at first appear. This is especially so if the comparison
is drawn between the Southern Cone of Latiic Anerica and iviexico—
the main exporters to the Asia-Pacific region. There is more significant
competition with Australia and New Zealand in fruit and forestry
products, with Canada in forestry and fishery products, with the
United States in foodstuffs, and with several of these countries in min-
ing products. Manufactured goods competition is more complex and
involves to some extent the Asian NICs.

Policy Suggestions

Latin America must now develop a strategy of interacting in the Asia-
Pacific region, a strategy that so far has only partially existed in some
countries. Through this instrument, common interests and possible ac-
tion for their harmonization can be identified, and fields of competi-
tion and difficulty can be recognized. [dentification of common inter-
ests has not been systematically pursued, but past experience shows
that it goes bevond trade relations and includes policy regarding nat-
ural resources and related investments, cooperation in fishing and
other aspects of the Law of the Sea, and relations between similar insti-
tutions such as the Inter-Ainerican Development Bank (IADB) and the
Asian Development Bank (ADB), the Economic Commission for Latin
America (ECLA), and ESCAP. This strategy has two main components,
The first one concerns cooperation possibilities between Latin Ameri-
can countries, with special reference to those in the Southern Cone. The
increase of intra-Latin American trade, interconnections in transport
and infrastructure, the role of services, and forms of joint action are all
aspects to be considered when developing a policy regarding the Asia-
Pacific region.

The strategy’s second main component concerns the term Pacific.
Although the term is used in a generic sense, it denotes widely differ-
ing situations that should be distinguished and tackled separately. For
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instance, export policies regarding the United States or Canada vary
considerably from those regarding Japan. Equally different are those
deaiing with China, Australia, New Zealand, the Asian NICs, or the
Pacitic Islands. All these cases involve different realities that must be
taken into account.

Some general suggestions for increasing trade with the countries in
the Asia-Pacific region can be made. The Latin American strategy to-
ward Asia-Pacific trade has three general goals: (1) to provide greater
market access to the developing countries in the region that have
adopted export strategies, especially as they start to concentrate on
manufactured goods; (2) to offset the effects of the decline in the rate of
growthofdeveloped cconomies by reorienting trade to the Asia-Pacific
region so as to benefit from the trade expansion there; and (3) to pro-
mote the structural adjustment that these economies need to achieve
the aforementioned goal (Oborne and Fourt 1983). The first goalwould
help to set the foundation for the industrial development, improve the
terms of trade, and expand the exports of the Latin American countries
to other markets.

To attain those goals, it would be necessary to give priority to the
climination of tariff and nontariff barriers affecting trade in the region.
This concerns particularly Japan and partly the United States, but it
also affects the region’s other countries. Several actions proposed by
the PECC task forces are of clear interest to Latin American trade. They
include

*  The negotiation of tariff reductions for agricultural products, food-
stuffs, and fishery and forestry products. This should be consid-
ered a priority for GATT and should also be accomplished through
regional consultations. Latin America should be part of this pro-
cess of negotiation at various levels. Ultimately, Latin America’s
participation in PECC, which up to now has been marginal or non-
existent (with sectoral exceptions), should be strengthened.

* Wideraceess to the generalized systery of preferences of Japan and
other countries in the region. In this a~ca, some degree of compeu-
tion with the ASEAN-4 countries, which benefit from traditional
links with Japan, may be encountered. Consultations between the
ASEAN-4and Latin America may prove useful in this regard.

% The liberalization of the quota system for agricultural imports, re-
gardless of what may be achieved through GATT. It would also be
uscful to analyze the actual or potential effects of voluntary export
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restrictions ard agreements on the orderly marketing of Latin
American expoils.

# The codification, harmonization, and liberalization of nontariif
barriers, particularly Japan’s health and sanitation regulations, in-
spections, and customs procedures. To this end, the establishment
of a special task force in which Latin America ought to take part
was proposed. These actions are also applicable mutatis mutandis
to the export of manufactured goods with special emphasis on the
need to remove nontariff barriers, subsidies and dumping, import
controls, and discriminatory tariffs on processed raw materials,

Some of these problems and actions have already been discussed
by the Latin American countries and hrough the Latin American Eco-
nomic System'’s (SELA) Program of Action, They have specitied prod-
ucts whose access to the Japanese market ought to be improved and
have begun operation uf the Generalizod system ot Preferences regard-
ing Latin America (Moneta 1987; SELA 1985). This program has alse
addressed the structure of Latin American trade and proposed specific
action regarding Latin America’s markot.

Still another factor that is critical for Latin America’s development
is the stabilization of export prices and carnings, especially in agricul-
tural and mineral products. The suggestcd situations include the fol-
lowing: (1) the avoidance of sharp changes in agricultural, forestry,
fishcr_\', and mincrals policies, a reccommendation that again points to
the advantage of holding periodic consultations; (2) the establishment
of periodic consultations with the United States regarding the handling
of stocks of raw material, an issue that has traditionally attracted the
attention of Latin America; (3) the development of regional cooperation
in the Asia-Pacitic rejion between members who are partners i agree-
ments on commoditios-—the same activity may be suggested among
members of producer organizations, such as the Intergovernmental
Council of Copper-Exporting Nations (CIPEC): (4) the promotion of
long-term contracts for natural resources, a recommendation that has
already been carried outwith some products and in which Latin Amer-
ica is especially interested; and (5) the establishment of a price stabiliza-
tion scheme for raw material exports, both agricultural and mineral, in
the Asia-Pacific markets (ASEBEX), which was proposed by ESCAP
(Chintayarangsan 1983), and which would operate on a product-by-
productbasis with interest-free credits that would be obtained and paid
foratthe end of cach shortage or surplus period. Although Latin Amer-
ica has not been considered under the terms of this proposal, it could be
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discussed in consultations among the countries involved, especially

when and if the restructuring of the Japanese economy makes special

financing available.

The establishment of a forum on minerals and energy has been
suggested 1. hold informal talks on trade barriers, conditions of for-
eign investment, and other related aspects with regard to the mining
sector. Latin America’s participation in this type of mechanism would
be equally appropriate.

These kinds of actions are now part of Japan's emergency eco-
nomic program and restructuring process to tackle the problems of its
financial surplus (Moneta 1987). Generally speaking, the program
aims at promoting exports from developing countries through the
opening of the Japanese market and providing financial aid to attain
that goal. Available resources will be pa rtly channeled through multi-
lateral financial organizations. Thus, the program can provide the right
conditions for payment of the foreign debt.

Latin America’s share in this scheme demands the development of
a special policy whose most significant component is the identification
of projects that ellow for the selection of new forms of assistance.
Trade, investments, and the infrastructure required to increase partici-
pation in the Asia-Pacific market may-be appropriate projects to this
end. Technical cooperation may also fit into this scenario.

Marketing difficulties have also created obstacles to the growth of
Latin American exports in the Asia-Pacific market. This is partly due to
Latin America’s limited experience and partly to differences in style,
language, culture, and other factors. The following are, inter alia, some
actions proposed within the framework of the PECC to overcome these
obstacles:

% The promotion of public trading companies to serve private com-
panies, including forms of joint ownership. Likewise, private trad-
ing companics, which in some cases have attained considerable
success in Latin America, could also participate. The establishment
of binational private export consortia has also been quite suc-
cessful in Latin America. In general, the approach of joint exports
has possibilities, as indicated by the positive Chilean-Argentine
experience.

% Theestablishment of clear-cut public regulations applicable to pri-
vate companices.

% The establishment of regional training centers in international
trade and the eventual establishment of a public business school.
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An important proposal put forward by Chilean businessmen par-
ticipating in the Pacific Basin Economic Committee (PBEC) called for
the establishment of a Pacific Chamber of Commerce in which the
Latin Anierican countries would be members. The committee could
contribute to the aforementioned marketing objectives and help iden-
tity trade and investment opportunities in the region.

The actions suggested by PECC and via PBEC are relevant to Latin
American trade with the different groups of countries that make up the
Asia-Pacific region, regardless of the fact that some of them appl spe-
cifically to Japan or other important markets i the region. It is also nec-
essary to take other actions aimed at stimulating South-South trade in
the Asia-Pacific market which, in spite of steady growth, is still mar-
ginal. As mentioned above, Latin American trade with the NICs and
the ASEAN-4 holds interesting potential because of its complementary
nature, though at the same time it presents competition problems.
Equally promising is trade with Australia and New Zealand. In spite
of their tendency to compete with the Southern Cone of Latin America,
these two developed countries offer other possibilities of interaction.
The Pacific Islands are a special case because of their smaller econo-
mies, although they still hold possibilities for trade and other forms of
cooperation with Latin America (Vicuna 1982). Likewise, expanding
Latin American trade with China must take into account the character-
istics ot China’s economy.

There are two additional actions worthy of suggestion: the identi-
fication of successful public and private opportunities, and the facilita-
tion of periodic consultations to achieve greater cooperation and
participation of Latin America in Asia-Pacific trade and to provide
adequate coordination. Consultations, so far, have occurred only on an
isolated and sporadic basis. The presence of Laiin American observers
at PECC activities and their attendance at meetings of the South Pacific
Commission and the South Pacific Forum have been useful to this end.

Conclusion

There is great potential for economic cooperation between the Latin
American countries and those of the Asia-Pacific region in trade, in-
vestment, and services. Such cooperation is based on the complemen-
lary naturc of exports. There is also a certain degree of actual or poten-
tial competition with some countries or groups of countries, especially
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in primary products and manufactured goods. Accordingly, there is a
need for consultations and other forms of coordination.

Itis necessary, therefore, for the Latin American countries to draft
a clear agenda regarding the Asia-Pacific region by identifying inter-
ests, problems, and possible solutions, The position of Latin America,
which is the newest actor in the Asia-Pacific region, must be clearly
stated. So far this has been undertaken only in a rather fragmentary
manner. Initial skepticism regarding this approach has been largely
overcome, but it is now necessary to define Latin America’s position
and concerns with greater precision. Latin American participation in
the PECC and the Pacific and other organizations in the Asia-Pacific re-
gion encourage cooperation in the region, but more should be done to
facilitate such cooperation.
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Multilateral Trade Negotiations

Participation by Latin American countries in the Uruguay Round of
GATT has been marked by a combination of interest and skepticism.
Such negotiations provide Latin American countries with an oppurtu-
nity to reverse increasingly protectionist action, discrimination, and
various forms of graduation that limit trade possibilities in the region.!
At the same time, their present financial situation raises an obstacle to
their effective participation in negotiations. Latin American countries
must keep a certain degree of autonomy in order to adjust their trade
policies to the demands of their financial, monetary, and fiscal policies,
a necessity that makes engaging in multilateral trade commitments
more difficult for these countries.

Latin American countries are also worried about the inclusion in
the negotiations of so-called new issues, namely trade in services, intel-
lectual property, and investment. In these areas, a set of multilateral
policies and the liberalization of the corresponding markets is sought,
although the benefits to be derived by Latin American countries
through these efforts are not clear. Itis in this context, therefore, that the
interests and priorities of Latin American countries in the Uruguay
Round oughtto be considered. These negotiations would be of greatin-
terest for Latin America and the Caribbean, if they result in a strength-
ened international trading system that provides regional exports with
safe and stablc access to markets and prevents the implementation of
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the restrictive and discriminatory action that has been widespread
lately. However, Latin American countries cannot take full advantage
of possible benefits to be derived from negotiations unless the present
financial crisis is solved. Likewise, the degree to which regional in-
terests are reflected in the negotiations on the new issues ought to be
analyzed.

General Aims

The Uruguay Round may be of great significance for Latin American
ceuntries provided these negotiations result in the creation of a multi-
lateral trade system that responds to their interests and development
needs. In this sense, the most interesting aims for the countries in Latin
Anerica are related to the following aspects: (1) greater and afer ac-
cess to markets of industrialized countries consistent with efforts by
Latin American countries to expand and diversify their exports; (2) the
strengthening of and respect for multilateral policies and nondiscrim-
ination; and (3) full implementation of stipulations and commitments
on differential and more favorable treatment for developing countries.

Basically, the aim for Latin America is to develop a system of inter-
national trade allowing for the adaptation of productive activities and
Latin American trade to changes in world demand, espedially in the
most dynamic sectors. Comparative advantages in the modern world
depend less on resource endowment than on national capability to
adapt production and exports to new technology and to the demands
of the world market. This requires, in the case of Latin American coun-
tries, restructuring the productive machinery.

However, this restructuring of Latin American economies cannot
be done without ensuring greater access to the markets of developed
countries, so that the achievement of competitive advantages regard-
ing certain products is not thwarted by restrictive actior: in the main ex-
port markets. Access to markets is also essential to provide a steady
flow of the resources needed to finance investments in the Latin Amer-
ican industrial sector and to set such investments in the right interna-
tional framework. The Latin American countries feel that an improved
multilateral system of safeguards is required.

From the Latin American perspective, the safeguards system
should be considered as a way to reverse the trend toward managed
trade that is obvious in the textile and steel sectors. In addition, the
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system could ensure a significant degree of safe access to markets, par-
ticularly for countrices lacking, reteliatory capabilities, which up to now
has constituted the main disciplinary factor in the implementation of
safeguards.

The developing countries have been most affected by the weak-
ness of the GATT system of safeguards and by the lack of commitment
tosuch asystem by the main developed countries, In fact, an improved
and strengthened system of safeguards is essential to the credibility of
the system, and its successful negotiation is requisite to the aceeptance
of new multilateral concessions or other obligations. If the present
trend toward managed trade and the adoption of discriminatory ac-
tion against developing countries cannot be reversed, it is rather use-
less to search for, et alone offer, new trade concessions.

Likewise, in order to retain the credibility of the Uruguay Round
of negotiations at Punta del Este, Latin American countries have in-
sisted thatall those taking part comply with the commitment not to in-
troduce new measures aimed  at restricting or distorting trade
("stand-still” measures) and at dismantling, (“rolling back”) the exist-
ing ones. Initially, the Latin American countries asserted that a status
quo agreement should come before the nepotiations, and that in the
context of this agreement oaly those measures strictly consistent with
GATT rules were to be adopted. GATT should be informed of all these
measures and a follow-up and surveillanee mechanism of the status
quo commitment ought to be established by the GATT Couneil.2 Ac-
cording to the Latin American countries, one of the main purposes of
the status quo commitment should be to prevent the implementation
of measures in the so-called gray arca, specifically the “voluntary
agreements of export restriction,” and to include the nonimplementa-
tion of graduation within the framework of the Generalized System of
Preferences (GSD).

The Latin American countries want to ensure that the special and
differential treatment in favor ()fdovcl()ping countries, which is part of
the multilateral commitments adopted within the framework of CATT
(Part 4, Enabling Clause), is reflected in every agreement that may be
reached during the Uruguay Round and is considered by the different
negotiating groups.
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Traditional Issues

The Ministerial Declaration of Punta del Este, which sets the frame-
work for the Uruguay Round of negotiations, consists of two parts. The
first part includes questions related to traditional issues of multilateral
trade negotiations and to two issues not previously addressed. Tradi-
tional issues are the object of negotiations of twelve special groups: tar-
iffs, nontariff measures, tropical products, products derived from nat-
ural resources, textiles, agriculture, GATT articles, safeguards, multi-
lateral trade negotiations agreements, subsidies and compensation
rights, dispute settlement procedures, and operation of the GATT sys-
tem. The two new issues, investment and intellectual property rights,
are being dealt with in two additional groups. The second part of the
declaration is devoted to the question of trade in services. The follow-
ing questions, related to the aims of negotiation within the framework
of the traditional issues, are of most interest to the Latin American
countries,

The seven rounds of muitilateral negotiations held betore the Uru-
guay Round brought about a substantial reduction in average tariffs, It
had been stated, therefore, that the subject of tariffs would not be a pri-
ority in the later negotiations. It should be pointed out, however, that
the tarift schedules of industrialized countries, and more notably in the
field of certain productive sectors, tend to be biased against exports of
developing countries. Thus, although the average tariff levels in the
United States, the EC, and Japan are 4.8, 5.6, and 5.5 percent, respee-
tively, imports originating in the developing countries must pay, on
average, higher customs duties than those eriginatiag in the industri-
alized countries. For some products of special interest to develeping
countries (foodstuffs and clothing), tariff incidence may range between
[6and 21 percent in the United States, Japan, and the 1C.

It should also be pointed out that the GSP is unilaterally imple-
mented by the industrialized countries; it does not cover the whole
spectrum of poods, and its effectiveness is impaired by various limita-
tio:.s. Furthermore, some industrialized countries such as the United
States have added new resirictions to the system and are secking to use
the GSP as an instrument of negotiation to obtain concessions from the
developing countries. Therefore, from the Latin Araerican perspective,
insofar as tarifts are concerned, there is reason to continue the liberal-
ization process in the industrialized countries. In the opinion of the
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countries of the region, negotiations should be aimed at the following;
reduction of tariff rates; harmonization of the different tarifts of indus-
trialized countries, which show significant differences: and improve-
ment of the GSP

The existence of nontariff measures raises another serious obsta-
cle regarding access to the markets of developed countries. This ob-
stacle basicallv applies to sectors of specie? interest to Latin America,
In fact, the United Nations Centerence on Trade and Development
(UNCTAD) has estimated that in 1986, 48.9 pereent of food imports,
64.2 pereent of iron and steel imports, and 67 pereent of clothing im-
ports were subject to nontarift measures. It is worth noting that dur-
ing the last few vears protectionism in the case of steel has incroased
considerably. Trade in steel is now managed through a systeny of
price controls and so-called voluntary export restraints, Various other
obstacles (antidumping, countervailing dutics and marketing re-
quirements) have been set with the aim of further restricting, the steel
trade. As a result, iron and steel exporters in Latin America have been
limited to an insigniticant percentage of the markets of industrialized
countries. Toa Lirge extent these markets have been reserved for local
producers and for producers in other developed countries.?

Thus, for Latin America, it is a priority to ensure the elimination of
nontarift barriers that are incompatible with GATT principles and
rules. In cases where nontarift barriers are condoned by GATT, it is im-
portant to attempt to suppress their distorting, offects on trade.

In practice, trade in agricultural products is excluded from full
GATT discipline. There are several reasons for this: (1) there are special
rules regarding export subsidies and quantitative restrictions on agri-
cultural products; (2) in 1955 the United States obtained a waiver al-
lowing it to keep restrictions on the trade of certain agricultural
products; (3) the EC Common Agricultural Policy protects domestic
prices by means of variable levies applied on imports and export sub-
sidies (it has been difficult to establish in GATT the illegality of these
mechanisms owing to the lack of binding tariffs on these products and
to the weakness of rules on agricultural expaort subsidics); (4) the per-
sistence of residual quantitative restrictions, as in the case of Japan in
amanner inconsistent with GATT obligations; and (5) regulations ap-
parently applied for health and sanitary reasons.

Although clforts have been made to solve the problems of agricul-
tural trade within a multilateral framework, no significant progress
has Leen made. The most significant results of the Tokyo Round in this
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area werc limited to price-fixing arrangements on dairy products, an
agreement to manage trade in beet, and the consolidation of beet quo-
tas in the United States.

Itis up to the Latin American countries to press for a global solu-
tion that allows for the stabilization of world trade in azricultural
products and for greater access to markets for their exports. Several
countries in the region are among the main producers and exporters of
agricultural products, which has led to their participation in the Cairns
Group.? This group was set upat the preliminary stage of the Uruguay
Round and has since been very active inagricultural negotiations.

The Cairns Groun has proposed that agricultural negotiations
should result in: (1) a long-term agreement aimed at the complete lib-
cralization of trade in agricultural products and the elimination of ag-
ricultural subsidics; (2) a program of reforms—implemented within a
period no longer than ten years - to gradually eliminate measures sup-
porting the agricultural sector; and (3) a series of immediate measures
to keep market access and export subsidies at present levels,

The EC and the United States have also put forward specific agri-
culturai proposals. However, negotiations in this arca will be ex-
tremely ditficult owing to existing distortions in world agricultural
trade and to the high political sensitivity of government measures in
support of the agricultural sector of the main industrialized countries.
This is illustrated by the heavy subsidy--around US$65 billion per
year-—allocated to agricultural procz:ction by these countries.

[n 1963, the GATT Contracting Parties already decided to take
whatever actions were necessary to eliminate all tariff and nontariff
measuies affecting the trade of tropical products. Later on, the devel-
oping countries succeeded inhaving tropical products recognized asa
“special aind priority sector” in the Tokyo Declaration, and separate ne-
gotiations on these products were carried out at the initial stages of the
Tokyo Round. The negotiations were intended to cover tariffs, non-
tariff batriers, and other measures affecting the trade of tropical prod-
ucts——including manufactured and semimanufactured goods. At the
1982 GATT Ministerial Mecting, there were consultations and negotia-
tions aimed at greater liberalization of the trade of tropical products in
their processed and semiprocessed forms.” However, no significant
improvements have been achieved.

Although some industrialized countries have recently improved
market access of certain tropical products within the framework of
their GGSP?, wgotiations are not vet gver. Latin American countries have
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insisted on the priority nature of negotiations on tropical products and
on the immediate implementation of the agreements reached at the
Punta del Este Ministerial Declaration, regardless of the progress made
in other areas of negotiations. The aim of Latin American countrios is
free aceess to the markets of developed countries for exportof all trop-
ical products on o nonreciprocal basis. Nevertheless, negotiations on
rhis issue have become complicated owing to the proposal tor wider
product coverage put forward by the industrialized countries. Accord-
ing o this proposal, negotiations should encompass not only the prod-
ucts in which developing countries as the main exporters may be
mterested (tor example, coftee, cocoa, and tea), but also other products
produced in the industrialized countries themselves {(for example,
wood). Should this proposal be accepted, the developed countries
could demand reciprocity from developing countries regarding the
opening ob their marketsanvissue that has not been raised so far,

Trade of certain natural resource products, such as minerals, non-
terrous metals, and forestry and fishery products, is subject to a set of
barriers including quantitative restrictions and other tarff measures,
Further, escalation of tariff schedules by degree of processing means
thut effective protection is higher for more processed goods. Therefore,
not only do these barriers affect the market aceess of these products but
they also deprive Latin American and other developing countries of
the opportunity to export higher value-added poods. In regard to fish-
ery preducts, some industrialized countries (such as those of the EC)
hope to limit access to their markets by granting greater access to prod-
ucts from countries Jhat in turn grant fishery rights to EC ships in the
territorial sea of the evporting country. The Latin American countries
have energetically rejected this proposal, which would imply giving
up sovereignty in return for access to export markets of the industrial-
ized countries,

Theaimof the Latin American countries is to integrate textile trade
into the GATT framework through the strengthening of GATT rules
and policies. This is a question of the utmost importance for Latin
American and other developing countries, where the textile sector rep-
resents a high percentage of exports, value added, and employment.
However, for over two decades the textile trade has been managed by
the Multifibre Agreement (MEA), which is contrary to GATT rules and
principles because it is based on the negotiation of quantitative restric-
tions on a discriminatory basis. The MFA is an instrument specifically
aimed against the developing countries and was based on the rationale
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that textile exports from those countries produced serious dislocations
in the markets of the industrialized countries. Originally established as
a temporary mechanism, the MEA has become a permanent feature re-
stricting textile exports from developing to industrialized countries.

Multilateral Trade Agreements

Onc of the main results of the Tokyo Round was the adoption of differ-
ent codes that interpret or ieguate the application of certain provisions
to the General Agreement, and agreements on beef, dairy products,
and civil aviation. However, certain difficulties have been met regard-
ing the enforcement of these agreements. In some cases, the benefits of
these agreements have not been extended to all contracting parties, in-
cluding Latin American countrices, which is in open contradiction to
the most-favored-nation treatment stipulated in GATT Article 1 and to
the 1979 decision dealing specifically with this issue.” Morcover, some
developing countries that are signatories to the Code on Subsidies and
Counteracting Duties have been denied their benefits unless they ac-
cept additional conditions unilaterally imposed by some industrial-
ized countries.

On the other hand, enforcemeitt of the codes has given rise to dif-
ferences in the levels of rights and obligations of the various contract-
ing, partics in important arcas such as subsidics and antidumping, In
fact, both the regulation and the interpretation of the codes are carried
out within the framework of committees of signatories in which only
those countries subscribing to the codes participate. Because most de-
veloping countries have not signed the codes, they are excluded from
these decisions evenif they participate in the committees as observers.
The guidelines set by the codes have not served to prevent a serious in-
crease in restrictive measures, especially regarding countervailing
rights and antidumping duties. Therefore, Latin American countries
have proposed to improve special and differential treatment in favor of
developing countries and to avoid new negotiations in order to ensure
such differential treatment

As already mentioned, the issue of safeguards is very important
for Latin America. An agreement on safeguards is essential for the ad-
equate operation of the international trading system and would
provide an additional contractual basis to standstill or rollback com-
mitments. The present system has proved inadequate and has not been
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able to avoid the proliferation of discriminatory protective measures,
most of which are aimed against Latin American countries. Negolia-
tions aimed at the improvement of the multilateral system of safe-
guards have lasted overa decade, but it has not been possible to attain
an agreement on safeguards. Certain developed countries have in-
sisted onamending GATT Section 19 inorder to permit a selective (ie.,
discriminatory) application ot safeguards against suppliers considered
harmtulto domestic producers. This has been strongly opposed by de-
veloping countries. Selectivity is the antithesis of GATT principles and
is an exvpression of the trend towards bilateralism (Sistema Econdmico
atinoamericano [SELA] T988). This constitutes the most significant
threatto the multilateral trading svstem and to the possibilities of Latin
American countries” increasing, their participation in world trade.

For Latin America, a legally binding agreement on safeguards is
essential. The agreement should be based on the unconditional clause
of the moest-favored nation, clearly eliminating every possibility of dis-
crimination inits implementation. The cconomic criteria of serious in-
jury should be stricter, so that a mere threat of injury is not reason
cnough to adopt sateguard measures. The measures should be subiject
to short, fixed limits and to multilateral surveillance. Tariffs and mea-
sures that have the same effect as tariffs shouid be used instead of
quantitative restrictions,

The problem with the GATT dispute-settlement procedure is that
disputes are otten settled by one country withdrawing concessions
granted to the transgressing country, that is, by commercial retaliation.
Latin American countries do not consider this a viable option when the
other party is the EC, the United States, or Japan, because of the differ-
ences in power. Therefore, for Latin American countries a strengthen-
ing ot the dispute-settlement: mechanism may be achieved only
through: (1) greater political commitment by the larger trading part-
ners with respect to their multilateral obligations; (2) greater provision
and binding of the said commitments; and (3) consistency of national
Llaw and multilateral obligations and the elimination of inconsistent
and even conflicting points between national laws and multilateral
commitments.

Inthe Uruguay Round, new issues (such as trade in services, trade-
related investment, and intellectual property measures) have also been
included. The last two issues have been included in Part 1 of the Min-
isterial Declaration of Punta del Este. These are complex issues and
their international regulation will have direct and immediate effects on
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interral policies and faws. That is why these negotiations are so crucial
and challenging for the couniries involved, especially those of Latin
America,

More than any other new issue, discussions en the topic of services
have been marked by considerable differences between the countries.”
Although differences have generally placed industrialized and devel-
oping countrics on opposite sides, there remain differences within the
groups as well. The positions of the various countries are defined, to a
large extent, by the relative importance of services m their national
cconomies. In fact, the contribution of services to output, employment,
or trade varies considerably across the countries. For example, in the
United States the services sector represents two-thirds of its GDI’ and
emplovs over 70 percent of the labor foree (table A 4). In addition, the
United States is the main exporter of services (US$35 billion in 1980),
and the U.S. services industries have become remarkably international
in nature in the last few vears (United States Office of Techrology As-
sessment 1986). The situations of Japan and the countries of the EC are
quite similar. Services exports of the EC countries as a whoie are three
times those of the United States (European Economic Community
1984), and Japan is also increasingly turning into a services-oriented
economy.

On theother hand, thesituation of the developing countries is quite
different. Studies undertaken by UNCTAD (1984) and by the Perma-
nent Secrelariat of SELA (1985) indicate that the contribution of services
to GDPis as important in developing countries as in the industrialized
countries. For example, the contribution of services to Latin American
gross domestic product amounted to 56 percent in Chile in 1983, and 54
percentin both Mexicoin 1985 and Venezuela in 1986, a percentage very
similar to that of Japan (table A4). However, a sectoral analysis reveals
that the category Services, which includes, for example, data-process-
ing activities, and is the core of the so-called leading industries, is less
important in the developing countries.

There is even greater contrast between developed and develop-
ing countries regarding international trade in services, In services
trade, the industrialized countries hold a leading position. In 1980,
their imports represented 70 percent of total world imports of ser-
vices, their exports represented over 80 percent, and the services
trade balance recorded a surplus of approximately US$10 billion. In
contrast, during the same year the deficit in Latin American trade in
services was US$9 billion.
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These differences regarding the importance of services to each
group of countrics, in addition to the complexity of the sector, and the
limitations on various relevant aspects of negotiations—such as defi-
nitions, categories of barriers or obstacles to trade in services, and in-
accurate statistics—seem to point to a long and difficult process of
discussions within GATT,

In the so-called initial phase of negotiations, the goals of the vari-
ous countries were clear. The negotiation proposals of industrialized
countries were aimed at the adoption of a general framework, so as to
make the liberalization of trade in services casier (OECD 1987). This
general framework included not only the flow of services from one
country to another but also aspects of investment and financial trans-
fers related to these activities. According to the industrialized coun-
tries, the principles to be included within this framework would be the
folloveing:

% Access to markets, so that foreign suppliers of services may com-
pete openly and fairly with local companics. According, to this
principle, the liberalization of trade in services should not only
support such trade but also facilitate the possibility of direct
investment.

% Transparency regarding the laws, regulations, and actions related
to the trade in services, which implies a commitment by the coun-
tries to inform other nations of any actuai or eventual changes in
their legal rules that may affect trade in services.

% Same orsimilar treatment for forcign service companies as domes-
tic ones. Morcover, as a general guideline for negotiations, devel-
oped countries have also indicated that the practice adopted for
the codes on nontariff barriers negotiated during the Tokyo Round
should be followed. In this sense, the general framework would
consist of a kind of “umbrella” code, from which sectoral codes
may be negotiated for different categories of services.

In contrast, Brazil and India, the two most active countries within
the group of developing countrices, provided specific proposals that re-
ferred to procedures and organization. Because the Latin American
countries import services, have negative balances in their services
transactions, and have services companies that are not internationally
competitive, they at first opposed negotiations regarding services in
the belief that they would derive little benefit from them. They ex-
pressed little interest in liberalizing their trade in services, since it
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could further hinder the development of their own new national ser-
vices industries.

Another problem relates to the inconsistency between interna-
tional agreements relating to trade in services and existing national
sectoral policies and laws. Industrialized countries want to obtain cer-
tain uniform commitments on policies and legislation regulating, the
services sectorata national level Inthis way they hope to gain uniform
access to markets tor their exports and services industries. On the other
hand, Latin American countries maintain that the policies and laws in
the services sector are not protectionist-oriented. They argue that the
policies and laws aim to regulate certain sectors of services for strategic
reasons (consumer protection, development of certain sectors of ser-
vices, and so forth) instead of hindering or preventing activity in these
sectors,

Another important difterence is the distinction, clear for develop-
ing countries and less so for developed ones, between trade in services
and investment in them. This distinction arises from the very nature of
the services, where production and consumption generally appear si-
multancously. Thus, in many cases the sale or trade of services requires
the physical presence of the person orfering this service in the place of
consumption. In other words, trade in services often requires invest-
ments in the countries acquiring these services.,

The industrialized countries consider liberalization of trade in ser-
vices to imply certain obligations related to the investment in services,
when these are considered necessary, so that trade activities can take
place. Initially, the United States, as the originator of the proposal to in-
clude trade-related investments in the negotiations, wanted to address
problems related to local content requirements and the obligation to
export a specitic percentage of the production, which some countries
demand of foreign investors. In fact, the United States has suggested
that barriers and discriminatory measures applied by countries to for-
cign investment should be reviewed. Therefore, its aim seems to be to
broaden the scope of GATT so as to encompass the whole question of
foreign investment. If this were to happen, the United States would be
able to legitimize at a multilateral level the use of retaliatory measures
in the cases considered under section 301 of its 1984 Trade and Tariffs
Law. It would also make GATT mechanisms for the settlement of dis-
putes applicable to investment problems, another aim of the United
States.
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Developing countries do not accept the interpretation of the indus-
trialized countries that whenever a service implying a “presence” in
the country is rendered or sold, it should be considered a business
transaction. Should this interpretation be accepted, liberalization of
trade inservices would involve changing all the rules related to foreign
investments in developing countries. The most important consequence
of this liberalization as it is defined by the developed countries would
be to place national and foreign services sector companies on equal
footing. In developing countries, however, acceptance of this defini-
tion would imply unfair competition between national companies and
mternational services companices,

Latin American countries also insist that the negotiations must be
limited to the exchange of services across national borders. It is folt that
the establishment of branches or subsidiary companies providing ser-
vices, such as those in the manufacturing or industrial sector in recip-
ient countries, must follow the laws and regulations governing foreign
investments, because these laws have been drafted to ensure that for-
cigninvestments contribute to the implementation of the development
plans and objectives of the recipient countries.

In negotiations on trade in services, what is at stake is a change in
trade relations between the industrialized and the developing coun-
tries. The latter, especially those in Latin America, face a great chal-
fenge. Their answer to the strategic objectives of the industrialized
countries regarding services is vitally important because what is at
stakeis the establishment of their own policies and mechanisms, which
will affect future development of these sectors in their own economies,

The mandate established by the Declaration of Punta del Este in
this area was much more limited in scope. First, an analysis of the op-
eration of GATT articles on investment measures, including any re-
strictive and distorting effects is required. Second, negotiations are
expected to develop appropriate future provisions that may be needed
to avoid any adverse effects on trade.

During the initial phase of negotiations in 1987, the first part of the
mandate was considered, that is, the review of GATT articles relating
to foreign investment matters. The investment measures more fro-
quently mentioned are the export performance and local content ro-
quirements. Export performance requirements refer to regulations
demanding that a specific percentage of the production from foreign
investment should be exported. This is one of the most interesting
aspects for the United States, and one that has the support of many
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developed countries, including the EC, Japan, and the Scandinavian
countries. Local content requirements refer to rules by which foreign
investors are obliged to buy from national suppliers, or by which a spe-
citic amount of the proauction of the investor has to be manutactured
in the country.

The United States attaches great significance to measures of this
type, and in the 1984 Trade and Tarift Law (section 307) included reg-
ulations specitically aimed at reducing or eliminating their implemen-
tation by third countrics. According to these regulations, the United
States Trade Representative (USTR) is directly empowered, without
following procedures required under section 301, to impose duties or
other import restrictions on products or services of a country imposing,
export requirements, including prohibiting entry into the United States
of products subject to such requirements.

Nevertheless, these matters have already been thoroughiy consid-
cered within the framework of GATT, and some clear ideas about the
subject have thus taken shape. Infact, a panel set up in 1982 to study
the complaint of the United States on the enforcement of Canada’s For-
cign Investment Review Act (FIRA) concluded that GATT does not ban
the practice of placing conditions on foreign investment in terms of the
sale of poods in foreign markets and of giving preference to the domes-
tic market, and that the agreement does not oblige contracting parties
to prevent companies from undertaking dumping operations. There-
fore, the panel determined that in this case Canada was not acting ina
manner that was incompatible with the principles of nondiscrimina-
tion stipulated under the agreement. 1t was thus clear that if export re-
quirements promote dumping, or subsidies, these effects should be
managed according to specific regulations under GATT for cach par-
ticular case.

Morcover, the panel concluded that Canada’s practice of awarding,
more favorable treatment to investments that purchased goods of Ca-
nadian origin or from Canadian resources, as compared to investments
that purchased imported goods, was incompatible with Article 3:4
(GATT 1984). Nevertheless, it is worth taking into account that in cach
case only the effects that these measures may have on trade ought to
be considered.

Latin American countries have pointed out that a number of the so-
called measures presented by some countrie are in fact domestic poli-
cies, and in that regard, group negotiations should focus only on the
instruments used and not on the aims of those policies. For example,
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one aim is to achieve cconomics of scale in the developing countries
with small national markets.

A specific aspect of intellectual property rights, namely, trade of
counterfeit goods has been considered within the GATT framework
ever since this matter was discussed for the first time in 1978 by the
subgroup on “customs matters” set up by the Tokvo Round. Other as-
pects of intalectual property rights had only been considered lightly
until the United States submitted detailed proposals on the subject in
the preparatory stage of the Uraguay Round. The issues submitted by
the United States in this area are closely related to the problems of trade
of high-technology goods and theretore po beyond traditional discus-
stons on the more limited issue of counterfeit trademarks.

The United States has justified its initiative in GATT on the
grounds that current international law on intelectual property, includ-
ing the Paris Convention on Patents and Trademarks, and the Bern
Convention on Copyright, does not grant sutficient protection to intel-
lectual property. It asserts, for example, that the stipulations of the
Paris Convention allow for, but do not enforee, embargo or banning of
imports of counterfeit goods and are therefore inadequate.

In April 1986, the United States proposed two sets of actions for
GATT to consider: (1) to complete and implement an anticounterfeit-
g code so that imported goods with counterfeit trademarks cannot
enter the market; and (2) to conclude a mandatory agreement against
distorting trade practices derived from lack of adequate protection of
intellectual property. This would also imply legalizing retaliatory mea-
sures against goods that have infringed on U.S. international property
rights under the U.S. Law of Trade and Tariffs. It has also been sug-
pested that GATT may serve as an international forum to expressly ac-
knowledge the protection of intellectual property rights for new
technologies such as computer software and litera ry works sent by sat-
cllite and manufactured microorganisms (Dam 1986).

These comprehensive aims, which are almost tantamount to estab-
lishing a new system of inteliectual property, go beyond the mandate
of the Declaration of Punta del Este. As noted by some developing
countries, namely India and Brazil, negotiating means identifying the
intellectual property laws that are currently in foree and that are imple-
mented insuch a way that they restric! trade.

If negotiations are carried out in a:eas not included under the
agreement, the consequences for developing countries may be very im-
portant. In developing nations, intellectual property laws were usually
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set up to prevent artiticial obstacles to the transter of technology and
to counteract the excesses of the dominant position of multinational
corporations. It would be cause for great concern to developing coun-
tries if the technologically leading countries were to impose restric-
tions on their export markets to avoid any piracy of intellectual
property that may occur because of inadvertence or reluctance to en-
force rules and regulations originally designed to facilitate the transfer
of technology.

Coriclusion

Although negotiations on traditional issues are very interesting for the
Latin American countries, the challenge facing Latin America in the
Uruguay Round of negotiations is to have its interests regarding new
issues adequately expressed and recognized by other members. It is
not possible to fully understand the consequences of negotiations on
new issues if they are considered separately, and without taking into
account their interrelationships. The goals of the industrialized coun-
tries in the negotiations are based on a global coneeption closely linked
to the restructuring of international cconomic relations that has been
induced by the momentous technological changes taking place.

Technological progress is transforming the productive process.
The international division of labor bears the brunt of technological
changes that affect the comparative advantages of the various coun-
tries. The struggle to ensure technological control and influence on the
world cconomy explains many of the trade conflicts that have arisen
lately between the United States, the EC, and Japan.

The issue of technology also explains the increasing interest of the
developed countries in ensuring access to markets in developing coun-
tries under conditions that guarantee the growth of their own goods
and services industries—scectors in which they have comparative ad-
vantage stemming from their technological superiority. For these pur-
poses, developed countries have realized the necessity of having an
international contractual framework that follows certain policies and
allows these objectives to be achieved. Thus the Uruguay Round was
perceived as an adequate framework to favor this new type of institu-
tional support that would adapt to new international conditions. A
number of proposals submitted by developed countries regarding new
issues respond to this approach.
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For example, the proposal to include investment regulations is
atmed at guarantecing the presence of mvestors wherever the natu re of
the services rendered, or the marketing of products requires such a
presence because of technical, Tegal, or economic reasons. It has been
emphasized that problems relating to intellectual property should be
considered. This reflects the need to protect the technological innova-
tions upon which the cconomic power of the industrialized co untries
is based and to prevent third-party countries from “expropriating”
such technologies.

As mentioned before, the issue of investment bears a close relation-
ship to that of services. In many cases the rendering of services (that s,
trade in the services sector) requires investments where the services
must be rendered. Therefore, international regulations of trade in ser-
vices also imply a review of matters related to investments.

The industrialized countries assert that freer trade in services re-
quires the liberalization of stipulations regulating foreign investment
when it is necessa rv to the rendering of the services. In a wider sense,
if the new proposals by the United States are followed, liberalization of
trade in services and the elimination of obstacles to investment flows
senerally po hand inhand. This is of great concern to developing coun-
tries. The industrialized countries emphasize that the principles of “na-
tional treatment” and “right to operate” in the other country ought to
be included in the international framework regulating, the services sec-
tor. This would seem to indicate that the focus of negotiations woulcd
be the policies and laws ruling forcign mvestments in various coun-
tries. This may be seen from the review of the different national sur-
veys on services, which o number of industrialized countries have
submitted to GATT. When these countries consider obstacles to trade
in services in some sectors such as banking, insurance, ndvcrtising, and
so torth, the obstacles mentioned in the surveys are the policies and
stipulations regulating foreign influence on these sectors,

Likewise, the proposals regarding intellectual property are closely
related to the need of the producing countries to safeguard their tech-
nological power. Therefore, capacity tor technological innovation and
the control of these innovations are of the utmost importance to the
success of the cconomic strategies of these countries. This is the case for
high-technology goods, now the most dynamic component of world
trade. These goods are produced in industrialized countries and are
the result of large investments in research and development. Such
investments can be carried out only if reasonable returns may be
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expected through the marketing, at a national and international level,
of the resulting new products. At the same time, marketing will de-
pend on the adequate protection of property rights of the new prod-
ucts, so that the products are not copied by other countries in violation
of patent laws. Thus developing countries, especially those in Latin
America, need to recognize and react to this long-held position of in-
dustrialized countries in the ongoing negotiations process. Theissue at
stake in the negotiations of the Uruguay Round is the reorganization
of international economic relations as a whole, not simply a discussion
of trade concessions.
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Asia and Latin America:
Main Issues for Further
Research

To gain as much benefit as possible from a comparative analysis of
Latin American and Asian economic development, it would be useful
to have taxonomies that place the different economies of both conti-
nents in categories that facilitate meaningful comparisons. This brief
chapter suggests some criteria for classifying cconomies, thus making
comparisons more interesting. The three basic criteria for classification
are: (1) the degree to which a country is rich in resources on a per capita
basis; (2) the size of the market; and (3) the stage of growth in which a
country finds itself.

Resource-rich countries are those with high natural resource ex-
ports per capita, and large market countries have large- or medium-
sized populations with relatively high incomes. Stage of srowth refers
towhether a country has moved from import substitution to the export
phase of industrialization. These characteristics define the way a coun-
try responds to different policies. By characterizing Asian and Latin
American countries in this way, policy comparisons may become more
fruitful.
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Table 13.1
Classification of Asian and Latin American Countries by
Selected Economic Indicators

Exports of Net Con.
Manufactured  tnbution of

Labor Human Goods (as  Manufactured
Export Surplus Natural Capttal %of total  BOP" {as % of
ng()((){ o Propo}rhpnJ N lnlhcqror ’ Reﬂsourcgsf ; Rgsﬂquvc_es‘ exports) tpta] mports)
Large Resvurce-
rich Economies
Argentina 0.12 0.05 175 70 22 -50
Bran! 009 025 5 358 40 8
Mexico 0.16 0.54 138 55 30 -40
Indonesia 029 2.2 64 3¢ 2 -55
Resource-rich Economies
with Limited Markets
Bolvia 015 041 8l a’ 2 -86
Chile 026 02/ 317 69 8 -66
Colombia 014 0.62 145 50 18 -58
Costa Rica 029 0.62 267 4] 36 -47
Domimican Repubhic 0.15 138 77 50 29 -93
Jamaica 030 082 88 588 66 -23
Paraguay 0.06 0.13 50 3l 19 -58
Peru 012 1.14 102 65 23 ~63
Trmdad 0723 060 783 76 32 -28
Venezuela 0.17 037 444 15 9 -73
Malaysta 047 0386 560 530 36 -37
Papua New Guinea (.40 361 270 14 0 -65
Thalland 021 1.38 97 30 42 ~34
Large Excass-labor
Economies
Chma 0.10 4.40 11 37 64 -41
lndia! 0.06 157 4 3sh 72 -1
Pakistan 0.10 117 n 1 68 -19
Excess-labor Economies
with Limited Markets
Ef Salvador 0.19 1.64 116 24 23 -59
Guatemala 0.1% 1.14 94 178 32 -40
Haiti 0.19 218 23 18" 63 -3
Honduras 0.26 1.17 174 36 10 -72
Bangladesh 0.0% 396 2 18 74 -27
Burma 004 1.73 7 24% 13 -85
Korea' 035 366 7”2 94 9] 37
Nepal 0.05 3t 3 25 67 -60
Philippines 0.15 106 34 65 60 -19

SriLanka 0.19 2.27 a 6 42 -42
Contined on follmving page
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Table 13.1 Continued

Exports of Net Con-
Manufactured  tnbution of

Labor Human Goods (as  Manufactured
Export Surplus Natural Capital % of total  BOP® (as % of
Country Proportion® Indicator” RE§9“!E°_§C,_ Resources” exports) _total imports)
Small Highly
Urbanized Econumies
Barbados 021 075 232 93h 75 -37
Panama 007 0.45 146 59 14 -67
Uruguay' 019 0.14 213 7o M 12
Hong Kong' 0.95 12.22 499 69" 92 1
Singapore' Y] 536 2837 n" 67 -7
Tawan' 055 na 203 na 96 63

a Totalexports GNP rato n U S dallars

b 1980 agnicuttural labor force - arable land ratio n hectares

¢ Per capita exports of primary products {agncultoral praducts, mmerals, and fuels)

¢ 198Y school enrollment ratio for secondary schools

e Manufactured exports minus manutac tured mports over total mports

t Countries that have cledtly passed the primary import substitution stage of ndustnabzation These countries have an
ndex of 19 ormore n column 6, and 40 percent or more of then exporty are of manufactured goods

¢ 1983

h 1984

SOURCES Food and Agnculture Orgamezation (FAQ), Agricuiture Towards 2000, 1987, Food and Agriculture Organization
{EAQ), Production Yearbook 1985, vol 39, World Bank, World Development Report, 1982, World Bank, World Tables
1987, 4th ed

Table 13.1, “vhich presents one possible method of classifying the
countries from both regions, shows that, in general, the export ori-
entation of the Asian countries is much higher than that of the Latin
American countries. Within cach grouping, the ratio of exports to gross
national product (GNP) is highest among the Asian countries, and Sin-
gapore and Hong Kong clearly stand out with ratios of 1.17 and 0.95. [t
would appear also that only a few of the Latin American cconomies
have excess labor resources. In contrast, the labor surplus indicator of
allof the Asian countries, except Malaysia, is greater than 1.0, Although
the Latin American countries generally do not have surplus labor,
many of them are rich in natural resources, as indicated by the high
value of their per capita exports of primary products. With the excep-
tion of Singapore (which serves as an entrepot tor Asian trade), the
Asian cconomies show a lower value of such exports than the Latin
American ones,

These conditions imply that a policy package that would facilitate
cconomic development in the Latin American countries would be
quite difterent from that which would be suggested for labor-surplus,
resource-poor countries. This chapter highlights some of the policy is-
sues that address these types of situations and may be usefully ana-
lyzed in a comparative framework.
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Extent and Quality of Government Intervention

When Latin Americans started to receive news about the phenomenal
success of some Asian economies, Western interpreters of those experi-
ences emphasized that the success resulted from free-market policies. 1t
is now known that in Japan, the Asian NICs, and the ASEAN countrics,
there was pervasive government intervention in the cconomy. AsChen
points out, however, it was neoclassical intervention (see chapter 3, this
volume).

Financial sector policies, for example, do not fit the above general-
ization. Itappears that Japan and the Asian NICs have regulated their
credit markets very closely. In Japan, Korea, and Singapore there has
been virtually no consumer credit. In Latin America, following the ad-
vice of eminent First World economists, most countries liberalized
their financial sectors, which in the 19705 led in many cases to con-
sumption binges, capital flight, and indebtedness.

Thus, while itis casy to talk about market-facilitating intervention,
the realities are more complex. Hence, further rescarch and compari-
son of the type, extent, and quality of the interventions that were car-
ried out in ditferent development phases would be fruitful.

Capital Mobilization

The most interesting, difference between the NICs and the Latin Amer-
ican quasi-NICs is the difference in saving rates. In 1986, the ratio of
pross domestic saving to gross domestic product (GDI) was 40 percent
in Singapore, about 35 percent in Korea and Taiwan, and 27 percent in
Hong Kong. This was in contrast to the Latin American countries at
about the same period, when the ratio of savings to GDI was highest
in Mexico at 27 pereent and as low as 11 pereent in Argentina (table
A.5). Understanding, this difference in saving behavior between the
two regions would be casier if more information about the underlying
causes were available.

Many aspects of the difference are intriguing,. Examples include
(1) the role of forced saving; (2) industrial concentration; and (3) cul-
tural factors and tamily structure. A comparative analysis of these
factors would be well justified.
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The Role of Immigration

Suggestions have been made by Tan about the role of migrants in the
cconomics of the NICs, and by Hughes about migration as a macroeco-
nomic policy tool in Australia (see chapter 14, this volume).

In Latin America, the role of migrants in the rapid growth of the
Southern Cone countries in the first half of the century is clear, but
there are observers who have suggested that some present-day phe-
nomena of political divisiveness may be related to these carly migra-
tions. Nevertheless, some land-rich Latin American countries could
absorb migration, but there has been no serious discussion of migra-

tion policies in the last decade.

Policy Stability and Growth

There seems to be a correlation between policy stability and growth if
one looks at the Asian NICs and Latin America. Sardi emphasizes the
importance of policy stability and discusses the inherent instability of
policy m Latin American countries dependent on commaodity exports
with price volatility (see chapter 4, this volume). It is possible that the
preater export diversitication in Asia reduces the volatility of export
revenues and that this in turn facilitates policy continuity.

Policy stability, however, may also be a function of the political re-
gime. The stability may be substantial in long-lived authoritarian re-
gimes or one-party systems. Of course, in addition to being stable,
policies must be correct. Indonesia has had an authoritarian regime;
vetithas a pragmatic, well-designed, and flexible set of cconomie pol-
icies that have facilitated growth. The same was not the case for the
Philippines during the stable vears of the authoritarian Marcos regime.

In Latin America, substantial political changes brought about
through democratic processes as well as coups have meant radical
changes in economic policies that negatively affected expectations and
ivestment. During the authoritarian period, Brazilian policies were
fairly stable and consistent, but the same was true in democratic
Colombia. Economic policy stability is, therefore, not related to author-
itarianism and democracy but to the particular nature of the authori-
tarian and democratic regimes in question.
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Itis interesting, then, to analyze the process of decision making in
economic policy formulation in different regimes. Aspecis such as the
nature of the bureaucracy and its role in decision making may be very
crucial. In Asia, the recruitment process and salaries of high-level bu-
reaucrats seem to ensure a relatively high degree of professionalism in
the burcaucracy that is largely absent in Latin America. A comparison
of the nature and effectiveness of burcaucracies in the twe regions may
produce important insights.

Finally, ina changing world environment, policy adaptability may
be more important that policy stability. What package of policies com-
bines policy stability and adaptability?

In Latin America, some countries adapted too rapidly to interna-
tional change. In the 19705, many ¢ountries took advantage of world
negative real rates o interest and availability of credit too quickly. Co-
lombia, for example, changes policy more slowly than most countries
and has had few dramatic prowth spurts, but also no dramatic reces-
sions. As a result, in the 1970, Colombia did not increase its indebted-
ness as fast as its neighbors did (table A 13). Resistance to some policy
innovations is sometimes a virtue.

The complevities of party politics in a democracy may produce
policy stability. This was not the case in Chile or Argentina but may be
an explanation for policy stability in Colombia, Venezuela, and post-
war Japan. Centralization of power may in fact not produce the policy
stability experienced in Singapore, Korea, or Taiwan. Centralization
may produce instability, as has been the case with military govern-
ments in Peru and Argentina.

The role of external political shocks may be important. What role,
for instance, did the Allied occupation of Japan, the impact of the Ko-
rean War, and the end of the Japanese occupation of Taiwan play in the
development of those countries? These external shocks destroyed
powerful controlling interests in these countries and facilitated major
land reforms and asset redistributions. In contrast, external shocks
have not weakened the traditional pressure groups in Latin America.

Certainly, Latin American econemists are now more interested in
exploring the relationships between economics and politics than ever
before. A dialogue on political economy and the politics of economics
with Asian experts might suggest much to Latin American cconomists,
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Economic Integration and East-West Trade

In the arca of ecconomic integration, Latin American countries have a
richer experience than Asian countries, and the lessons learned might
be of great value in Asia. The history of the Andean Pact nations and
of ASEAN's attempts at industrial programming at the regional level
suggest that this is not a fruitful avenue to follow. This lesson should
be instructive to the newly created South Asian Association for Re-
gional Cooperation (SAARCQ).

Conclusion

The issues set forth above deserve further exploration. Explaining the
causes of cconomic growth and backwardness in one’s own cou ntry to
cconomists from another continent adds new insights to the develop-
ment process. Attempting to compare development experiences often
helps to clarify which variables and policies are strategic in the growth
process. For these reasons, there should be a continuing, dialogue and
joint analvsis of development problems between Asian and Latin
American cconomists,



14 Helen Hughes

Toward Clarity and
Common Sense

An analysis of the comparative experience of Asian and Latin Ameri-
can developing countries since the Second World War must conclude
that there are differences to be explained. Whatever growth and devel-
opment criteria are used, several Asian countries have grown faster
and more steadily than any Latin American countries throughout the
period.! The economic performance of the four most rapidly develop-
ing Asian cconomies (1 long Kong, Korea, Singapore, and Taiwan) and
of Thailand has been particularly impressive in both growth and eq-
uity terms. Indonesia and Malaysia have also developed strongly, uti-
lizing their rich resource endowment better than most countries with
booming sectors. India, Pakistan, and Sri Lanka, though growing
weakly by the standards of East and Southeast Asian countries, expe-
rienced stronger growth in the 1980s than in the 1976s,

In terms of per capiita income growth, the differences between East
Asia and Latin America are even clearer because in East and Southeast
Asia population growth has declined faster than in most Latin Ameri-
cancountrices, as a result of effective family planning policies and in re-
sponse to strong growth in gross domestic product (GDP). China‘s
ability to provide basic needs for a population of more than one billion
people stands out as a major achievement of development, although
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some of China’s growth indicators must be treated cautiously because
of its lack of statistical infrastructure. Only the Philippines has had
poor economic performance in the region.

The Latin American countries, despite having the highest per ca-
pita income and human and physical capital endowment among de-
veloping countries at the end ot the Second World War, and despite
favorable natural resource endowments, only doubled their per capita
incomes between 1950 and 1980 and then stagnated in the 1980s. In
marked contrast, the Asian newly industrializing countries (NICs),
doubled their per capita income in every decade sinee the 1950s, The
per capita income of Korea, which in 1951 was devastated by war and
was one of the poorest developing countries in the world, in 1987 sur-
passed that of Argenting, one of the higlest-income developing coun-
tries forty years ago. In 1900, morcover, wgether with Australia,
Argentina had the highest per capita income in the world (Maddison
1982).

The voluminous literature on development suggests that natural
resource endowment, country size, geography, location, and capital in-
flows (notably of aid) are not the principal causes of differentials in na-
tional growth rates. On the contrary, difficulties of appropriate policy
formulation and implementation make resource-rich countries the
most likely candidates for booming sector crises. When countries are
grouped by natural endowments (Chenery and Syrquin 1975), the rap-
idly growing outliers turn out to be countries with poor natural re-
source endowments.

Differences in economic performance also do not appear to have
cultural origins. The work of Max Weber (11922] 1965), and R. T, Taw-
ney (1926), and their recent followers in the Confucian school (see
Chen, chapter 3, this volume) has demonstrated that various cultures
contain the seeds of both growth and cconomic decline. Protestant,
Roman Catholic, Greek Orthodox, Confucian, Buddhist, | lindu, Jew-
ish, and both Shiite and Suni Muslim cultures have seen rapid eco-
nomic development and no development at all, depending on the
economic policy environment that encouraged the various traits
within cach culture to develop, Several East Asian countries have
shown at various times that the Confucian ethic is as conducive to stag-
nation as to rapid development.

Degrees of democracy, autocracy, and political cohesion vary
within and between the South, Southeast, and East Asian and Latin
American regions. Focused and careful analyses (Haggard 1980;
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Mackic 1988) have not been able to clicit general causal relationships
between political systems and economic performance. Rapid cco-
nomic growth has been an important factor in political stability in
southeastand East Asia, whereas the lack of growth has led to political
uphceavals in developing and industrial countries; some political re-
gimes, however, have been able to survive despite very poor economic
performances. The only constant that seems to emerge from past expe-
rience is that political stability is essential to growth. And political sta-
bility requires some degree of consensus and popular support for
governments, even if they are not elected democratically.

If we draw on the other chapters of this volume as well as on the
wider evidence of the debate about the causes of development, cco-
nomic performance appears Lo be determined primarily by a country’s
domestic cconomic policy framework. Economic policy objectives and
administrative rules of the game are molded by political systems. To an
important degree, however, the cconomic climate is affected by the
content and the vigor of the debates that take place in university class-
rooms and how these debates are reflected in the media. The political
decisions taken about cconomic issues reflec, o community’s intellec-
tual perceptions about the ecconomics of development,

The discussion about development has many common charac-
teristics in Asia and Latin Amcerica. Detailed pereeptions about eco-
nomic growth and development continue to vary within and among
countries. Over the course of nearly half a century of development ex-
perience, fundamental differences of view about the process of devel-
opment have become more important in economic performance than
the similarities. Three principal models have emerged: the statist South
Asia-China model; the outward- and private enterprise-oriented East
and Southeast Asian model, which aims at rapid growth; and the
dependeacia (dependencey) Latin American model.? Adherence to these
three models appears to account, to an appreciable degree, for the dif-
terences in performance among the three broad groupings of countrices.

The three models of development overlap in various ways. There
is something of dependencia thinking in all developing countries, and
the statist and dependencia models encompass growth objectives.
Export growth, efficiency in private and public enterprises, and mac-
rocconomic prudence receive lip service in most countries. There are,
however, major differences between the statist and dependencia mod-
cls onthe one hand and the growth model on the other. In South Asia
and Latin America, cconomic debate is still strongly influenced by
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development economics. The behavioral characteristics of developing
countries, so the argument goes, are different from those of industrial
countries; industrial countries’ economic relations with developing
countries are biased against them and differ from those of industrial
countries’ relations with cach other. In the growth model, in contrast,
producers and consumers in developing countries are thought to be-
have similarly to those in industrial countries, and the international
cconomic environment is neutral. These fundamental differences of
perception have influenced economic policy formulation and hence
economic performance.

Data Biases in International Comparisons

Data limitations complicate intercountry and interregional compari-
sons. The analytical development of data has slowed since interest in
the nature of development peaked in the late 1960s and carly 1970s.
Comparisons of real GDP and its components have not been pursued
as assiduously as they might have been (Kravis 1986). Country data
usually still contain three price systems: agricultural prices, which are
often below world market prices; services prices, which are largely un-
dervalued in international comparisons because they are measured at
domestic wage rates; and prices of manufactured goods, which are
overvalued by protection (Balassa and Hughes 1969).

Despite the importance ascribed to barter terms of trade in the
dependencia and statist models, indices of capital goods prices still
measure the price of products (such as tractors) instead of the prices of
the capital services they provide, understating quality changes and
hence overstating real prices over time. Barter terms of trade are open
to so much crror in estimation that not only the extent of change but
also the directions of change sometimes vary among different sources.
Indicators of long-term trade trends, such as income terms of trade, are
rarely calculated.

Facts are Inosely used in much of the development literature. Gross
domestic r - uduct and net material product figures and growth rates
are sometimes used intcrclmngoably, notably for China. Nontariff bar-
riers are not differentiated by impact or duration, making the analysis
of the realitypact of trade barriers on trade trends im possible. Interpre-
tations of growth data vary so widely that the period 1982-88, for ex-
ample, is being deseribed simultancously as a period of the longest
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sustained global growth in history, a period of worldwide recession,
and even as a period of crisis.

Many of the persistent problems with facts and data are related to
the use of international jargon that substitutes for analysis in develop-
ment discussion. For example, the terms cooperation and interdepend-
enceare used to give anemotive content to international trade and even
to promote capital flows. In cach case the objective, analytical relation-
ships that characterize these transactions are blurred, and the differ-
ences between the private and social costs and benefits associated with
various economic trends are confused. Self-reliance is often regarded
as a major policy objective, although it has little ecconomic meaning, 1t
is the countries that sought self-reliance most assiduously, through im-
port substitution regardless of cost, that have experienced the most se-
rious balance-of-payments problems. Regional integration is widely
regarded as a desirable economic as well as political end despite its
high cconomic costs and ensuing history of failure, particularly among,
developing countries. Conclusions based on dependencia and statist
models have invaded economic analysis, leading to intellectual mud-
dle and blurring the conclusions that may be sensibly drawn from the
available data.

Role of Government Direction and Regulation

In the spectrum of attitudes represented by the theorists and practi-
tioners ot development, the conviction that national government must
play a key role in economic development is fairly pervasive. A
government’s role may be evident by default: nonintervention in the
economy has major economic effects. Government is generally re-
garded as having a role to play in establishing a development culture
in which policies promoting growth with equity can thrive. Human re-
source development is also widely regarded as an essential public re-
sponsibility, particularly in the carly stages of development. Macroeco-
nomic stability, long ignored by many developing countries, is now
recognized as an essential component of growth. But further views on
the role of government in development diverge widely.

At one extreme, growth model proponents believe that the princi-
pal dircctions within an economy can be set by macroeconomic and mi-
croeconomic policies acting on the prices that individuals, households,
and (private or public) enterprises face. The need for administrative
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intervention is minimized and public employment is limited. Macro-
economic and microeconomic policies that seek price stability and
openness to international competition result in appropriate resource
and factor allocation and utilization. In an open economy there is little
danger of market failure in tradables. Where market failure is evident,
forexample, in persistent dumping, countervailing action can be taken,
or in a small cconomy, such as Hong Kong, dumping may be wel-
comed. The opening up of services industries to international competi-
tion reduces the share of nontradables in the cconomy. Itis central to the
growth model approach that rising employment opportunities at
higher levels of productivity will ensure that growth will be accompa-
nied by equity. The avoidance of unproductive public employment by
limiting direct and indirect public intervention in the cconomy is an es-
sential component of this model.

Openness is a key concept of the rapid growth model, but it entails
uncertainty and risk. Experience suggests that government interven-
tion more often adds uncertainty than it reduces risk. The proper role
of government is to maintain a competitive market environment and
provide information to reduce uncertainty so that economic units—
producers and consumers—can take advantage of that environment.
The production of goods and services should be left to private enter-
prises because public enterprises cannot manage risk. Many private
enterprises will succeed by taking risks in the face of uncertainty, but
others will fail. The institution of bankrupley is thus an essential com-
ponent of an open economic system. Producers also fail in closed sys-
tems, but the failed enterprises —public and private—are usually kept
in operation by budget subsidies at great cost to the economy.

Market failure is highly correlated with the degree to which an
economy is closed. As soon as a part of the cconomy is protected, it be-
comes necessary to regulate entry, prices, volumes of output, and qual-
ity so that monopolistic exploitation may be avoided. Attempts to
stabilize export prices to avoid uncertainty for farmers and govern-
ments usually destabilize incomes and revenues. The market has been
made to fail. Regulation has unanticipated by-product effects (Corden
1974) and encourages the use of resources in creating and maintaining
protection of industries and their profits (Krueger 1974). Administra-
tive costs grow. Administrators join private-enterprise rent seekers,
Over time intervention grows until the policy and regulatory frame-
work becomes pervasive. Rules change constantly and their admin-
istration becomes increasingly arbitrary and uncertain. The policy
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framework, far from achieving its objectives, places heavy taxes on
cconomic activitics. At worst, combined with macroeconomic instabil-
ity (marked by double- or even triple-digit inflation), the cconomy dis-
integrates into chaos,

The effect of regulations such as tariff and nontariff barriers to
trade, subsidies, barriers to entry, price controls, and various licensing
arrangements cannot be measured accurately with existing techniques,
Partial equilibrium measures, such as “net effective assistance” and
“domestic resource cost,” are difficult to caleulate because of data lim-
itations and must be interpreted cautiously. Partial equilibrium effects
can attimes be opposite to total effects, General equilibrium analysis is
data- and resource-intensive and thus very costly. Even a simple nica-
surement that may be used as a very rough proxy for the extent of reg-
ulation, such as the number of public servants employed in economic
regulation, is usvally difficult to caleulate over time and between coun-
tries. Without the data to test hypotheses about the effect of regulation
on cconomic efficiency and growth, the debate about regulation con-
tinues without resolution. Dependencia and statist-oriented analysts
argue that the East Asian successes are the result of government regu-
lation and intervention, whereas the proponents of the ouward-ori-
ented rapid growth model believe that if regulation had been even
more limited, growth would have been faster and more equitably dis-
tributed, with consequent improvements in the quality of life. Japan is
perhaps the foremost example of a country at a high income level, but
with a low quality of life in terms of housing, hours of travel to work,
and access to leisure facilities. The elimination of agricultural protec-
tion would be necessary to improve standards of living in these arcas
in Japan.

Public versus Private Ownership and Management

Government intervention in the ecconomy through public ownership of
enterprises has economic characteristics that tend to reduce the utility
of those enterprises insoffsetting market failure. Public ownership is
widely used to take direct responsibility for those components of social
and physical infrastructure that are cither most efficiently produced or
provided for by one producer (i.e., by a natural monopoly) or where
the external benefits cannot be captured by producers, particularly in
the carly stages of development. Another important component of
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development is public investment in social and physical infrastructu-
ral facilities to produce goods that can be used by many individuals
and whose use cannot be discriminated by payment (i.c., public
goods).

The dependencia and statist models postulate that, particularly at
the carly stages of development, governments not only have to supply
public goods but also have to intervene where private entreprencurs
are not available, for whatever reasons. Government is thought to be
able to improve the allocation and utilization of scarce resources where
private entreprencurs might otherwise waste them by failing in busi-
ness. By capturing the commanding heights of an cconomy, povern-
ments are thought to be capable of avoiding the monopolistic practices
of private firms. By participating directly in natural resource develop-
ment, they are also thought capable of capturing all the resource rents
instead of allowing foreign interests to do so. In most developing coun-
tries, the public ownership of goods and services has thus not been
confined to public goods that have major externalitics. Wich the excep-
tion of a few small economies, notably Hong Kong, where public own-
ership is confined to the production of public goods that have large
external economies—power, transportation, and land development
and housing —developing countries built up wide-ranging public sec-
tors from the 1950s to the 1980s. In addition to public utilities, the pub-
lic sector often included mineral exploitation, some manu facturing,
and services such as banking. In countries such as China, public own-
ership has until recently been all-encompassing, and it still dominates.
There are some examples of cfficient public enterprises, but in the
main, public ownership is characterized by political intervention, nep-
otism, managerial inefficiency, and high costs to the central budget.

Improving the efficiency of public enterprises has become a policy
issuc on both sides of the Pacific. But privatization is not a quick and
casy option. Achieving efficiency in public goods and natural monopo-
lies such as railways is an intransigent problem even in advanced in-
dustrial countries. Public ownership and public management both
tend to be inefficient, but so do private ownership and management in
a monopolistic situation, Monopolies, whether public vr private, tend
toexploit consumers. Privately and publicly owned utilities can appear
to be efficient by carning high profits and distributing dividends. But in
a monopolistic situation such profits may be carned despite great inef-
ficiency. In the monopolistic situations that exist in some areas of tele-
communications or in power supply and similar industries, private and
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public ownership and management has to be subject to surveillance
and regulation if it is not to be exploitative,

Investment by public utilities tends to be large-scale, If ownership
is public, this can embarrass the government through high public bor-
rowing requirements. Utilities, however, do not have high borrowing
requirements, not because they are publicly owned but because they
are capital-intensive. The macroeconomic impact on the economy is
the same whether borrowing is by the private or public sector. The eco-
nomic issues concern the efficiency with which investment funds are
used, the returns that they carn, and how capital as well as other re-
sources are managed to produce high-quality products at low cost.

The principal argument for privatization is concerned more with
management than ownership. Private management tends to be more
efficient than public management because it is usually less hampered
by limits on hiring and firing and by seniority rules. But private man-
agement also tends to be efficient only in the com petitive sectors of the
cconomy. There are many examples of poorly managed private firms
in monopolistic situations.

The principal advantage of the private ownership and manage-
ment of enterprises lies in the sanctions imposed by the threat of fail-
ure. For this reason alone, it usually makes sense to privatize public
enterprises that do not produce public goods. Existing enterprises,
however, may be difficult to privatize because their asset base is exag-
gerated by past management failures and would have to be written
down severely to make private investors interested in purchasing
them. This usually proves very difficult politically. Privatizing public
utilities also requires a review of the regulatory environment to ensure
that the new private enterprise will not be able to exploit consumers.

Privatization is thus not a panacca. But it is a major policy issue,
particularly for the South Asian countries. Statist policies have led to
monumental public-enterprise problems thatare likely to take years to
resolve. In China, the appropriate form of ownership and organization
for manufacturing, services, and even for agriculture is still far from
clear. In the rest of East and Southeast Asia and in Latin America, an en-
terprise-by-enterprise approach may prove to be the least difficult
course of reform. Typically, the greater the distortion from a competi-
tive and open environment, the greater the operating costs are likely to
be to an cconomy, as well as the costs of reform.



208 HELEN HUGHES

Macroeconomic Policies

Macroeconomic policies have now come into prominence in terms of
economic development. If domestic prices and the price of foreign ex-
change remain stable, there is little concern with macroeconomic is-
suces. But if inflation reigns, so that real interest rates fluctuate and the
national currency becomes overvalued, sustained cconomic growth
becomes impossible.

The importance of price stability was recognized by the East Asian
countrics to be an essential step to outward orientation, competitive-
ness, and growth. Examples include Taiwan and Korea, where price
stabilization and devaluation were regarded as key policies when these
countries reformed their export policies (Riedel 1988). In South Asia
price and exchange-rate stabilization became important targets in the
1960s. Malaysia and Thail ‘nd complained in the late 1960s that the im-
prudent price policies of the industrial countries were leading to the ex-
port of inflation to developing countries that had opted for sound
macrocconomic policies. In 1965 Indonesia was the last of the ASEAN-4
countries to stabilize its prices.

Several Asian countries experienced episodes of double-digit in-
flation, sometimes up to 20 percent in the 1970s, primarily as a result
of rising petroleum prices. Each time, the governments brought prices
under control quickly, often at considerable short-term cost, because
they recognized that sustained growth was impossible with inflation,
After the industrial countries failed to deal with increasing inflation as
an aftermath of petroleum price increases, the Asian governments
opted for a recession rather than continuing inflation. That recession
had a marked impact on their standards of living, But it was thought
worth the cost because price stability cleared the way for a prolonged
period of growth, from 1982 to the present. Price stability has impor-
tant social welfare effects. It is essential to growth with equity. In Asia
it is thus widely perceived that taxation through inflation is a sophisti-
cated form of stealing from the poor. In Latin America, average in-
flation rates have been significantly higher. Although some of the
smaller Central American and Caribbean countries have had inflation
rates averaging 10 to 20 percent (as did Mexico before 1976), in the
larger countries, particularly Argentina and Brazil (and in smaller ones
such as Peru and Bolivia), annual inflation rates of more than 100 per-
cent are common. Even in Colombia, where inflation has been held
down, inflation rates averaged about 20 percent in the 1970s and 1980s.
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Recently, major successtul stabilization efforts in Chile, Uruguay, Mex-
ico, and Bolivia have taken place,

The instruments of macrocconomic policy vary among developing
countrics. Financial markets are less developed and the use of mone-
tary and financial policy instruments are more limited than in indus-
trial countries. Most developing countries, notably in South Asia and
Latin America, have financial svstems that are tightly controlled by the
sovernment. This reduces the usetulness of interest rates and other
price signals. Inward-oriented trade policies tend to result in chronic
balance-ot-pavments difficultios, so that capital movements must be
carefully controlled. Monetary and financial policies then become dis-
torted and are likely to have litte eftect on price stabilization,

The other principal instrument of macrocconomic policy —fiscal
policy-—thus has to carry the main burden of stability in developing
countries. This requires not onlv strong political will but a considerable
command of ¢tficient procedures, both in raising revenue and in the
management of public expenditures. Fiscal policies thus lic at the heart
of effective povernment intervention in many developing cconomies.
Asian countries (even one as large as India) have been successful in
prudent fiscal management. Despite their government-eontrolled fi-
nanctal svstems (in India, Pakistan, Sri Lanka, Indonesia, and Korea),
they have succeeded, by and large, in maintaining, price stability while
expanding their infrastructural sectors, In contrast to most Latin Amer-
ican countries, most Asian countries have been able to maintain stable
exchange rates and thus avoid the cyeles of devaluation followed by
imported inflation and further devaluation that have undermined
macrocconomie stability in Latin American countrics.

Microeconomic Policies

The critical difference between the East Asian countries and the other
regions lies in their overall growth rates, particularly durnig the 1980s.
However, there is also an important difference between the Latin
American and South Asian countries, Whereas Latin American growth
rates fell steeply in the 1980s, South Asian countries showed a small but
steady increasein the 1970s over the 1960s and a marked increase in the
1980s in comparison to the 1970s. This accelerated growth largely
retlected the gradual improvement in agricultural growth rates that
followed the liberalization of agricultural policies. Avricultural orowth
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was made possible by underlving macroeconomic stability. South Asia,
like East and Southeast Asia, became largely self-sutficient in grains,

In major Latin American countries, in contrast, the stop-go swings
of the 1970s continued the dependencia-inspired policy pattern ot the
19505 and 1900, The ability to borrow treely in international capital
markets exacerbated the amplitude of cconomic swings, leading to the
very poor performance of the 1980s, Tdeological rigidities were not
cased by the adoption of sonie of the cconomic aspects of the growth
model in countries such as Argenting, Chile, and Uruguay. While fi-
nancial liberalization replaced repression in some countries, fiscal bal-
ance could not beachieved overnight in countries that had tor decades
practiced toxation through intlation. While Brazil had a rapid growth
period from 1967 74 puided by growth poitcies that included indes-
ation to neatralize intlation ettects, atter the petroleum price rises of
1974 the country reverted to growth through external indebtedness
and import substitution,

Although the major difterences in cconomic performance appear
to fie in manutacturing, the importance of agriculture also stands out.
The East and Southeast Asian countries sicadfastly enjoved a higher
rate ot agricultural as well as manutacturing growth than cither the
South Asian or Latin American countries (table 11D, The principal ex-
planation lies in the stimutus to agricalture in East and Southeast Asia
from the 19305 that came trom the application of Green Revolution
technology, which ironicallv was initially developed and nsed in Mex-
ico in the 19405 and 19505, from policies aimed at “getting the prices
right,” and by making appropriate mfrastructure available, The lower
levels of production for manutacturing throughout the period not only
encouraged o more efficient and less inward-oriented structure of
manufacturing but also permitted a more rapid rate of agricultural
prowth. Usctul services-sector data are unfortunately not available,
but it seems that the East and Southeast Asian countries also had a rel-
atively rapid, outward-oriented, and efficient growth of services, nota-
bly in such arcas as tourism, banking, and in internal as well as external
trade.

By the mid-1980s the actual policies that tarmers, manufacturers,
and other producers and consumers faced were drawing together in
several countries. While Hong, Kong and Singapore remained the two
principal liberal cconomies, “Taiwan, Korea, and Chile were ap-
proaching an openness policy. Thailand and Malavsia had always
been fairly open, growth-oriented economics, with relatively low
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Table 14.1
Feal Average Annual Growth of Value Added for Latin American and
Asian Regions, by Sector. 1960-86 (% in 1980 US $)

1960-70 1970-80 1480-86 1960-86
Agriculture
Latin Amenica - 30 1.9 -
Braal - 42 20 -
South Asta® 14 21 27 2.2
India 08 1.9 25 2.0
East and Southeast Asia
{excluding China) 9 39 33 8
China 6.7 30 19 4.6
Mining
Latin America - 2.6 34 —_
Braal - 5.9 9.3 -
South Asia’ 47 6.0 81 5.2
India 5.2 42 9.7 47
East and Southeast Asia
{excluding China) 87 6.5 1.8 6.8
China —_ - - -
Manufacturing
Latin Amernica — 38 ~0.4 -
Brazil - 85 1.2 -
South Asia® 36 48 6.2 43
India 29 4.6 5.9 39
East and Southeast Asia
{excluding China) i06 120 7.0 111
China 16 7.3 12.6 9.5

Dashes indicate data not avadabile
a txcludes Bangladesh
SOUKCE International | conomic Data Bank, Australian National Unversity, Canberra.

levels of protection and hence a bias against agriculture. The struc-
ture of production in East Asia as compared with the other regions
acquired differing characteristics as a result of some thirty years of
different government signals. Levels of effective assistance were low-
est and had the least variance in open economies such as Singapore
and Hong Kong. Taiwan and Korea were moving in the same direc-
tion. Over the years the effect was to stimulate entrepreneurs to be ef-
ficient and outward-looking,

In the Southeast and East Asian countries, the business culture had
developed strongly outward-oriented targets for the individual firm,
forindustries, and for the cconomy as a whoie. In South Asian and most
Latin American countries, in contrast, export orientation remained the
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exception. The major rewards still came with import substitution. The
regulatory frameworks may have appeared to be similar, with protec-
tion for import substitution offset by export incentives, but the effec-
tiveness of regulations in terms of openness was different: the ratio of
exports to GDI” was far higher in most East Asian countries than in
other developing countries. The real rate of expoit growth was simi-
larly higher in East and Southeast Asia. When China changed its eco-
nomic outlook in the late 1970s, the pursuit of export performance
typically became one of its first objectives.

The combination of prudent macroeconomic policies with growth-
oriented microccononue policies has been reflected in relatively high
saving and investment ratios in the East and Southeast Asian coun-
tries. The countries of Asia and Latin America had reached relatively
high investment ratios in the 1960s. All raised investment in the 1970s,
with the East and Southeast Asian countries and China registering, the
largest increases.

Investment in South Asia stabilized in the 1980s. Onee the major
changes in agricultural policy were completed, there was little incen-
tive to increase investment in the stagnating manufacturing and ser-
vices sectors, and public resources were not available for increased
infrastructural investment. [n Latin America, slow growth, high debt
service, and political instability led to a decline in the ratio of invest-
ment to GDP In the East and Southeast Asian countries, investment ra-
tios jumped again, reflecting booming economies and rapid growth in
public revenue. The growth impetus should thus be maintained unless
a major recession reduces world demand or unless political upheavals
accur. In China, the frecing up of private and cooperative initiatives,
notably inagriculture, has led to very high investment ratios.

Eastand Southeast Asia’s relatively high investment ratios explain
only part of their high sectoral and overall growth rates. Policies that
lead to relatively small distortions in the production structure have
meant better resource allocation and utilization. Capital/labor inten-
sity has been lower and employment growth higher. Shift work tends
to be more common, so that although relatively little capital is used, it
is used more intensively. Paradoxically, production in export-oriented
cconomies tends to be less imported-input-intensive than in import-
substituting ones. Thus not only have more dollars been invested but
for each dollar invested the social returns have also been higher in East
and Southeast Asia than in other developing economies.
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Macroeconomic policies have some microeconomic effects, Finan-
cial policies stimulate saving and price stability encourages invest-
ment. Similarly, microeconomic policies have macroeconomic effects.
Outward-oriented policies in agriculture, manufacturing, and services
case balance-of-payments constraints and require lower levels of inter-
vention in monetary policy. Rapid growth increoses public revenues
and reduces budget constraints. Macroeconomic and microeconomic
policics are thus mutually reinforcing, and the policy framework as a
whole has a marked impact on growth. The experience of countries
such as Japan and Korea suggests that individual policies can diverge
quite considerably from optimal directions without bringing growth to
a halt, provided essential directions of openness and growth are main-
tained by the overall policy framework,

The International Environment

The international environment plays a role in ex plaining differences in
global growth over time. The protectionism of the 1930s undermined
growth, whereas the unprecedented openness of the industrial
countries’ economies since the Second World War stimulated it, in de-
veloping countries as well as in industrial ones. Trade, capital, and
labor flows between and into industrial countries have been remark-
ably free of barriers. Protection against imports from developing coun-
tries has largely been limited to clothing, footwear, and textiles, despite
the burgeoning of new protectionism in the late 1970s and carly 1980s.
Migration opportunities have declined. Overall, however, the 1980s
have presented developing countries with an opportunity for consid-
erable export growth. In any case, all these countries face the same in-
ternational environment. The barriers that do exist are mostly directed
against the Asian NICs, and yet the latter continue to expand their ex-
ports more vigorously than most other developing countries. It scems
that the principal obstacles to export growth do not lie in the interna-
tional ecconomy’s biased rules of the game but in the perceptions of the
statist and dependencia models that the rules are biased. Uncertainty
is engendered, investment is undermined, and exporting fails to take
place.

As indicators of long-run as well as short-run export potential and
achievement, both the statist and the dependencia models have
focused on the movement of the barter terms of trade rather than the
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income terms. Barter terms of trade are useful short-term macroeco-
nomic indicators. But for the long run, even if the barter terms could
be measured accurately, they have little analytical value. Countries
seeking to increase exports of agricultural, mineral, and manufactured
goods and services must be concerned with their income terms of
trade-—that is, not with relative movements in prices but with the buy-
ing source of export carnings. To increase export carnings, a country
must be highly competitive, and this often means reducing prices
through high productivity, that is, deliberately worsening the barter
terms of trade. This was the approach adopted by the Asian NICs and
other highly motivated exporters such as Thailand and Malaysia. All
these countries focused on increasing efficiency within their export
sectors inorder to be able to drop prices against competitors,

From the 1950s onward, the Asian NICs plaved a seminal role in
the growth of exports of manufactures. By disproving the hypothesis
that developing countries could not compete with industrial countries
in manufactures, they opened the way to rapid growth, By specializing
in highlv productive agriculture and in labor-intensive manufactures
along the lines of their comparative advantage, the East and Southeast
Asian countries expanded exports and employment rapidly and re-
duced balance-of-payments and government budget constraints on
cconomic growth. By limiting levels of protection, they were able to
welcome private direct foreign investment (DFD without incurring
high costs. Korea was the principal exception, eschewing private DFI
at considerable cost to its technological development.

Most of the East and Southeast Asian developing countries, like
the Latin American countries, borrowed heavily in international capi-
tal markets in the 1970s when world capital markets were liquid and
the real cost of capital was low. Borrowing was, however, very limited
in the South Asian countries, notably in India and China. As an exten-
sion of their prudent macroeconomic policies, these countries under-
stood that having chosen repressed financial systems and high
protection with concomitantly low and slowly growing exports, they
had to Iimit private capital inflows of all types. In Southeast Asia rela-
tively high rates of borrowing caused problems only in the Philippines,
where macroeconomic and microeconomic policy distorted the econ-
omy. Several countries experienced liquidity problems when real inter-
est rates rose just as commodity prices were falling in the carly 1980s,
but there were no solvency problems. After the difficulties of the 1981—
82 recession, export carnings rose rapidly from a high base. The highly
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productive investments of the 1970s brought the benefits of increasing
productivity and income. Asia has not experienced debt crises in the
1980s.

Most Latin American countries” experience was more akin to that
of the Philippines than to those of the other East and Southeast Asian
countries. Repressed financial systems, high protection with low ex-
portlevels, and low export growth were compounded by capital flight.
Inflation continued unabated. Bor-owed capital had been used for con-
sumplion and, worse still, for unproductive private and public invest-
ment. The debt service ratios were much higher than in Asia due to
lower expert/GDP ratios. Liquidity problems soon turned into sol-
VCNCY CTises,

Typically of dependencia postures, policymakers in Latin America
blamed international conditions for their debt difficulties and turned
toward the industrial countries for the solution to their problems. Tax-
pavers in industrial countries, however, were not enthusiastic about
paying for the debts incurred by extravagant policies. The Latin Amer-
ican debt policies were, not surprisingly, very unsuccessful, Major
fenders, whose lack of prudence had contributed markedly to the high
level of debt, have finally begun to write off some of their assets, but
the action hos come late and is still limited. There have been somie aid
flows to enable countries (notably Bolivia) to write off their debt, but
the international initiatives on which much hope has been placed from
time to time have not transpired. Sharing the costs of the debt or help-
ing to reduce it by aid flows would at least in part be at the cost of the
prudent borrowers of Asia. The cost of the debt burden would thus be
transferred from imprudent to prudent borrowers. Attitudes toward
the accumulation and servicing of debt thus differ considerably on the
two sides of the Pacific.

Regional Integration and Interregional Relations

In economic terms the role of regional integration is quite clear. The lit-
crature abounds with indications that, except in special, narrowly de-
fined circumstances, regional integration is a poor second-best alterna-
tive to unilateral and global liberalization such as has taken and is,
hopefully, taking place through the General Agreement on Tariffs and
Trade (GATT).
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The main impetus to regional integration in Europe, Latin Amer-
ica, and Asia has been political. But only very sophisticated countries,
such as the members of the Association of Southeast Asian Nations
(ASEAN) and, more recently, the South Asian Association for Regional
Cooperation (SAARC), have understood this. Even when a regional
grouping is largely outward-oriented, as the European Community
(EC) has been, inward-oriented policies, such as the community’s
Common Agricultural Policy, seem irresistible. The truly outward-ori-
ented European Free Trade Agreement (EFTA) has such costs. Some
developing countries have benefited partially from the EC’s trade
diversion policies (Thailand’s exports of cassava chips are an exam-
ple), but the costs in terms of trade foregone for these and other coun-
tries have outweighed the benefits by a very considerable margin. And
the burcaucratic costs have been enormous. Some 6,000 very highly
paid international public servants labor in Brussels, while EFTA is ser-
viced by eighty. It is not clear whether the common market arrange-
ments for the expanded EC to free up all barriers to the movement of
capital and labor as well as goods and services will add to global open-
ness or detract from it. The world economy will only benefit if the Uru-
guay Round can submerge the regional integration aspects in global
liberalization.

For developing countries, regional iniegration has predominantly
inward-oriented connotations. It has largely been an outcome of im-
port-substitution policies, which were based on the argument that
through import substitution, countries could attain adequate econo-
mies of scale. A number of studies have indicated why regional
arrangements among developing countries have failed despite consid-
erable and costly inputs by the countries concerned and by the inter-
national community. These high costs include the replacement of
comparative advantage in external trade by trade diversion within the
region (as in the Central American Common Market [CACM]); the in-
ability to share gains equitably among countries at different stages of
development, with different economic philosophies and of different
size (as in East Africa); the inherent nonviability of industrial plan pcl-
icies (like those of the Andean Common Market [ANCOM])); and the
high cost of complementation schemes (such as the Latin American
Free Trade Association’s [LAFTA]), whose benefits accrue to transna-
tional corporations. It is not surprising that only ASEAN, which has
sought to remain an association for political and economic negotiation
and has largely avoided integration, has succeeded. The CACM, the
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most complete of the developing-country regional schemes, also did
the most damage to its constituent countries. Efficient exporting indus-
tries were replaced by import substitution for a market of some
twenty-three million poor people. The elite—employees in manufac-
turing and the public service—grew wealthy at the expense of those in
rural areas and urban slums, a situation that contributed substantially
to the region’s wars.

Political cooperation among neighboring (and other) countries is
extremely valuable. So is cooperation that facilitates economic flows by
unifying customs forms or railway timctables. However, in the face of
cconomic theory and the negative experience of the last thirty years, it
is amazing that phrases such as “regional cooperation” or “regional in-
te;rration” can still start the adrenaliiie pumping. Taxes squeezed out
of the working people in developing and industrial countries continue
to be wquandered on schemes that have no merit and no future.

VWhat of trade between Asia and Latin America? Is this an
e-onorist’s question? Goods anc - vvices know no nationality, Trade
either takes place where goods and services are complementary, ex-
ploiting different comparative advantages between or within indus-
tries, or where economies of scale and specialization can be achieved
by competitive ard differentiated products. Trade is taking place for
th.= former reasens to the extent that differences in distance and trans-
port facilities make it feasible and sensible. Trade is not likely to occur
for the latter reasons untii the countries on both sides of the Pacific lib-
eralize their trade regimes and behave like Hong Kong or Singapore.

Conclusion

It would be interesting to conjecture about the relative progress of
these developing countries—East, Southeast, and South Asia and
Latin America—under other conditions. What if i3ast and Southeast
Asia had maintained their inward-oriented, highly protect.d, and in-
flation-prone policies of the 1950s under the influence of dependencia
and statist models? And what if, at the same time, South Asia and Latin
America had reformed their economic policies under the influence of
the outward-oriented growth model?

The East and Southeast Asian countries would be struggling w..h
poverty. Korea and Thailand would still be among the poorest coun-
tries in the world, and these countries would have a heavy burden of
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debt. Argentines, Brazilians, and other Latin Americans, on the other
hand, would be living at standards characteristic of Spain or Singa-
pore. And they would b living ten years longer, on average, than they
do now.

The countries of South Asia would have trebled their per capita in-
come. They would no longer be low-income countries. People would
be kealthier and they would live longer than the forty-five years
(Bangladesh) or fifty-six years (India) they tend to live now.

The world economy would be larger and stronge. with greatly in-
creased volumes of international trade, capital, and labor flows. The in-
dustrial countries and the NICs (such as India and Brazil) would be
able to give greater assistance to the poor countries of East and South-
east Asia and Africa.
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Table A.1

Population, Area, and Gross Domestic Product (GDP)

in Selected Countries, 1986

Gross Domestic Product
Population Area
{milions) (1,000 km?) In Millions (US S) Per Capita® (U3 $)
DEVELOPING COUNTRIES
Asia
Hong Kong 55 1 37,408 6,802
Korea (ROK) 41.6 99 98,307 2,365
Singapore 2.6 1 17,348 6,698
Tawan 19.4 36 77,252 3.982
Indonesia 166.9 1,919 75,232 451
Malaysia 16.1 330 27,788 1,726
Philippines 56.0 300 31,009 554
Thailand 52.1 542 41,766 802
Bangladesh 100.6 144 15,125 150
Burma 373 678 7974 202
India 766.1 3,288 232,170 303
Nepal 17.1 147 2,361 138
Pakistan 99.2 804 32.409 327
Sri Lanka 16.1 66 6,406 398
China 1,050.2 9,597 225,614b 215°
Latin America
Argentina 31.0 2, 7€7 78,798 2,542
Barbados 03 <l 1,331 5324
Bolivia 6.6 1,099 5,494 839
Brazii 1385 8.512 270,026 1,950
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Table A.1 Continued

Gross Domestic Product
Population Area
(millions) (1,000 km?) In Milions (US S} Per Capita® (US S)
Chile 12.3 757 16,882 1.369
Colombia 29.2 1,139 34,497 1,182
Costa Rica 2.7 51 4,425 1,657
Dominican Republic 6.4 49 5373 837
Ecuador 9.7 284 11,128 1,153
El Salvador 49 21 3,953 805
Guatemala 8.2 109 6,314 h2)!
Haiti 54 28 2,244 419
Honduras 45 112 3.739 829
Jamaica 2.3 11 2,433 1,040
Mexico 796 1,973 127,136 1,598
Panama 22 77 5121 2,297
Paraguay 38 407 5,407 1.419
Peru 202 1,285 14,394° 73:€
Trinidad & Tobago 1.2 5 5,035° 4.2170°
Uruguay 30 176 6.218 2,086
Venezuela 17.8 912 49 362 2,808
DEVELOPED COUNTRIES
Japan 121.5 372 1,958.913 16.124
United States 2416 9.363 4,194,500 17.361

a. Net maternal product
b. 1985.

c. Because of rounaing, per capita GDP does not e
SOWRCES Asian Development Bank, Ke
1987 Intemationat Monetary Fund, Int
Trends: Tawan Area, Recubhc of China, February 1

er.ational Financial Statistics, yearbooks 1987 and

Gual GDP (US S mitlions) divided by population.
y Indicators of Developing Member Countries of ADB,

1988; Republic of China

987. World Bank. World Development Report, 1987 znd 1988

, July 1987: Hong Kong, Census and Statistics Department, Hor,

. Directorate-General of Budget, Account:

g Kong Monthly Digest of Statistics. February
ng and Statistics, Quarterly National Econome
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Table A.2
Growth of Real GDP and Real GDP per Capita in Selected Countries, 1960-86
(compounded annual % change)

Real GDP

Rez! GDP per Capita

1960-70 1970-80 1980-86 i 19872 L 1960-86

DEVELOPING COUNTRIES
Asia

Hong Kong 9.3 8.7 6.2 136 59
Korea (ROK) 95 82 83 11.2 6.6
Singapore 9.2 9.1 53 88 6.4
Taiwan 9.6 9.7 6.8 1.2 6.5
Indonesia 38 8.0 43 35 31
Malaysia 6.5 79 43 4.7 37
Philippines® 5.2 6.3 -06 46 15
Thailand 79 6.9 47 6.6 40
Bangladesh na 5.8° 39 a.0° 25°
Burma' 28 42 5.0 30 1.8
India’ 39 32 53 1.5 1.7
Nepaff 2.2 2.0 39 23 0.1
Pakistan® na 6.9° 6.7 7.7 29°
Sri Lanka 5.8 46 5.1 31 32
China" 40 5.7 76 9.3 36

Continued on following page
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Table A.2 Continued

Real GDP
Real GDP per Capita
1960-70 1970-80 1980-85 1987° 1960-86
Latin America
Argentina 3.0 25 -09 na 0.2
Barbados 5.1 a7 -06 na 34
Bolivia 5.2 44 -26 1.9 09
Brazil na 86 28 na 36
Chile 4.2 2.5 0.6 na 0.8
Colombia 5.5 5.5 2.6 54 23
Costa Rica 6.1 5.6 1.0 3.2 1.7
Dominican Republic 5.0 6.9 1.6 81 20
Ecuador 5.2 89 23 na 27
Et Salvador 5.6 3.2 -14 27 03
Guatemala 5.5 5.7 -09 na 10
Haiti 09 4.7 -0.7 -0.7 04
Honduras 49 4.6 1.3 4.2 04
Jamaica 47 -08 04 na 01
Mexico 7.0 6.6 0.7 na 22
Panama 7.7 5.5 29 29 27
Paraguay 43 8.6 19 43 22
Peru 5.7 35 -05' na 08"
Trnnidad & Tobago 43 44 -4.0} na 12"
Uruguay 17 3c ~-1.6 49 08
Venezuela 6.1 4.1 -0.2 na 04

Continued on following page



Table A.2 Continued

14:14

Real GDP
Real GDP per Capita
1960-70 1970-80 1980-86 1987° 1960-86
DEVELOPED COUNTRIES
Japan® 11.7 47 37 37 6.0
United States® 38 28 24 2.9 19

na = Not available

a. Prelminary estimates

b. GNP.

c.1973-80

d. Fiscal year ending Jure 30.

e. 1973-86

f. Fiscal year beginning Aprii 1

g. Fiscal year ending July 15

h. Nationai income (NI)

1. 1961-70

1. 1980-85

k. 1961 -85

1. 1970 -85

m. 1960 - 85

SQURCES Asian Development Bank, Key Indicators of Developing Member Countries of ADB, July 1987; Far Eastern Economuc Review, April 14, 1988; Intemational Monetary Fund, intemational Financial
Statistics, yearbooks 1987 and 1988; People's Republic of China, State Statistical Bureau, Statistical Yearbook of China | 987, Republic i China, DirectorateGeneral of Budget, Accounting and Statistcs,
Statistical Yearbook of the Republic of China, 1987 and 1985 issues: World Bank, World Tabies 1980.




Projected Real GDP Growth in Selected Countries, 1987-92

Table A.3

(%)
Projections (annual rates)
- 1987° 19e8 1989 1990 1991 1992
WORLD® 30 29 25 29 35 34
DEVELOPING COUNTRIES® 48 45 48 5.2 54 54
Asia
NICs
Hong Kong 136 17 6.5 6.1 6.6 6.9
Korea (ROKY 12.2 85 6.9 70 7.2 7.2
Singapore® 8.8 5.4 5.2 5. 48 55
Tawan 12.2 74 6.1 74 70 7.8
ASEAN4
Indonesia 29 29 3.0 26 36 3.0
Malaysia 29 2.3 19 28 32 40
Philippines 5.0 6.2 6.5 ST 5.1 49 5.0
Thailand 58 6.2 s0  ° a5 a5 44
South Asia
india 2.4 49 5.3 6.0 6.3 55
Pakistan 5.4 45 46 4.6 4.7 47

Continued on following page
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Table A.3 Continued

98¢

Projections (annual rates)

1987° 1988 1989 1990 1991 199

Latin America
Argentina 15 3.2 30 24 3.2 3.0
Brazil 2.7 2.7 35 46 47 4.6
Chile 5.4 5.5 33 3.1 39 49
Colombia 5.1 4.4 28 2.6 36 37
Ecuador -3.0 5.1 28 3.0 4.0 4.0
Mexico 1.1 -30 1.5 32 42 33
Pery 6.0 -35 1.2 2.7 31 28
Uruguay 56 35 41 40 42 41
Venezuela 30 0.8 -13 1.7 20 37
DEVELOPED COUNTRIES® 2.7 2.4 18 21 29 28
Japan 4.0 4.2 28 3.2 33 33
Unite States® 2.9 24 1.3 16 34 30

a. Preliminary estimates
b. GNP.

SOURCE Lawrence Klen, Peter Pauly, and Kiseok Lae, Project Link World Outlook, University of Pennsylvama, Aprd 7, 1988,




Table A.4

Structure of GDP in Selected Countries, 1960—86

(% of GDP at current prices)

1960 1970 1980 1986
Other Other Other Other
Agr. Mfg.  Ind?®  Serv. Agr. Mig.  Ind®  Serv. Agr. Mfg.  Ind®  Serv. Agr. Mfg. Ind®  Serv.
DEVELOPING
COUNTRIES
Asia
Hong Kong 3 22 11 61 2 28 7 59 1 22 8 65 1° 22° g 7°
Korea (ROK) 37 14 6 43 26 21 8 45 15 30 11 44 12 30 12 45
Singapore 4 12 6 79 2 20 10 67 1 30 9 60 1 27 11 62
Taiwan 29 22 7 42 16 34 7 43 8 42 9 4] 6 43 12 45
Indonesia 51 6 33 45 10 9 36 24 13 29 34 26 14 18 42
Malayssa: 33 8 10 49 29 12 13 46 22 21 17 40 21 17 20 42
Philippines 26 20 8 46 28 23 7 43 23 24 13 40 26 25 7 42
Thaitand 40 13 6 41 28 15 9 46 25 20 9 46 17 21 9 53
Bangladesh 57 5 2 36 55 6 3 37 50 16 5 35 47 8 6 39
Burma 33 8 4 55 38 10 4 43 47 10 3 4] 48 10 3 39
India 47 13 6 28 43 13 7 28 34 15 7 33 27 14 10 39
Nepal 65" ¥ gt 23° 67 4 7 21 58 4 7 25 62° g 4t 26°
Pakistan 44 11 4 36 33 15 5 37 27 14 8 4] 22 16 9 43
Sn Lanka 3 15 5 48 27 16 7 46 26 17 11 40 23 13 11 23
China 23 na 48 29 35 32 9 24 32 35 13 20 31 34 12 25
Latin Anierica
Argentina 18 27 10 45 11 26 9 42 7 21 10 46 11 27 12 39
Bolivia 26 15 10 49 20 13 19 48 .18 14 15 52 24 13 10 52

Continued on following page
| AR LN
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lable A.4 Continued

1960 1970 1980 1986
Other Other Other Other
Agr. Mfg. ind.®  Serv. Agr. Mfg. Ind.?  Serv. Agr. Mfg. ind.®  Serv. Agr. Mfg. ind.®  Serv.

Brazil 16 23 6 42 10 25 7 41 10 28 9 43 10° 26° 10° 46°
Chile 9 21 14 56 7 2% 15 52 7 21 16 55 3 21 18' 56'
Colombia 31 16 8 40 25 16 7 44 19 17 8 46 18 16 6 50
CostaRica % 14 6 54 23 na 24 53 17 20 9 54 21 na 29 50
Domimcan

Republic 27 17 6 50 20 20 8 51 18 15 12 55 17 16 14 53
Ecuador 2 16 4 54 24 18 7 51 12 18 20 50 14 19 2 45°
El Salvador R 15 4 49 na na na na 27 15 6 52 20 15 6 59
Honduras 37 13 6 44 32 14 8 45 3l 17 8 44 27 14 11 48
Jamaica 10 15 21 54 na na na na 8 15 22 55 6 22 18 54
Mexico 16 19 10 55 12 24 y 55 8 23 14 54 n® 35° 54°
Panama 23 13 8 56 15 12 9 64 na na na na 9 8 10 73
Paraguay 36 17 3 44 32 17 4 47 30 17 8 45 27 16 10 47
Peru 21 20 12 47 20 20 13 47 10 20 22 48 n° 20° 18° 51°
Trinidad &

Tobago 8 24 22 46 na na na na na na na na 5 8 27 59
Uruguay 18 na 26 49 11 na 25 51 10 na 28 48 10 na 28 48
Venezuela 6 0 42 52 7 16 23 54 6 16 31 47 9 23 14 54

DEVELOPED COUNTRIES

Japan 13 34 11 43 6 36 11 47 4 29 13 54 3 10 11 56
Unted States 2 28 10 58 3 25 9 63 3 22 12 64 2 20 1 67

na = Not avaiable

a Includes mining. utities, and construction

b 1935

¢ Constant 1970 w» 1478 prces

a 1965

e 1984

£.1983

SIUKLLS Asian Deveicprmert Bank, Key Indicators of Leveioping Member Countries of ADB. Juty 1987, Repubiic of China, Directorate General of Bucger. Accounting. and Statistics. Statistical Yearbook of the
Regublic of China, 1987, Worid Bank, computer data tapes. 1988 Worig Bank, World Development Report, 1982 and 1988




Table A.5
Domestic Savings and Investment Rates ir Selected Countries, 1970 and 1986
(% of GDP)

Gross Domestic Gross Domestic
Savings investment Resource Gap
1970 1986 1970 1986 1970 1986 .
DEVELOPING COUNTRIES
Asia
Hong Kong 25 27 21 23 4 4
Korea (ROK) 15 35 25 29 -10 6
Singapore 18 40 39 40 -20 -0
Taiwan 26 36 26 17 -0 20
Indonesia 14 24 16 26 -2 -2
Malaysia 27 32 22 25 4
Philippines 21 19 21 13 -0
Thailand 21 25 26 21 -5 4
Bangladesh 7 3 11 13 -4 -10
Burma 11 12 14 15 -4 -3
India 17 23 18 25 ~1 -2
Nepal 2 9 6 19 -3 -10
Pakistan 9 7 16 17 -7 -10
Sri Lanka 16 13 19 24 -3 -11
China 29 36 29 39 4] -3
Latin America
Argentina 22 11 22 9 0 2
Bolvia 24 5 24 8 0 ~3
Brazil 20 24 21 21 -0 3
Chile 17 18 16 15 1 4

Continued on following page
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Table A.5 Cos:tinued

Gross Domestc Gross Domestic
Savings Investment . Resource Gap

. 1970 1986 1970 1986 1970 1986
Colombia 18 20 20 18 -2 3
Costa Rica 14 24 21 23 -7 1
Dominican
Republic 11 12 21 18 -10 -6
Ecuador 14 20 18 20 -5 -1
El Savador 13 7 13 13 0 -6
Guatemala 14 9 13 11° 1 -2
Haiti 7 6 11 12 -4 -6
Honduras 15 13 21 17 -6 -4
Mexico 21 27 23 21 -2 5°
Nicaragua 16 -2 19 19° -2 -2
Panama 24 21 28 17 -3 3
Paraguay 14 -4 15 17 -1 -21
Peru 24 18 22 20 2 -1
uruguay 10 13 11 8 -1 5
Venezuela 34 21 30 20 5 1

DEVELOPED COUNTRIES

Japen 40 22 33 28 1 4
United States 16 15 18 18 ¢} -3

na = Not available.
a. 1985,

SOURCES Repubhic of China, Council for kconomic Plarming and Development, Tawan Statisticat Data Book [ 987; World Bank, computer data tapes, 1988.
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Table A.6
Distribution of World Exports, 1960-86
(billions of U.S. dollars and % of world exports)

1960 1970 1980 1986
WORLD $120.6 $290.4 $1,896.7 $1,992.1
DEVELOPED COUNTRIES
Japan 3.4% 6.7% 6.9% 10.6%
United States 17.1 149 116 109
Other Developed Countnes 49.1 54.2 46.8 519
DEVELOPING COUNTRIES
Africa 5.8% 4.5% 5.0% 2.T%
Asia 88 6.0 8.6 115
NICs 1.7 2.2 4.0 6.6
ASEAN4 25 1.6 25 2.1
South Asia 19 10 07 0.8
China 2.1 08 1.0 1.6
Middle East 40 45 126 4.7
Western Hemisphere 7.7 55 55 4.2
Other Developing Countries 4.2 33 30 35

SOURCE: Intemnational Monetary Fund, Intemational Financial Statistics, yearbook 1987 and August 1988.
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Table A.7
Merchandise Trade Balance in Selected Countries, Selected Years, 1970-86
(millions of U.S. dollars)

1970 1975 1580 1981 1982 1983 1884 1985 198€

DEVELOPING

COUNTRIES -6,985 5,963 30.801 17,275 -15,714 -15,013 5,693 -8,220 -25,224

Asia
Hong Kong -391 -739 -2.679 -2,957 -2.569 -2.,059 -250 479 74
Korea {ROK) -1,149 ~2,193 -4,787 -4,877 -2,398 -1,747 -1,386 -846 3,130
Singapore -907 -2,758 -4,628 -6.605 -7,379 -6,325 -4,597 -3,473 -3,002
Taiwan -43 -643 78 1,411 3,316 4,836 8,497 10,621 15,625
Indonesia 106 2,332 11,075 8,988 5434 4,800 8,020 8,331 4,100
Malaysia 286 277 2,166 220 -388 842 2,433 3,139 3,045
Philippines -195% -1,462 -2,554 -2.824 -3,295 -3,086 -1,158 -852 -624
Thailand -589 -1,072 -2,709 -2,924 -1,604 -3,919 -2,985 -2,121 -384
Bangladesh na -994 -1,841 -1,908 -1,694 -1,441 -1,894 -1,773 -1,822
Brunei 11 776 4,009 3,443 3,063 2,645 2,561 2,328 na
Burma -61 -94 ~-313 -348 -15 110 140 47 -5
India -98 ~-2,026 -6,278 -7.123 -5,428 -4913 -5,622 -6.876 ~5,978
Nepal -33 -71 - 262 -229 -307 -370 -288 -293 -317
Pakistat -334 -1,106 -2,732 -2,748 -3,u68 -2,252 -3,295 -3,150 -1,990
Sri Lanka -44 ~-188 -995 -817 -984 -872 -402 -655 ~-733
China 28 -237 -1,842 -170 2972 841 -1.119 -15,199 -12,024

Continued on following page
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Table A.7 Continued

1970 1975 1980 1981 1982 1983 1984 1985 1986
Latin America

Argenting 79 -936 -2,520 ~-287 2288 3,332 3,522 4,582 na
Barbados -73 -109 -296 -378 -294 -300 -268 ~255 -312
Bolivia 31 -131 264 -63 250 165 233 71 na
Brazil -110 -4,922 -4.829 -786 -894 5,098 11,795 11,307 na
Chile 308 214 -453 -2,458 181 1,082 466 1,080 1,308
Colomtia -107 -30 -718 -2,243 -2,383 -1,887 ~-1,036 -589 1,240
Costa Rica -86 -201 -538 =201 ~-19 -106 524 -122 -30
Dominican
Republic -55 5 -678 ~480 ~-676 -686 -578 ~752 ~-715
Ecuador -84 -13 228 205 139 759 867 1,299 368
E! Salvador 22 -67 112 ~188 ~158 -156 -252 ~282 -145
Guatemala 14 -92 -41 -420 -235 45 -150 -115 513
Haiti -15 -69 ~180 -306 -222 -239 =271 -268 164
Honduras -40 -101 ~190 ~191 ~-62 -124 -208 -108 na
Jamaica ~183 -365 -208 -499 -646 -767 ~416 -575 -368
Mexico -1.058 -3,666 -3,890 -4,422 6,086 13,796 12,619 8,115 4,240
Panama -248 -606 -1,089 -1,212 -1,194 -1,091 -1,147 ~1,057 341
Paraguay -12 ~29 -305 -304 -342 =277 -25] -198 -343
Peru 412 -1,260 1,398 ~456 -447 -327 935 956 -320
Trinidad &
Tobago -62 302 899 636 -625 -229 254 613 43

Continued on following page
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Table A.7 Continued

i 1970 1975 1980 1981 1582 1983 1984 1985 1986
Uruguay 2 -172 -621 -426 -87 257 148 147 268
Venezuela 758 2,796 7.394 7,019 3555 6,449 6,377 4,304 540

DEVELOPED

COUNTRIES
Japan 437 -2,041 -10,855 8,629 6,886 20,528 33,524 46,676 83,204
United States 546 2,232 -36,198 -33.613 -42.608 -69,340 -123.289 -148,483 -169,774

na = Not available,

SOURCES. International Monetary Fund, International Financial Statstics, yearbook 1987; Repubhc ¢f China, Counci! for Economic Planning and Develupment, Tawan Statistical Data Book 1987.
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Table A.8
Annual Growth of Merchandise Exports in Se’ected Countries, 1960-86" (%)

1960-70 1970-80 1980-86 1981 1982 1983 1984 1985 1986
WORLD 9.2 20.6 0.8 -17 -72 -27 59 08 10.8
DEVELOPING
COUNTRIES €5 249 -44 -23 -11.4 -6.3 36 -5.1 -42
Asia
Hong Kong 138 229 103 105 -38 46 290 6.6 17.4
Korea (ROK) 381 35.6 12.1 21.4 2.8 119 196 35 11
Singapore 32 28.7 25 82 -29 5.0 10.2 -5.2 -13
Taiwan 246 296 12.3 14.1 -1.8 121 21.2 0.9 295
Indonesia 28 348 -6.3 16 0.1 -5.1 35 -15.1 -20.3
Malaysia 36 225 1.2 -9.1 2.2 172 16.9 -6.3 -10.1
Phi%ippines 5.3 18.6 -30 -15 -12.1 -16 79 -12.6 35
Thailand 56 248 52 8.1 -12 -83 16.4 -39 235
Bangladesh na 14.3° 25 44 -28 -59 286 7.3 -119
Burma -70 159 -73 1.1 ~174 -41 03 -129 -9.4
India 43 155 1.4 -34 178 -22 32 -153 16.9
Nepal 1.4 6.7 10. 75.0 -3,.1 68 36.2 25.0 -113
Fakistan 0.1 20.8 a4 101 -16.9 28.4 -16.9 7.1 235
Sri Lanka -1.2 120 23 24 -52 31 38.0 -9.1 -89
China -1l 229 9.5 186 1.9 1.4 120 10.1 14.0

Continued on following page
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Table A.8 Continued

1960-70 1970--80 1980-86 1981 1982 1983 1984 1985 1986
Latin America

Argentina 5.1 16.3 0.9° 14.0 -16.6 28 35 16 na
Barbados 5.2 189 33 -14.2 325 249 21.8 -11.3 -20.7
Bolivia 10.6° 17.4 -8.2 -3.2 -9.2 ~-88 -4.0 -14.1 -95
Brazil 8.0 22.1 18 15.7 -134 8.5 233 -51 -12.7
Chiie 99 14.1 -17 -16.4 -5.0 34 -4.7 45 104
Colombia 4.7 183 4.4 -251 4.7 -05 12.4 26 43.6
Costa Rica 10.6 158 19 0.6 -13.7 0.3 15.2 -3.0 14.9
Dominican
Republic 33 14.5 -48 23.5 -354 2.2 10.6 ~15.3 -23
Ecuador 2.7 29.3 -21 -1.2 -13.2 a5 16.1 125 -249
El Salvador 7.3 16.4 -5.7 -258 -12.3 5.2 -1.4 -6.3 115
Guatemala 9.9 18.0 -56 -19.5 -8.1 3.2 -45 -13 46
Haiti 1.9 189 -3.2 -32.7 1.2 -5.5 16.2 -2.8 6.9
Honduras 11.1 16.5 05 -12.2 -84 04 11.2 25 116
Jamaica 8.0 10.9 -1.7 1.1 -25.5 -18 Q.1 -23.1 8.6
Mexico 6.3 27.2 0.7 26.2 8.0 29 11.9 -9.4 -26.6
Panama 14.6 12.7 -05 -89 14.3 -14.4 ~-14.0 214 45
Paraguay 9.0 171 -46 -45 115 -185 24.5 -93 -23.0
Peru 88 14.2 -7.1 ~-25 =21 -26.8 15.6 -5.3 -158
Trinidac & Tobago 5.3 238 -16.5 -78 -18.3 -234 -76 -0.6 -36.2
Uruguay 6.1 16.3 0.5 14.7 -158 22 -115 -76 27.3
Venezuela 1.3 220 -10.2 a7 -180 -8.1 -78 ~10.3 -19.7

Continued on following page
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Table A.8 Continued

1960-70 1970-80 1980-86 1981 1982 _ 1983 1984 1985 1986
DEVELOPED
COUNTRIES
Japan 169 21.0 83 16.1 -8.7 6.2 15.5 44 19.0
United States 7.7 17.7 -03 5.9 -9.2 -55 87 -2.2 20

na = Not available.

a. Compounded annual growth of merchandise trade expressed in U.S. doliars and current prices.
b. 1972-80.

c. 1963-70.

d. 19¢0-85.

e. 1966-70.

SOUKCES: Internationai Monetary Fund, International Financial Statistics, yearbook 1987: Reoubiic of China, Councit for Econormc Planming and Development, Tawan Stabstical Data Book, 1987.
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WORLD

VEVELUPING
COUNTRIES

Asiz
Hong Kong

rorea (ROX)

Singapore
Taiwan
Indonesia
Malaysa
Philipoines
Thailand
Bangladesh
Burma
India
Nepal
Pakista:
Sri Lanka
China

1960-70

_—

9.2

6.5

11.0
224
6.3
17.8
57
44
56
11.3

-42
-0§
-0.7°
11
-0.7
-15

1870-80

20.4
22.0

227
270
256
292
26.9
226
210
216
18.2
166
215
16.4
22,0
182
242

1c

-14

7.9
6.0
1.0
34
-0.2
0.1
-6.9
-0.1
0.6
-14.6
0.5
5C
0.1
-09
13.7

Annual Growth of Merchandise I

1080-86 1981

-0.9

82

105
17.2
149
7.4
225
7.2
22

80

38
5.1
37
79
53
-74
8 IS

Table A9

1983 1985
_— 18

mports in Selected Countries, 1960-86° (%)

1982 1984
-6.3 -30 63
~6.3 -6.2 -04
-49 20 19.0
-7.2 8.0 16.9
22 -0.0 18
-109 7.4 82
279 -30 ~15.1
75 6.8 59
-25 -25 19.4
-14) 20.3 1.1
-8.7 -12.1 305
-50.4 -345 ~-10.8
-4.1 -49 7.2
7.0 175 -103
-29 -25 9.8
5.8 -4.0 -34
-12:6 129 216

1.8

~2.5

4.0
1.6
~8.3
-85
-26.1
-12.4
-15.1
=111
-19
184
-1.2
89
0.6
6.4
63.9

1986
9.0

-0.8

19.1
1.5
~29
20.2
45
~12.0
-1.2
-0.7
=25
7.4
3.0
1.3
-88
-2.0
15

Continued on following page
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Table A.9 Continved

1960-70 1970-80 1980-86 1981 1982 1983 1984 1985 1986
Latin America

Argentina 31 201 ~18.4° -105 -43.4 -15.6 1.8 -16.8 na
Barbados 8.7 165 20 96 -37 12.7 6.1 -7.9 -33
Bolivic 8.4 15.6 09 438 -40.7 1.9 -16.5 12.2 29.7
Brazil 6.9 242 -105° -35 -125 -20.3 -95 -5.3 na
Chile 6.4 206 -9.0 242 -445 -220 15.9 -140 6.2
Colombia 5.0 18.7 -31 115 5.4 -9.3 -95 -79 -6.7
Costa Rica 11.2 17.1 -17 -21.5 -26.5 11.1 10.7 0.4 5.2
Dominican
Republic 118 184 -2.2 1.7 -134 19 -17 28 -36
Ecuador 9.2 235 -35 -0.3 -11.4 -263 17.1 -6.4 130
El Salvador 5.8 16.2 -11 24 -130 40 97 -16 -6.1
Guatemala 39 189 -146 48 -171 -18.2 125 -80 -473
Haiti 32 212 33° 229 -13.2 1.3 11.1 -18 na
Handuras 11.9 16.8 -2.8 -6.3 -242 11.4 15.9 -6.9 -15
Jamaica 9.2 8.4 -32 5.8 -6.9 P -236 -0.5 -14.2
Mexico 76 230 -77 237 -371 -470 469 18.7 -14.3
Panama 115 15.0 -27 6.3 1.9 -10.0 08 -22 -11.7
Paraguay 7.2 233 -11 -24 12,0 -188 7.3 -14.3 149
Peru 5.1 14.9 21 70.3 -21 -26.8 =215 -85 398
Trinidad &
Tobago 6.3 19.3 -135 -1.7 18.3 -30.2 -25.7 -16.8 -165
Uruguay 06 219 -11.3 -2.3 -324 -290 -14 -8.9 158
Venezuela 46 203 -35 10.8 -1.2 -32.7 -12.8 84 15.7

Continued on following page
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Table A.9 Continued

1960-70 1970-80 1980-86 1981 1982 1983 1984 1985 1986
DEVELOPED
COUNTRIES
Japan 15.4 223 -17 1.1 -80 -38 717 -3.2 =22
United States 10.1 19.7 71 6.4 -6.8 5.9 26.4 6.0 70

na = Not available.

a. Compounded annual growth of merchandise trade expressed in U.S. dollars and current prices.
b. 1972-80.

€. 1963-70.

d. 1980-85.

SOURCES: International Monetary Fund, International Financial Statistics, yearbook 1987; Republic of China, Council for Economic Planning and Development, Taiwan Statistical Data Book, 1987.
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Table A.10
Ratio of Exports ana Luports to GGP, 1970, 1978, and 1986
(% at current prices)

Exports Imports
1970 1978 1986 1970 1978 1986
DEVELOPING COUNTRIES
Asia
Hong Kong 92.9 84.6 111.3 89.4 88.1 107.0
Korea (ROK) 14.0 30.3 40.9 236 333 35.1
Singapore® 81.9 128.9 129.8 129.8 166.0 147.0
Taiwan 29.7 524 60.4 29.7 45.9 40.8
Indonesia 12.8 21.7 20.8 158 148 22.7
Malaysia 46.1 491 56.8 444 435 51.1
Philippines 19.1 18.2 24.7 19.4 233 18.5
Thailand 16.7 215 28.2 21.5 25.5 25.0
Bangladesh 6.0° 55 65 5.0° 14.0 145
Burma 5.6 58 5.0 8.2 10.1 7.7
India 44 7.3 6.6° 45 7.6 8.0°
Nepal 49 5.6 6.0 8.7 136 19.5
Pakistan 76 9.4 11.7 10.3 185 19.2
Sri Lanka 255 348 : 23.7 28.6 395 35.3
China®® 29 5.6 139 29 6.2 19.2

Continued on following page
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Table A.10 Continued

Exports Imports
) 1970 1978 1986 1970 1978 1986
Latin America

Argentina ra 115 14.7 na 7.7 9.8
Barbados na 58.1 59.1 na 68.3 52.7
Bolivia 20.2 226 238 202 30.1 25.6
Brazil 7.1 6.7 a1.7° 7.7 7.9 24.2°
Chile na 20.6 30.6 100.0 239 26.8
Colombia 133 16.6 19.8 145 133 13.1
Costa Rica 28.2 284 31.8 35.0 36.2 31.0
Dominican Republic 17.2 17.5 8.7 245 244 9.6
Ecuador 14.0 21.3 235 18.6 27.0 23.2
El Salvador 249 303 23.2 245 39.5 29.5
Guatemala 18.6 215 16.1 17.8 27.3 146
Haiti 12.7 29.5 i84 16.7 39.2 265
Honduras 27.3 36.0 26.7 333 429 29.2
Jamaica 33.2 2.1 526 374 40.8 529
Mexico 7.7 105 17.7° 9.7 11.0 9.7
Panama 38.0 40.2 339 41.4 449 306
Paraguay 149 18.4 16.4 16.1 22.1 204
Pery 19.9 223 2.7 158 19.1 188°
Trinidad &
Tobago 38.0 45.1 32.4° 39.5 405 28.8°

Continued on following page
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Table A.10 Continued

_Exports Imports
e 1970 1978 1986 1970 1978 1986
Uruguay 12.1 17.9 240 135 203 186
Venezuela 237 248 27.3° 19.1 37.9 17.5°
DEVELOPED COUNTRIES
Japan 113 11.8 13.2 10.2 10.0 13.2
United States 56 82 6.8 55 9.4 10.2

na = not avallable

a. Merchandise trade only.

b. 1973

c.1984.

d. 1985.

e. Percentage of national income

f. 1983.

SOURCES Asian Development Bank, Key Indicators of Developing Member Countries of ADB, July 1987; Hong Kong, Census and Statistics Department, Estimates of Gross Domestic Procuct 1966 to 1983
Hong Kong, Census and Statistics Department, Hong Kong Monthly Digest of Statistics, October 1984 and August 1987; International Monetary Fund, International Financial Statistics, yearbook 1987 and
August 1988: Repubiic of China, Council for Economic Planning and Development, Tawan Statistical Data Book 1987.
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Table A.11a
Destination of Exports for Selected Countries, 1970
(% of total exports)

DESTINATION COUNTRY

Developed Developing
Total Exports Laun America
_ {US S mithons) United Staies EC Japan Other Developed Afnca Middle East & Canbbean Asia®

DEVELOPING

COUNTRIES

Asia

NiCs 6.370 16.0 11.7 31.8 na 35 18 1.4 18.8
Hong Kong 2,503 21.7 7.1 358 104 43 2.2 2.2 11.8
Korea (ROK) 839 77 28.2 47.1 37 2.0 08 09 7.5
Singapore 1,533 17.4 76 11.1 59 34 23 1.7 355
Taiwan 1,481 9.6 14.6 38.1 na 29 1.3 0.0 19.5

ASEAN4 4548 16.0 299 19.6 34 0.7 1.1 0.7 24.2
:donesia 1.108 149 408 130 36 0.1 0.0 04 23.1
Malaysia 1.687 20.3 18.3 13.0 53 08 14 14 331
Philippines 1,043 8.0 40.1 a6 1.3 0.3 0.2 0.2 74
Thailand 710 19.3 255 134 1.7 21 32 0.1 29.3

South Asia® 2,875 20.8 11.6 126 5.0 5.4 9.1 13 13.0
Bangladesh na na na na na na na na na
Burma 106 21.1 76 0.3 51 5.4 0.z 1.0 52.2
India 2024 19.1 139 135 4.8 5.0 10.1 05 9.2
Nepal 21 203 4 9.7 0.5 0.0 0.0 0.0 64.3
Pakistan 724 25.6 59 11.7 5.9 6.8 8.0 36 ) 16.6
Sri Lanka 335 332 33 1.2 8.0 4.0 5.6 0.8 17.1

Continued on followinyg page
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Table A.11a Continued

DESTINATION COUNTRY
Developed Developing
Total Exports o Latn America
{US S mithons) United States EC Japan Other Developed Afnca Middle East & Canbbean Asia’
Other Asia
China 1,680 18.8 13.7 0.0 39 54 23 0.3 424
Latin America

Argentina 1,773 53.3 6.2 89 26 0.7 1.2 21.1 09
Barbados 46 39.7 0.0 20.0 46 0.0 0.0 236 0.0
Bolivia 228 46.0 9.5 326 0.1 0.0 0.0 9.7 0.0
Brazil 2,739 39.7 5.3 24.7 73 2.1 0.6 11.8 18
Chile 1,246 56.8 12.0 14.2 3.7 0.2 0.3 12.2 0.1
Colombia 729 30.7 2.8 36.3 94 0.1 0.0 10.5 0.1
CostaRica 227 19.6 5.0 420 6.3 0.0 0.0 24.0 0.1
Dominican
Republic 214 10.4 2.6 84.3 0.7 0.0 0.0 1.1 0.0
Ecuador 210 19.1 16.1 384 1.8 0.0 0.2 10.1 0.0
| Salvador 236 28.0 10.6 20.7 29 0.0 0.0 31.8 0.0
Guatemala 290 20.6 6.8 283 5.3 0.4 0.4 370 0.6
Haiti 41 333 31 60.4 1.2 0.0 0.0 19 0.0
Honduras 172 228 1.4 54.1 08 0.1 0.0 201 ou
Jamaica 340 16.8 04 52.8 18.8 2.1 0.0 75 0.0
Mexico 1,313 74 52 57.0 2.3 0.1 0.1 9.8 0.3

Continued on following page
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Table A.11a Continued

ang

DESTINATICN COUNTRY
Developed Developing
Toial Exports Labn America

(US S milbons) United States EC Japan Other Developed Afnca Mdcie East & Canbbean Asia’

Panama 106 20.5 0.3 63.6 5.6 0.0 0.0 8.0 0.0

Paraguay 64 376 1.8 143 na 0.4 0.2 383 0.0

Pery 1,048 388 135 332 1.4 0.0 0.4 6.5 0.8
Trinidad &

Tobago 482 13.0 0.6 50.8 7.2 0.4 0.0 22.6 0.0

Uruguay 233 54.7 0.7 86 16 1.0 46 128 33

Venezuela 3204 13.2 0.8 379 13.1 0.5 0.0 341 0.0
DEVELOPED
COUNTRIES

Japan 19,314 12.1 - 31.2 93 41 ac 5.5 249

United States 43,247 28.6 10.8 — 27.4 3.2 351 5.1 78

Dashed celis indicate not apphcabie.

na = Not available.

a. Asia mcludes the NICs, ASEAN-, South Asia, China, and Brune:.

b. Does not mclude exports of Bangladesh.

SQURCES: International Monetary Fund, Directon of Trade Stabstics, computer data tapes 1988 and yearbook 1987; Republic of China, Ministry of Finance, Department of Stabstics, Monthly Stabstics of
Exports and imports, the Republic of China, no. 157 {September 1982) and no. 219 {November 1987).




Table A.11b
Destination of Exports for Selected Countries, 1986
(% of total exports)

DESTINATION COUNTRY
Developed Developing
Total Exports Other Latin America
(US S mllions) EC Japan Unrted States Ceveloped Afnca Middle East & Caribbean Mot
DEVELOPING COUNTRIES
Asia
NICs 133,323 123 10.2 36.8 na% 19 38 1.6 22.5
Hong Kong 35,420 145 47 314 71 1.5 25 14 324
Korea 35,624 125 15.2 385 8.1 1.6 5.2 34 121
Singapore 22,4%0 11.1 8.6 234 5.5 28 46 20 374
Taiwan 39,789 10.8 114 47.7 na 19 32 0.0 144
ASEAN4 42,364 14.6 283 20.0 35 1.2 2.6 1.0 27.3
Indonesia 14,824 93 448 19.6 2.2 1.0 16 1.2 189
Malaysia 13,977 145 233 164 35 05 1.6 0.7 38.2
Philippines 4,787 183 17.8 357 39 0.5 2.0 09 19.4
Thaitand . 8,776 21.5 14.1 179 5.4 3.2 6.2 1.1 28.6
South Asia 15,239 220 10.7 18.8 5.3 4.0 9.3 05 129
Bangladesh 889 20.7 8.0 237 6.8 8.0 95 09 13.2
Burma 506 92 88 28 1.6 20.5 235 3.0 429
India 10,317 20.8 11.5 21.7 46 25 7. 0.2 9.8
Nepal 144 28.5 1.0 237 a3 0.0 0.6 0.2 428
Pakistan 3,383 279 9.3 108 7.3 5.2 16.8 11 16.2
Sni Lanka 1,163 24.0 5.6 26.0 5.2 16 18.3 1.2 108

Continued on following page
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Table A.11b Continued

DESTINATION COUNTRY
Developed Developing
Total Exports Other Labn America
{US S mitlions) EC Japan United States Deveioped Afnca Middle East & Caribbean Asia®
Other Asia
China 31.366 1238 15.1 8.4 28 18 6.7 1.2 389
Latin America

Argentina 7477 30.8 6.7 93 28 3.7 7.2 19.4 6.5
Barbados 274 139 1.2 45.2 45 0.0 0.0 19.1 18
Bolivia 590 13.6 14 195 2.7 0.0 0.0 58.9 0.4
Brazil 24,551 25.0 6.4 26.7 54 43 5.6 122 6.0
Chile 4,226 341 99 21.7 2.8 08 2.1 17.0 4.9
Colombia 5174 349 48 358 10.8 1.0 0.1 95 08
Costa Rica 1,091 28.9 0.9 428 6.3 0.1 0.0 17.6 0.2
Dominican
Republic 1,218 6.7 0.8 85.0 2.9 0.7 0.0 18 0.1
Ecuader 2,940 7.7 24 49.6 37 0.1 0.0 9.7 10.0
El Salvador 735 28.1 38 49.3 29 0.0 0.0 14.0 0.1
Guatemala 572 16.4 4.2 45.7 39 0.2 a7 223 0.7
Haiti 461 17.2 0.5 77.0 2.5 0.0 0.0 2.7 0.0
Honduras 902 229 10.1 49.1 6.8 0.5 0.6 6.5 0.6
Jamaica 583 26.2 11 34.7 21.0 1.1 0.0 10.3 0.0
Mexico 16,579 125 6.4 67.3 25 0.2 08 6.3 15
Panama 332 14.3 0.1 67.7 2.6 0.0 0.7 14.1 0.0
Paraguay 232 20.5 0.8 4.0 49 1.2 0.1 67.1 03
Peru 2.505 249 10.6 301 33 0.7 1.2 145 57

Continued on following page



Table A.1ib Continued

DESTINATION COUNTRY
Developed Developing
Total Exports Other Latin America
{(US 5 mifions) EC Japan United States Deveioped Afnca Middle Cast & Canbbean Asia®
Trinidad &
Tobago 1,372 148 1.1 62.7 33 0.0 0.0 16.1 04
Uruguay 1,355 206 13 326 39 0.7 55 231 6.0
VYenezuela 8412 15.7 33 44.7 45 0.1 0.0 20.0 0.8
“VELOPED
"OUNTRIES
Japan 211,735 14.7 — 38.7 85 15 45 4.0 24.3
Uniteu States 217,291 245 12.4 — 26.9 1.8 4.8 143 132

Dashed cells indicate not applicable.
n1 = Not available.
a. Asia includes the NICs, ASEAN4, South Asia, China, and Brurer.

SOURCES: Iniernational Monetary Fund, Direction of Trade Stabistics, computer data tapes 1988 and yearbook 1987 Republic of China, Ministry of Finance, Department of Statistics, Monthly Statstics of
Exports and Imports, the Republic of China, no. 157 (September 1982) and no. 219 {November 1987).
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Table A.12a
Origin of Imports for Selected Countries, 1970
(% of total imports)

COUNTRY OF QRIGIN o
Developed Developing
Total Imports T O;l;e; o I Laun Amenca
o . s S mihons) EC Japan United Statas Developed Afnica Middle East & Caribbean Asia®
DEVELOPING COUNTRIES
Asia
NICs 8.862 14.1 29.7 18.0 na 1.2 54 09 23.0
Hong Kong 2.896 18.4 239 132 =9 24 2.4 1.7 30.2
Korea (ROK) 1,984 10.5 41.0 29.5 24 03 5.7 03 9.7
Singapore 2.458 157 19.4 10.8 76 15 9.3 09 330
Taiwan 1,524 8.3 428 239 na 0.0 42 0.0 10.4
ASEAN-4 4,905 21.0 284 17.3 76 1.2 34 0.6 17.8
Indonesia 1,002 216 294 17.8 2.8 29 00 03 19.6
Malaysia 1.399 234 17.5 86 94 0.4 32 03 338
Philippines 1.206 15.7 306 294 9.1 0.1 6.0 0.7 8.0
Thailand 1.299 228 374 14.9 79 18 39 09 81
Souti Asia® 3.402 221 17 276 10.0 52 78 0.5 53
Bangladesh na na na na na na na na . na
Burma 152 25.7 26.2 59 7.0 0.3 0.1 0.0 25.7
India 2,095 180 46 293 113 83 9.6 09 2.1
Nepai 531 08 10.0 2.1 09 0.0 0.0 00 76.2
Pakistan 1.102 299 10.9 284 85 03 58 0.0 5.0
Sri Lanka 389 26.8 84 5.7 9.3 0.2 24 00 32.6

Centinued on following page
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Table A.12a Continued

COUNTRY OF ORIGIN
Developed Developing
Total imports Other Latin Amernca
(US S millions) EC Japan United States Developed Africa Middle East & Canbbean Asia®
Othe- Asia
China 1,896 26.7 33.0 0.0 11.3 5.0 1.9 0.2 79
Latin America

Argentina 1,685 330 50 249 94 0.6 0.7 229 23
Barbados 139 40.2 31 20.7 109 0.1 0.1 189 15
Bolivia 159 26.8 16.4 31.1 4.7 05 0.0 16.8 0.5
Brazil 2,849 30.2 6.2 322 8.2 2.6 59 120 0.5
Chile 931 29.8 3.0 369 6.4 0.0 0.0 21.7 0.0
Colombia 844 25.6 6.3 478 69 0.1 0.0 101 03
CostaRica 317 21.2 9.0 348 43 0.1 0.1 29.1 0.5
Dominican Republic 280 216 9.6 47.1 8.1 0.0 0.0 118 1.1
Ecuador 274 24.7 93 434 6.1 0.1 01 134 0.6
El Salvador 214 21.7 104 29.6 33 0.1 00 343 0.2
Guatemala 284 214 103 353 39 0.1 00 28.0 06
Haiti 522 56 9.1 46.4 6.5 0.1 0.0 74 19
Honduras 221 13.2 81 als 3 0.0 00 332 03
Jamaica 524 275 2.6 431 10.2 0.1 0.0 105 09
Mexico ‘ 2.330 21.2 3.7 61.5 84 0.1 0.1 39 06
Panama 357 12.2 6.6 40.1 34 0.1 0.0 240 14
Paraguay 64 30.1 6.8 234 44 6.0 0.0 26.7 08
Peru 619 278 79 32.2 120 0.2 0.1 17.7 15

Continued on following page
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Table A.12a Continued

cle

COUNTRY OF ORIGIN
Developed Developing
Total Imports Other Latn Amernca
{US S millions) EC Japan I{nlteq States Developed Africa Middle East & Caribbean Asia®
Trinidad &
Tobago 544 18.6 2.5 164 4.2 42 9.4 29.3 0.7
Uruguay 233 27.1 15 129 6.6 43 83 329 28
Venezuela 1,958 27.8 79 485 8.6 0.4 0.1 45 1.0
DEVELOPED
COUNTRIES
Japan 18.875 85 — 29.5 15.5 55 12.2 6.7 16.6
United States 42,711 243 14.6 — 329 2.7 1.1 147 85

Dashed cells indicate not apphcable.

na = Mot avallable.

2. Asia includes the NICs, ASEAN-4, Soutn Asia, China, and Brune:.

b. Does not include imports of Bangladesh.

SOURCES  International Monetery Fund, Direction of Trade Statistics, computer data tapes 1988 and yearbook 1987; Republic of China, Munistry of Finance, Department of Statistics, Monthly Statistics o
Exports and Imports. the Republic of China, no. 157 (September 1982) and no. 219 (November 1987).




Table A.12b
Origin of Imports for Selected Countries, 1986
(% of total imports)

COUNTRY OF ORIGIN
Developed Developirg
Total Imports Other Latin Amenica
S S rlions) EC Japan United States Developed Africa Middle East & Caribbean Asia®
DEVELCPING COUNTRIES
Asia
NICs 118,365 11.3 26.7 16.0 na 08 6.4 1.6 27.2
Hong Kong 35,360 115 20.4 8.4 5.0 1.1 10 0.6 50.7
Korea (ROK) 33,335 10.8 333 20.2 80 1.0 58 45 10.2
Singapore 25.506 11.6 19.9 15.0 5.2 09 12.7 0.7 329
Taiwan 24,165 113 342 22.4 na 0.0 83 0.0 10.2
ASEAN4 35,921 15.0 24.1 17.1 8.1 0.9 54 15 26.3
Indonesia 10,724 17.1 29.2 138 9.5 0.9 6.3 1.6 20.5
Malaysia 10,828 14.6 20.5 188 8.7 0.3 2.2 1.1 314
Philippines 5213 10.9 17.0 248 6.5 0.7 10.2 2.0 28.1
Thailend 9,155 15.1 26.4 144 6.7 1.6 5.2 1.7 258
South Asia 27,683 30.0 139 9.5 7.5 14 124 1.7 14.0
Bangladesh 2,502 16.5 139 85 85 0.1 9.2 03 23.7
Burma 668 20.2 35.2 2.6 43 0.3 08 0.1 234
India 18,830 332 124 9.0 75 14 128 2.0 114
Nepa! 316 13.8 23.C 2.6 2.4 0.0 0.0 0.0 58.2
Pakistan 5.367 2710 16.3 131 7.5 20 149 15 14.6
SriLanka 1.829 155 17.4 6.4 7.2 34 10.5 2.2 36.0

Continued on following page
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Table A.12b Continued

COUNTRY OF ORIGIN
Developed Developing
Total imports Other Labn America
(US S millions) EC Japan United States Developed Afnca Middie East & Caribbean Asia”
Cther Asia
China 43,503 17.8 28.6 10.8 9.1 0.6 03 36 16.6
Latin America

Argentina 5,067 308 7.4 185 6.5 0.5 0.4 315 19
Barbados 587 208 5.6 40.4 105 0.0 0.0 18.6 25
Bolivia 635 13.8 5.0 19.3 34 0.1 0.3 534 1.5
Brazil 15,390 223 6.5 246 8.6 71 14.2 9.7 4.0
Chile 3132 21.5 95 20.5 5.0 28 12 249 2.7
Colombia 4,077 229 105 356 85 0.1 05 19.2 6.7
CostaRica 1,145 15.4 106 358 45 0.0 0.3 28.6 39
Dominican Republic 1.663 9.3 7.7 55.4 4.0 0.1 0.2 19.2 4.1
Ecuador 2.074 234 145 319 74 03 0.9 17.0 16
El Salvador 912 11.3 38 40.3 2.1 0.0 0.0 354 1.8
Guatemala 1,157 19.4 6.1 41.2 37 01 05 23.3 35
Haiti 652 11.6 46 65.3 35 0.1 0.0 9.5 5.2
Honduras 826 126 9.4 484 31 0.0 03 21.6 3.2
Jamaica 969 12.3 38 50.7 7.6 0.1 0.1 20.3 1.5
Mexico 12,320 14.3 6.3 67.1 53 05 0.1 31 11
Panama 1,285 9.0 84 349 5.1 0.0 0.1 36.3 314
Paraguay 511 18.2 5.7 13.7 20 7.2 0.1 479 52
Peru 1,915 21.1 95 27.2 11.6 0.0 0.1 26.5 20

Continued on following page
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Table A.12b Continued

COUNTRY OF ORIGIN
Developed Develeping
Total Imports Other Latin America
{US S millions) EC Japan United States Developed Africa Middle East & Caribbean Asia®
Trinidad &
Tobago 1,332 21.0 10.7 429 93 0.3 0.1 10.8 2.4
Uruguay 1,066 22.1 32 103 44 68 4.7 432 1.7
Venezuela 8,399 26.9 6.9 459 5.7 04 0.0 11.2 10
DEVELOPED
COUNTRIES
Japan 127,660 11.1 — 23.0 133 2.8 146 47 28.1
United States 387,075 205 22.1 — 22.2 2.8 23 11.4 175

Dashed cells indicate not apphicable.

na = Not available.

a. Asia includes the NICs, ASEAN-4, Sovsth Asia, China, and Brune:.

SGURCES: International Monetary Fund, Direction of Trade Statistics, computer data tapes 1988 and yearbook 1987; Republic of China, Mmistry of Finance, Department of Statistics, Monthly Statistics of
Exports and Imports, the Repubhc of China, no. 157 {September 1982) and no. 219 {November 1987).
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Table A.13
External Debt Outstanding for Selected Countries, 1978-86"
1978 1982 1983 1984 1985 1986
ﬁg_sh F’Me?en; Sf h uss A Percent;fﬂ uss W;;rc;r;f us S” rv—!;ercem ofA uss Percent of uss Percent of
milors) GNP (miors) GNP (mions) GNP (millons) GNP fmitons) GNP (mions) GNP
Asia
Hong Kong" 480 28 892 29 1.035 36 1,130 36 1.000 3.0 na na
Korea (ROK) 17.000 340 36,496 52.6 39,547 52.0 41,633 50.5 46,073 55.0 43,560 458
Smgapore° 1.227 15.8 1,521 11.7 1.562 103 1.729 i3 1.753 116 2.113 136
Indonesia 17.976 36.3 26.500 294 29.693 384 31.966 303 35.745 438 42,038 585
Malaysia 2518 16.9° 11,336 43 14,557 516 16.094 50.8 18.056 62.2 19,649 76.2
Philippines 10,222 425 23,483 598 23.11¢ 678 23.837 755 25,155 79.1 27,000 89.7
Thailand 4,852 21.2 11,496 323 12,961 331 14,464 357 16,407 443 16,970 42.3
Bangladesh 2,736 315 4.656 355 5.053 420 5.286 379 6.133 382 7,407 476
Burma 872 18.7 1.971 334 2.236 36.7 2.265 36.2 3.038 434 3,720 446
india 16.438 138 22817 133 24,750 13.2 27857 155 32,476 164 36.814 171
Nepal 103 6.4 337 140 444 180 469 18.7 584 259 732 285
Fakistan 7814 41.0 10,069 309 13.274 330 10.469 312 11,483 346 12.584 36.0
Sri Lanka 1,128 41.5 2.499 535 2.590 535 2.755 16.6 3.259 551 3.833 599
China na na 8,358 32 9.607 35 13.000 46 16,548 6.2 21.993 85
Latin America

Argentina 13,273 316 43,634 835 43914 739 45,730 63.2 46.157 76.3 46,167 62.1
Barbados 99 17.8 332 356 565 544 337 341 449 37.3 601 463
Bolivia 2.163 66.2 3.168 1053 3,775 1375 3.847 137.7 4,143 948 4619 1188

Brazil 53415 262 91.026 359 55.531 495 101.090 51.0 102.112 475 106.174 393



Table A.14

Debt-Service Ratio for Selected Countries, 1970-86>
(% of total exports)

1970 1978 1982 1983 1984 1985 1986
Asia
Hong Kong® na 0.6 0.2 0.2 0.2 0.2 na
Korea 204 118 16.1 16.2 16.3 214 24.4
Singapore® 0.6 2.2 08 1.3 1.0 2.4 1.4
Indonesia 139 250 16.5 18.4 19.0 251 349
Malaysia 44 10.0° 9.2 10.2 12.8 29.2 20.0
Philippines 228 263 234 229 17.7 196 213
Thaitand 14.0 16.0 160 19.1 215 254 26.3
Bangladesh na 12.9 12.6 13.3 15.5 17.6 25.1
Burma 17.2 15.5 258 329 40.1 464 554
Indha 251 123 12.9 14.8 15.3 20.5 250
Nepal na 1.4 20 3.2 39 53 9.2
Pakistan 235 211 18.4 310 259 317 27.2
Sri Lanka 108 9.2 10.7 12.0 115 4.5 18.4
China na na 83 7.2 58 7.0 7.9
Latin America
rgentina 216° 27.0° 382 387 413 530 61.8
Barbados 0.7 24 37 4.0 34 54 75
Bolvia 1.4 51.2° 3.1 345 431 421 301
Brazil 218 57.6 .7 459 330 332 418
Chile 244 49.3 62.1 47.7 522 44.4 371

Continued on following page
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Table A.13 Continued

1978 1982 1983 1984 1985 1986
B T'S? *Pe?c;;t‘ofv - uss Percent of uss Percent of 7 uss Percent of uss Percent of uss Percent of

_ {milons) GNP {rmilkons) GNP {millions) GNP {miliions) GNP {millions) GNP (mithons) GNP
Chile 7,026 469 17.342 77.2 17,595 975 19,180 111.2 19,333 1371 19,410 129.9
Colombia £.097 222 10.302 270 11,409 302 12,274 33. 14,031 26 14,619 468
Costa Rica 1,683 49.2 3,449 158.5 4,246 150.9 4,031 1243 4,434 127.2 4,453 118.7
Dominican
Republic 1,376 300 2,462 372 2,891 47.0 3,046 64.2 3.299 795 3,301 66.4
Ecuador 3,976 539 7,862 68.2 7,331 748 8.205 88.8 8.147 69.7 8,467 79.0
El Salvador 914 30.2 1.423 422 1,682 472 1,716 436 1,740 47.2 1,68C 437
Guatemeala 813 134 1.537 17.9 1.799 20.1 2,379 257 2579 40.5 2,601 35.7
Haiti 201 20.1 536 365 569 355 656 365 704 k7 698 32.7
Honduras 335 537 1,799 69.5 2,085 747 2,321 78.1 2,711 856 2,863 84.0
Jamaica 1.396 58.8 2,845 102.6 3317 108.1 3,526 1749 3.859 227.8 3.882 197.3
Mexico 35.363 352 85,890 55.4 91,704 68.9 94,076 58.3 94,165 55.7 97,662 80.5
Panama 2,318 96.4 3,923 99.0 4,388 106.4 4,406 102.7 4,755 104.8 4802 93.9
Paraguay 615 223 1,298 303 1,407 43.7 1,495 48.7 1,778 60.7 1,960 538
Peru 9.329 89.1 11,636 47.1 11,588 61.5 12,399 64.4 12,925 816 14,575 59.4
Trinidad &
Tobago 535 14.8 1.062 13.4 1,298 17.1 1.074 14.1 1,236 17.2 1.427 304
Uruguay 998 19.9 2551 281 3.055 £0.3 3,066 62.8 3,560 746 3.375 56.8
Venezuela 16.760 42.4 31.933 48.1 37,260 57.4 36.217 75.3 34,710 736 33,891 70.8

na = Not avadabie.

a. Inciudes long-term (public and publicly guaranteed and private long-term debt) and shortterm debt.
b. Excludes private nonguaranteed long-term debt

SOURCE: World Bank, World Debt Tables. 1985/86, 1986,87 and 1987/88 editions.
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Table A.14 Continued

B o 1970 1978 1982 1983 1984 1985 1986
Colombia 19.3 116 222 303 245 35.1 315
Costa Rica 19.9 379 201 56.8 291 381 289
Domunican Republic 15.2 19.7 26.7 254 15.1 18.1 217
Ecuador 14.0 11.9 70.0 263 34.0 313 339
El Salvador 12.0 10.2 113 193 214 225 208
Guatemala 8.2 58 10.3 14.7 205 226 243
Hait 7.7 85 54 48 55 6.0 5.1
Honduras 52 16.7 262 220 202 202 220
Jamaica 28 16.9 212 214 211 329 327
Mex.:o 443 62.4 445 454 490 50.0 515
Panama 7.7 325 66 6.6 8.2 6.6 7.6
Paraguay 118° 102 126 18.1 16.0 133 21.1
Peru 400 49.2 142 291 251 223 205
Trinidad & Tobago 45 1.9 2.7 88 49 71 15.8
Uruguay 236 483 279 235 324 363 223
Venezuela 29" 6.9° 218 216 19.9 163 385

na = hiot available

a. Includes debt service on pubiic ang publicly guararteed and private nonguaranteed debt.
b. Includes debt service on public and oublicty guaranteec debt onty

SOURCE Worla Bank, World Debt Tinles. 1985/86. 1986,87. «nd 1987,88 editions.
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1976
WORLD 11,949
DEVELOPED COUNTRIES 8,919 7,866
Canada 2,471 1,581
Europe® 5,492 £,289
Japan 454 411
DEVELOPING COUNTRIES 3,050 4,192
Latin America and the
Caribbean 1,762 3949
Africa® 370 -238
Middle East 757 311
Asia and the Pacific 160 170

a. Inctudes alt countries n continental Europe, including USSR,

b. Excludes South Africa.

SOURCES: United States, Department of Commerce, Bureau of Economic Anal
Investment Abroad, 1977 U.S. Direct Investment Abroad, 1¢

Table A.15

U.S. Direct Foreign Investment, 1976-86¢
(millions of U.S. dollars)

1978

1977 1980 1981 1983 1984 1985 1986
1.,893 16,056 25,222 19,222 9,624 ~-2,369 373 2,821 17,267 28,047

10,555
1,206
7,820

725

5,587

4,014
437
436
641

ysts,
‘82 Benchmark Surve.

1979

18,191
4477
12,259
760

6,967

3,362

493
1946
1,161

U.S. Drrect Investment Ab
y Data; and Survey of Cur,

17,893
3,906
13,011
19

1.150

2,833
635
-2,158
839

5,965
-757
5278

488

2,993

-197
434
232

2,523

1982

~21
-2,051
1,506
243

~2,456

-5,138
565
203

1,913

2,135
604
525

1,257

-1,943

-3,692
15
867
867

1,101
2,259

a7
-361

2,382

~-171
276
607
1.670

13,366
-735
13,713
1,165

3,799

3,838
-3
-90
54

20,512
2,664
16,452
1,884

8,233

7,450
-155
533
405

road, 1966 Final Data; Selected Data on U.S. Dwrect Investment Abroad, 1950-76; U.S. Direct
rent Business, November 1984 and August 1987.
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Table A.16

Japanese Direct Foreign Investment, 1976-86
(millions of U.S. dollars)

1974 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986
WORLD 2462 2.806 4,598 4,995 4,693 8.932 7,703 8,145 10,155 12,217 22,320
DEVELOPED
COUNTRIES
Europe® 337 220 323 495 578 798 876 990 1,937 1,930 3,469
North America 749 735 1,364 1,438 1.596 2,522 2,905 2,701 3,544 5.495 10,441
DEVELOPING
COUNTRIES
Latin America and the
Caribbean 420 456 616 1,207 588 1.181 1,503 1,878 2,290 2,616 4,737
Africa 272 140 225 168 139 573 485 364 326 172 309
Middle East 278 225 492 130 158 96 124 175 273 45 44
Asia and *he Pacific 1,245 865 1,340 976 1,186 3,339 1,385 1,847 1,628 1,435 2,327

a. Data reflect DFt approvals ana not actual flows tor
b. Ali countries in continental Europe, including USSR

SOURCES Japan, Ministry of Finance, Zaises Kinyu Koker Geppo Monthly Bulletin of Fiscal and M-

the tiscal year beginning Apnil 1.

r2tary Statstics], December 1985 and December 1987.
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Table A.17
Share of Income of the Lowest 40 Percent of Households
in Selected Countries

Year Lowest 40 percent {income share)
DEVELOPING COUNTRIES
Asia
NICs
Hong Kong 1980 16.2
Korea 1976 16.9
ASEAN4
Indonesia 1976 14.4
Malaysia 1973 11.2
Philippines 1985 14.1
Thailand 1975-76 15.2
South Asia
Bangladesh 1981 -82 17.3
India 1975-76 16.2
Sri Lanka 1980-81 15.9
Latin America
Argentina 1970 14.1
Braazil 1972 7.0
Costa Rica 1971 12.0
E! Salvador 1976-77 15.5
Mexico 1977 9.9
Panama 1973 7.2

Continued on following page

[44



Table A.17 Continued

Year Lowest 40 percent (income share)
Peru 1972 7.0
Trinidad & Tobago 1975-76 13.3
Venez iela 1970 10.3
DEVELOPED COUNTRIES
Japan 1979 21.9
United States 198G 17.2

SOURCE: World Bank, World Development Report 1987, table 26, pp. 272-73.
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4 Jorge Ospina Sardi: “Trade Policy in Latin America”

Notes

1. Cultural differences have been ignored. The notion that cultural factors
explain economic performance can be misused. In the 1950s, economists
spoke of cultural barriers to development in Taiwan and Korea. No doubt
today they praise the cultures of these countries as favoring their economic
development and as superior to those of other developing countries.

2. The inflow of foreign capital during booms and the outflow during
crises should not be considered as “perverse” behavior, since it is completely
predictable and rational in economic terms.

3. Once capital-intensive investment projects (for instance, electrical
power generation plants) have been started, it is extremely difficult to make
any significant cutbacks in them on an emergency basis.

4. Due to the nature of the products and the structure of agricultural
trade, restrictive government measures are generally more effective.
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5  Youngil Lim: “Comparing Brazil and Korea”

Notes

1. The BEFIEX (Beneficio Fiscaio a Programas Especiais de Exportacao)
program, which has been in operation since 1972, offers an incentive package
for an export commitment (generally for a period of ten years) that is nego-
tiated between the government agency and exporters. A typical package
includes a 70 to 90 percent tariff and tax reduction on imports and a 50 percent
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reduction on import duties for raw materials and intermediate inputs. Only
in exceptional cases is a 100 percent exemption allowed. In contrast, the South
Korean incentive svstem offers 100 percent exemptions from all duties and
taxes for imports needed for expor production.

2. 5ce World Bank 1983:58. Tyler (1983. estimated that the real export
growth rate fell by 8.5 percent with ecach percentage point of increase in the
nominal antiexport bias.

3. The data for Korea are not sirictly comparable with those for Brazil
because the Korean data refer to the business conglomerates called jacbol (sim-
ilar to Japanese zaibutsu), which have multiple products in different sub-
sectors, while the Brazilian data appear to be related to single-product firms.

4. 1t is not clear whether the reported proportion refers only to the sector,
in which the public enterprises operate or to the manufacturing sector as a
whole.

5. In Brazil, price controls are administered by one government agency,
and subsidies to cover the state-owned enterprises’ losses by another. This
implies that little incentive exists for the state enterprises to take responsibility
for making a profit and being officient. Leibenstein’s X- efficiency problem in
decision making is particularly relevant in this regard, as the effort-responsi-
bility-consequences chain in the reward system is effectively broken (see
Leibenstein 1978).

6. In addition, much of this section is taken and revised from Lim 1986.

7. Ina more systematic study of capital utilization, Kwon and Kim
(1973:80) report:

The Korean experience in the past 10 years clearly demonstrates that the
increased utilization has been a very important source of economic growth.
It was indicated that the growth of outpetin Korean manufactiring was far
in excess of what could be attributal ie to the growth of inv_stment and
employment. During the same period of overall rate of utilization is found to
have doubled. Hence, it can safely be concluded that a major source of
Korean economic growth in recent years has been the increasing utilization
rate of capital stock.

8. For instance, Krueger (198(:289) hypothesizes that “technological eco-
nomic factors imply an overwhelming superiority for development through
export promotion. These factors include such phenomena as minimum size
of plan, increasing returns to scale, indivisibilities in the production process,
and the necessity for competition.”

9. There is somie evidence showing that during the 1970s in Korea total-
factor productivity grew faster in small- and mediu m-scale industry than in
large-scale industry. The small- and medium-scale industry of Korea approx-
imates the model of a competitive market (Lim 1986).

10. The last issue is raised pointedly in Baer et al.(1977) and Fuhr (1987).
Similar issues are discussed for Asian counterparts in Johnson (1985).
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6 John Wong: “The ASEAN Madel of Regional Cooperation”

Nofes

1. For reterence fo other Third World regional groupings, see El-Agraa
(1987) and Robaon (1980,

2 The Association of Southeast Asiy, or ASA, with Malavsia, the Philip-
pines, and Thailand as members, was a failure Gt lasted trom 1961 1o 1967),
The other attempt, the Maphilindo (Malavsia, the Philippines, and Indonesia),
was stillborn e 1903

olor o more detailed discussion of the cconomie structures of ASEAN,
see Wong, (1979,

3. For those key ofhictal dociments, see ASEAN Secretariat (1978).

5. Back in 1700 ASEAN <oupht the assistanee ol several international
bodies to orpanize a United Notions Stady eam to look into arrangements
for economic cooperation in ASEAN The team, ledd by G Kansu with the
cminent British ccononist FoAG. Robrmson as senior adviser, submitied a re-
port e 1972 The report recommended three principal techniques for ceo-
nomic caoperation: ( selective trade fiberalization tor specitic conunodities,
to be implemented trough mtergovernment negotiations; () industrial comy-
plementation, to be negotiated through private sector initiative but with ap-
propriote tanfl concessions from: povernments; amd (3 “package deal”
arrangements, i the torme ol oint mdustrial projects, See Journal of Deoelop
ment Pl (1970

0.1t was the Plulippimes that included snow plows oncits Tist. This was
matched by an cqually fantastic otter from Indonesia: nuclear reactors, Both
evist only i e castoms directory and were not traded in the region. See ‘Tan
(1UKY).

7. There have been ~everal more defailed studies on the impact of PEAS
over the vears, See Naya (1950 and Ol (TS

K. For a more detailed discussion of the comparative experiences of
ASFAN and the Andean Padt, see Wong, (1986).
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7 A.R.Bhuyan: “Beginnings of Cooperation in South Asia”

Notes

I Readers wishing further references on the subjects of this chapter may
consall, tor example, the inaugural issue of South Asia Journal (Julv/Septem-
ber 19879, especially the articles by Malcolm S, Adiseshial, G. Corea, E.
Gonsalves, and Arit A, Wayit.
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8  Ricardo Ffrench-Davis: “Economic Integration in Latin America”

Noles

Lo Apart from the formal process of economic integration, there have been
several cooperative efforts among, the countries in the region. First, the
Comision Especial de Coordinacion Latinoamericana [Special Commission for
Latin. Americ my Coordination] (CECLA), and, then, the Sistema Econdmico
Latinoamericano [Latin American Economic System| (SELA)Y have had, since
1975, a regional coverage,

2. Three countries nol participating in integration agreements —-Haiti, the
Domirican Republic, and Suriname —have applied for admission to CAR-
1COM.

I Duteh disease refers o the adverse impact on nonresource exports re-
sulting, from an increase in the price of a resource and the subsequent expan-
sion o that resouree sector. The increase incinvestment flows accompanying,
the resource boom causes a real appreciation of the exchange rate that can
fead toa decline in revenue from nonresource exports and increasing, expen-
ditare on imports. The term was originally used to describe the decline in
industrial exports of the Netherlands as a result of an increase in petroleum
prices and exports (Corden 1981),

4. There were nonreciprocal tarilf preferences in tavor of Bolivia, Ecuador,
Paraguay, and (in part) Uraguay, but they proved to be insufficient to achieve
a balanced distribution of the benefits of integration among member coun-
tries. Uruguay was the more active user of these preferences.
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5. Preferences were also valid for less-developed partners, such as Bolivia,
Ecuador, and Paraguay.

6. By 1971 the trade to which they pave rise represented o share of 22
percent of reciprocal imports of manufactures benefiting from taritf prefer-
ences as compared to 6 percent in 1966 (Ayza et al. 1975; 159). The share in
overall reciprocal imports was 1 percent and 7 percent in 1966 and 1971, re-
spectively. By 1980, it had diminished to 4 percent (ECLA 1984: 87).

7. Twasigniticant cases were those of Argenting in 1967 and Chile in 1975
onward. In Chile, by 1979 the general tarift was a uniform 10 percent. The
reverse oceurred in Pera (1874 77) and Chile (1972-73) where strong,
nontaritt restrictions were applied more strongly to trade with nonmember
countries.

R.Data based on SITC categorios 5161718, excluding division 68 (CEPAL
1V84),

9. The detinitions are not identical with those used by CEPAL (1984),
CEPALs definition of manutactures is narrowor,

10. The simple average of the starting internal tariff rate was 44 percent
(Aninat 1978).

HL Other foreign trade tools also influence the composition of imports,
though i an indirect or a less systematic way - ie, exchange-rate policy and
some nontaritf regulations. 1 must be noted that, of course, other (nontrade)
mechanisms, would also have a signiticont effect on trade as indicated by the
post- TYR2 recessive adjustment i Latin America,

12, 5everal other programs were sent to the Commission in 1975, Subse-
quently they were readjusted in order to take account of the withdrawal of
Chile, but were not approved.

13, In-addition, annual profit remittances which were limited to 14 per-
cent of the equity capital were increased to 20 pereent in 1976,

LE Inccases in which the state was a stockholder and had deferminant
powers in the decision-making process. a lower 30 pereent share held by the
state was set as the minimum requirement for mixed enterprises.,

I5. Reciprocal exports are equal to reciprocal imports. Since 1982 Latin
America was forced 1o pencrate trade surpluses with the rest of the world;
therefore it the share of reciprocal imports in total imports is measured, the
step back in trade is not clearly observed.,

16. Part of the drop in reciprocal exports found a market in other regions,
The Latin American countries devalued their exchange rates. Within the
debtor nations the etfects of the devaluations were nullified, but they were
cffective vis-a-vis other regions. Thus, there was a net incentive to export to
creditor countries. The relatively higher agpregate demand of these countries
worked in the same direction. However, given the different compuosition of
reciprocal and total exports, the most typical reciprocal exports did not find
alternative markets abroad, and their drop contributed to larger domestic
recessions,
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Notes

1. The growing number of Latin American countries that have joined
GATT or are negotiating their incorporation (Bolivia, Costa Rica, El Salvador,
Guatemala, Honduras, and Mexico) reflects the rising interest of the Latin
American nations in these multilateral negotiations.

2. These assertions were submitted by a group of developing countrivs,
including Argentina, Brazil, Cuba, Nicaragua, and Peru, during the prepara-
tory stage of negotiations.,

3. For a more comprehensive discussion o the problems faced by the
Latin American steel producers, see SELA (1980a, 1986b).

4. Latin American members in this group are Argenting, Brazil, Chile,
Colombia, and Uruguay. Other members include Australia, Canada, Hungary,
Indonesia, Malaysia, New Zealand, the Philippines, and Thailand.

5. The following products have been considered: tropical beverages,
spices, tlowers, plants, ete; some vilseeds and vegetables oils; tobaceo, rice,
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and tropical roots; tropical fruits and nuts; tropical wood and rubber; and jute
and hard fibers,

6. Under the 28 November 1979 Decision on Action by Contracting Par-
ties on Multilateral Trade Negotiations, the agreements resulting from the
negotiations may not affect the rights of the GATT contracting parties under
Article | ot the most-favored-nation clause.

7. Trad~ in services includes o wide range of activities, namely, transport
activities, communications, insurance, banking and financial services, data
and intormation services, and so on. The GATT discussions will not have
determined which activitios are to be included in the negotiations on services.
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Notes

L. Data for the paper are from the International Economic Bank, Austra-
lian National University, Canberra.

2. In the statist South Asia-China model, the public sector is relied on to
provide the stimulus to growth. This policy stands in sharp contrast to the
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outward- and private enterprise-oriented model of Fast and Southeast Asia,
The Latin American dependencie model rests on the belief that the economic
development of the weaker, less-developed countries rests on the growth and
policies of the cconomically dominant country.
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