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1. Introduction

During the last two decades, the economic dynamism of the East Asian region - Japan, China, the
NIEs (Newly Industrialising Economies, i.e. Taiwan Province of China, Republic of Korea, Hongkong)
and ASEAN-6 (Brunei Darussalam, Malaysia, Indonesia, Philippines, Singapore and Thailand) - has
drawn the world's attention. Interest was directed at the ability of most of these countries to maintain
their annual economic growth rate, especially when the world's economic activity was slowing down.
On average the East Asian economies experienced a high level of economic growth as compared with

the other regions in the world.

Part of this Asian dynamism derives from the tight linkage between the flow of investment and trade
with Japan, which performed extremely well, on the basis of its flexible production structures and its
responsive policy to anticipate changes in the external circumstances. This development contributes

positively to the implementation of an export-led development strategy.

It is within this dynamic situation that ASEAN reacts by proposing further economic cooperation on a
larger scale within the framework of a trade liberalisation policy. A broader regional economic
cooperation, both in terms of trade and investment, offers the potential of strengthening the export
capabilities of the ASEAN region. An agreement to gradually reduce the tariffs through the Common
Effective Preferential Tariffs (CEPT) scheme, aims at realising the ASEAN Free Trade Area (AFTA)

within the next 10 years.

The crucial factors for the economic success of ASEAN as a central integrative economy at the

regional level are the flows of trade and investment, and the assessment of its effectiveness.

The purpose of this paper is to describe the trends in regional trade. The paper focuses on the
autonomous links that have developed in the ASEAN region through intraregional trade, and their
relationship to global and intraregional investment. It also stresses the links of these trade and

investment trends with the growth poles in the ASEAN regions.

2. Basic Economic Indicators

No region in the world has surpassed the remarkable economic performance achieved by the East
Asian region in the past two decades. Tables 1 and 2 illustrate the remarkable success in

industrialisation and economic growth in this region.

The centre of economic activity and international economic policy has moved from the Atlantic to the
Asia-Pacific basin. In the decade immediately after World War II, the United States dominated the
world economy. At that time the majority of the United States macroeconomic indicators could be seen
as a barometer of the world economy. Today, the world economy is reigned by the Big Three: the

United States, the European Union and Japan, which together form the so-called Triad economy.



From the beginning of the 1980s the United States and the European Community experienced a
protracted recession from which they are only now recovering. During this period the United States
experienced a double deficit of both its budget and its trade balance, while Japan stabilised its position
as a pillar of the world economy by its large trade surplus. While the annual growth rate of world
production was only 4.1% and 3.1% during the periods 1965-80 and 1980-89, Japan's GDP expanded
at a rate respectively of 6.6% and 4.0% as compared to 2.7% and 3.3% for the United States, and

4.2% and 2.2% for EC-10 (excluding, Belgium and Luxembourg) during the same period."

Table 1: Basic Economic Indicators by Selected Region

. Population GNP per GDP Growth Rate of GDP
Hostregion/economy | "\ 1ijions) | capita (US $) (million of US $) (%
mid - 1990 1990 1965 1989 1965-80 |1980 - 89

East Asia 1643.3 - 181980.0 3500770.0 - -
Japan 124.0 25980.0 91290.0 2818520.0 6.6 4.0
China 1134.0 370.0 67200.0 417830.0 6.9 9.7
ASEAN-5 316.2 - 18340.0 273840.0 (7.5) (5.3)
Indonesia 178.0 570.0 3840.0 93970.0 7.0 5.3
Malaysia 17.9 2320.0 3130.0 37480.0 7.4 4.9
Philippines 61.5 730.0 6010.0 44350.0 5.9 0.7
Thailand 55.8 1420.0 4390.0 69680.0 7.3 7.0
Singapore 3.0 11160.0 970.0 28360.0 10.0 6.1
NIE's 68.8 - 5150.0 264420.0 - -
Hongkong 5.8 11490.0 2150.0 52540.0 8.6 7.1
Korea, Rep. Of 42.8 5400.0 3000.0 211880.0 9.9 9.7
Taiwan, Prov. of China 20.2 - - - - -
North America 365.7 - 767200.0 5805760.0 - -
United States 250.0 21790.0 698990.0 5156440.0 2.7 3.3
Canada 26.5 20370.0 46570.0 448590.0 - -
Mexico 86.2 2490.0 21640.0 200730.0 6.5 0.7
EC-12 344.4 - 451300.0 4689850.0 (4.2) (2.2)
France 56.4 19520.0 99300.0 955790.0 3.8 2.1
United Kingdom 57.4 16060.0 89750.0 717870.0 2.9 2.6
Italy 57.7 16860.0 66700.0 865720.0 4.3 24
Germany 79.5 22360.0 114820.0 1189100.0 3.3 1.9
Belgium 10.0 17560.0 16840.0 156830.0 - 1.8
Netherlands 14.9 17550.0 19910.0 221680.0 3.9 17
Spain 39.0 11000.0 23750.0 379360.0 4.6 3.1
Portugal 104 4900.0 3740.0 44880.0 5.3 25
Denmark 5.1 22680.0 8880.0 89140.0 2.6 2.2
Greece 10.1 5990.0 5270.0 39910.0 5.8 1.6
Ireland 35 10360.0 2340.0 29570.0 5.3 1.8
Luxembourg 0.4 28980.0 - - - -
World 5284.0 4210.0 2003700.0 |19981540.0 4.1 3.1

Source: World Bank, World Tables 1992

World Bank, World Development Report 1991

Asian Development Bank, Asian Development Outlook 1991
Notes: The figures in parentheses are the average of growth rate

Japan successfully developed and implemented its export-oriented strategy and supposedly combined
it with export subsidies and an active promotion policy. Japan set the example for the Newly
Industrializing Economies (NIEs) which also began to use the restructuring strategy to respond to the
appreciation of their currencies, as well as the protectionist policies of the major industrial countries.

Because of this, the NIEs GDP growth rate was even higher than Japan's.

! Growth rate of GDP of Belgium and Luxembourg is not recorded in the source base, i.e. World Bank Report and
Asian Development Bank Report.



For the ASEAN countries (excluding Brunei Darussalam), the average growth rate of GDP was 7.5%
and 5.3% during the periods 1965-1980 and 1980-1989 (Table 1). During 1980-89, the Philippines's
GDP declined sharply because of a number of factors. These included (1) the damage inflicted by a
series of natural catastrophes, (2) the shock caused by the rise in oil prices and the decline in workers
remittances consequent upon the Persian Gulf war, (3) the imposition by the Government of short-
term stabilization measures involving cuts in government spending, imports and consumption (United
Nations, 1993:36-37).

The acceleration of the economic growth of the ASEAN-4 (Indonesia, Malaysia, Singapore and
Thailand) was the result of a swift response to external fluctuations during the 1980s: (1) i.e. the world
economic recession, (2) the appreciation of the Japanese yen, (3) the drop in commodity prices,
particularly in oil prices.

Table 2:  Structure of production: distribution of Gross Domestic Product (%)

Host region/economy | Agriculture Industry Manufacturing Services
1965 | 1989 [ 1965 | 1989 | 1965 | 1989 | 1965 [ 1989
East Asia
Japan 10 3 44 41 34 30 46 56
China 44 32 39 48 31 34 17 20
ASEAN-5 (29.00) |(15.50) [(22.60) | (36.25) | (13.20) |(21.50) | (49.00) [(48.00)
Indonesia 56 23 13 37 8 17 31 39
Malaysia 28 - 25 - 9 - 49 -
Philippines 26 24 28 33 20 22 46 43
Thailand 32 15 23 38 14 21 45 47
Singapore 3 0 24 37 15 26 74 63
NIE's (20.00) | (5.00) [(32.50)|(36.00) |(21.00) [(23.50) |(47.50) [(59.00)
Hongkong 2 0 40 28 24 21 58 72
Korea, Republic Of 38 10 25 44 18 26 37 46
Taiwan, Prov. of China - - - - - - - -
North America (7.67)| (5.50)|(35.00)[(30.50)|(24.67) |(17.67) |(57.33) |(64.00)
United States 3 2 38 29 28 17 59 69
Canada 6 - 40 - 26 13 54 -
Mexico 14 9 27 32 20 23 59 59
EC-12 (9.00) | (5.64)|(40.40) [(28.45)|(28.60) |(19.60) |(50.20) |(66.09)
France - 3 - 29 - 21 - 67
United Kingdom 3 2 46 37 34 20 51 62
Italy - 4 - 34 - 22 - 63
Germany 4 2 53 37 40 32 43 62
Belgium 5 2 41 31 30 22 53 67
Netherlands - 4 - 31 - 20 - 65
Spain - 5 - 9 - 18 - 86
Portugal - 9 - 37 - - - 54
Denmark 9 4 36 29 23 20 55 67
Greece 24 16 26 29 16 18 49 55
Ireland 11 - 10 - 3 - 79
Luxembourg - - - - - - - -
World 10 - 40 - 30 - 51 -

Notes : The figures in parentheses are the average sector's share of GDP
Source: World Bank, World Development Report 1991

ASEAN-4 reacted to these circumstances with the following policies: (1) a shift in the emphasis of
exports from commodities to manufactured goods, (2) an increase in the efficiency of export-import
flows under the integration between marketing policy for export and trade liberalisation, and (3) an

increase in the domestic savings and foreign direct investment (Pangestu, 1993).



Since these policies anticipated changes in the economic environment, ASEAN's economic structure
as shown in Table 2, has a certain strengthened. To this extent ASEAN could be considered as a
member of the club of industrialising countries. The average share of the agricultural sector in the
GDP of these countries declined from 29% in 1965 to only 12.7% (except Malaysia) in 1989, while the
average share of the industrial sector went up from 22.6% to 36.3% (excluding Malaysia), and
manufacturing (part of industry sector) has risen from 13.2% to 21.5% in the same period.

3. Regional Trade: Trends, Linkages and Composition

3.1 Trends

The period 1980-90 reveals two different phases in the growth of world trade. The first period (1980-
86) is marked by a slowdown in world trade which coincides with the worldwide recession in the wake
of the second oil shock and increasing interest rates. The second period, 1986-90, was marked
however by an expansion in world trade due to adjustments and restructurising policies (Yamazawa,
1991).

Exports and imports by the East Asian countries in both periods are shown in Table 3. Exports rose at
a rate of 1.68% per year in the second period, as compared with 1.51% in the first period, while
imports expanded from 1.1% to 2.07%. While the size of the total trade of the East Asian region in the
1990's is smaller than that of the EC-12, it is proportional with the North America region. The higher
exports and imports for the EC-12 reflect the larger openness of the economy and the deeper level of

economic integration in Europe.

ASEAN and the NIEs experienced a more dynamic trade growth than the North America region and
EC-12. ASEAN's exports and imports growth rate doubled during the two periods under consideration
here. ASEAN's fast moving trade mostly depends on the internal policies and their smooth adjustment

to the external factors.

Indonesia's export growth was sustained by the surge in non-oil exports which were promoted by the
government since 1987 to reduce the country's dependence on exports of oil and natural gas. Since
1985, Indonesia reacts to the external circumstances that adversely affect its trade flows, via a
sequence of adjustments in trade policy. These measures consist of: (1) an across-the-board
reduction in the nominal tariffs implemented in 1985, (2) measures to provide internationally-priced
inputs to the exporters as announced in 1986, (3) a significant reduction in import licensing restrictions
initiated through a series of measures between 1986 and 1988, and (4) steps taken in 1987 to reduce
the anti-export bias of Indonesian trade policy by reducing regulatory restrictions for exporters
(Tjiptoherijanto, 1993:204-207).



Table 3:

Growth of mechandise trade by selected region

Host region/

(Millions of US dollars and percentage share of world total)

Merchandise Trade

Average Annual Growth Rate (%)

economy Exports Imports Export Import

1980 1986 1990 1980 1986 1990 1980-86 | 1986-90 | 1980-86 | 1986-90

East Asia 257216 (13.6)| 418858 (22.1)] 707202| (37.3) 269003 (14.2)] 324255| (17.1) 678904| (35.8) 1.51 1.68 1.10 2.07

Japan 130435| (6.9)] 210718| (11.1) 287678 (15.2) 141284| (7.5)] 127660| (6.7) 253307 (13.4) 1.61 1.38 0.85 1.97

China 18139 31367 69478 19505 43247 58632

ASEAN-6 71483 (3.8) 66756| (3.5) 141019 (7.4) 63752 (3.4) 62094 (3.3) 160592| (8.5) 0.94 2.07 0.97 2.56

Indonesia 21909 14809 25675 10837 10724 21931

Malaysia 12960 13977 29409 10821 10828 29251

Philippines 5787 4807 8171 8295 5211 12993

Thailand 6501 8864 22805 9213 9165 33741

Singapore 19737 22501 52753 24013 25513 60954

Brunei Darussalam 4589 1798 2206 573 653 1722

NIE's 37159 (2.0) 110017 (5.8)] 209027| (11.0) 44462| (2.3) 91254 (4.8) 206373 (10.9) 1.93 1.90 1.42 2.25

Hongkong 19720 35438 82144 22399 35360 82482

Korea, Rep Of 17439 34792 60457 22063 31734 68453

Taiwan, Prov of China - 39787 66426 - 24160 55438

North America 304068| (16.0)] 323118| (17.0)] 554366| (29.2) 338059 (17.8)] 484514| (25.6) 671535 (35.4) 1.03 1.84 1.44 1.42

United States 220781 217292 393106 256959 387075 517020

Canada 67730 89706 131278 62529 85391 120292

Mexico 15557 16120 29982 18571 12048 34223

EC-12 691237 (36.5)] 796500 (42.0)] 1367900| (72.2) 772527 (40.8)] 781400| (41.2)] 1416000| (74.7) 1.15 1.73 1.01 1.83

World 1895500 1989400 3339600 1946400 2064800 3450600

Source: World Bank, World Tables 1992
World Bank, World Development Report 1991
Asian Development Bank, Asian Development Outlook 1991




Malaysia has established one of the most open economies in ASEAN. It relies on lower levels of
protection and free trade zones to promote manufactured exports. Thailand and the Philippines have a
strong legacy of import-substitution industrialisation, though in recent years they have liberalised their
imports and promoted exports of manufactures. In 1980, Thailand embarked on a course of structural
adjustment, combining fiscal retrenchment with vigourous export promotion and achieved considerable
success. The volume of Thailand's exports has risen from US $ 6,501 millions in 1980 to US $ 22,805
millions in 1990. Import liberalisation, however, has progressed more slowly. The Philippines launched
a more ambitious programme of trade liberalisation in the 1980s and a substantial reduction in
guantitative restrictions in the mid-1980s. However, because of serious macroeconomic difficulties,
which were exacerbated by political upheaval, the Philippines's trade reform programme achieved only
modest success (Tjiptoherijanto, 1993:204-207).

Singapore's exports were adversely affected by the slowdown in the markets of North America and
EC-12, as both regions struggled with recession in the beginning of the 1980s. The Gulf crisis
exacerbated this situation even more with its higher energy and transportation costs, though there
were some beneficial effects because of the importance of oil refining in the economy. The exports
and imports in the period 1980-86 rose rather slowly, but shot up close to twice their previous level in
the period 1986-90, because of the relaunching of economic growth in the industrial countries,

especially in the United States and EC-12.

3.2 Linkages

Intraregional exports from East Asia increased their share in world trade to 39% in 1990. This
proportion had dropped in the period 1980-86, because of declining oil prices in 1986. The exports
from East Asian oil exporting countries (such as Indonesia, Malaysia and Brunei Darussalam)
decreased most to Japan and the NIEs. The North American region registered an escalation of its
intraregional exports in 1990 to 41%. Its dependence on outside markets was almost equal to the East
Asian's. On the imports side, the East Asian region sustained a growth rate of 35% in 1980, and 42%
in 1986 and 1990. On the other hand, North America experienced a small decline in its relative share
during 1980-86 from 29.8% to 27.1% to reach 34% in 1990. For EC-12, the intraregional trade
expanded steadily and reached 65.2% and 62.7% respectively for exports and imports in 1990,

illustrating the high integration of the European region (Pangestu, 1993).

ASEAN exports to and imports from selected countries are shown in Tables 4 and 5 and indicate that
East Asian markets have become crucial for ASEAN. With respectively US $ 72,076 million and US $
82,728 million of exports and imports in 1990, Japan has become ASEAN's major trading partner
during 1980-90. Japan took up a larger share of ASEAN’'s global exports in 1980 and 1986 as
compared to the EC-12 and North America. In 1990 the Japanese share was a little lower than North
America's, but higher than for EC-12. ASEAN imports from Japan have risen steadily form 1980 to
1990 as compared to EC-12 and North America.



Table 4: ASEAN-6: export to selected countries, 1980-1986-1990 (millions of US dollars)
| From | ASEAN-6 Total Brunei-Darussalam | Indonesia | Malaysia | Philippines | Singapore Thailand |
To 1980 1986 1990 1980 [ 1986 | 1990 | 1980 | 1986 1990 [ 1980 | 1986 1990 1980 | 1986 | 1990 | 1980 1986 | 1990 [ 1980 [ 1986 | 1990
East Asia 37774.3) 34879.5| 72076.5| 3838.6( 1669.8| 1811.2| 13999.0| 9315.0] 17102.0| 6407.0 8126.0 16660.0 2360.4| 1753.7] 3037.7| 8890.0| 10471.0] 24775.0[ 2279.3| 3544.0] 8690.6
Japan 20103.9| 15415.8| 26797.1| 3252.9| 1201.9] 1161.6| 10793.0] 6644.0] 10923.0] 2958.0 3527.0 4505.0 1540.0| 851.6| 1622.0| 1560.0|f 1931.0] 4616.0 -| 1260.3] 3969.5
China 512.0f 1249.5 2602.1 - - 4.4 - 139.0 834.0 2.0 163.0 619.0 45.0] 101.0 62.0 307.0 571.0]  799.0 140.0] 2755 283.7
ASEAN-6 13563.4{ 12176.2] 27576.2 584.7 304.7 3785 276.0] 1514.0[ 2515.0] 2923.0 3063.0 8604.0 380.4[ 345.8] 584.7f 5238.0f 5679.0[ 12858.0] 1677.3] 1269.7] 2636.0
Indonesia 2013.2| 1109.2 1855.4 - 0.6 0.2 - - - 34.0 54.0 342.0 107.2 279 60.9 936.0 969.0] 1283.0] 936.0 57.7 169.3
Malaysia 3336.8| 3912.2 7836.8 444 249 11 60.0 82.0 253.0 - - 94.4 97.0| 126.8 2908.0( 3327.0f 6873.0f 230.0] 3813 582.9
Philippines 725.2| 6452 1497.1 51.2 13.2 102.3] 181.0 108.0 161.0] 198.0 247.0 394.0 - - - 273.0 248.0 671.0 22.0 29.0 168.8
Thailand 1318.6| 1477.6 5022.8 188.6] 145.9 156.4 35.0 83.0 188.0] 188.0 361.0 1032.0 63.0 66.7| 156.4 844.0 821.0 349.0 - - -
Singapore 5852.1| 4665.6] 10693.8 300.5( 120.1 1185 2484.0f 1239.0f 1902.0( 248.0 2366.0 6751.0 112.6| 153.6] 239.6 - - -|  475.0] 786.9] 1682.7
Brunei Darussalam 317.5( 366.4 670.3 - - - - 2.0 11.0 23.0 35.0 85.0 3.2 0.6 1.0 2717.0 314.0 541.0 14.3 14.8 32.3
NIE's 3595.0f 6038.0] 15101.1 1.0] 163.2 266.7 446.0] 1018.0f 2830.0] 506.0 1373.0 2932.0 395.0f 455.3] 769.0f 1785.0f 2290.0f 6502.0] 462.0] 738.5] 1801.4
Hongkong 2456.0] 2692.8 6351.3 1.0 0.7 0.4 152.0 345.0 618.0[ 244.0 311.0 934.0 192.0 220.0] 3305 1496.0| 1462.0 3429.0f 371.0 354.1] 1039.4
Korea, Rep. Of 1139.0] 1890.7 4727.2 - 1323 202.1f 294.0 356.0] 1363.0f 262.0 722.0 1359.0 203.0f 112.3] 2295 289.0 3240 1173.0 91.0] 2441 400.6
Taiwan, Prov. of China -| 14545 4022.6 - 30.2 64.2 - 317.0 849.0 - 340.0 639.0 -| 123.0] 209.0 - 504.0] 1900.0 - 1403 361.4
North America 11762.6] 14445.2] 29416.1 394.6] 109.6 85.8] 4046.0) 2969.0] 3540.0] 2189.0 2416.0 5275.0 1675.0] 1781.0f 3244.3] 2571.0] 5441.0| 11708.0] 887.0] 1728.6] 5563.0
United States 11400.2( 13881.0] 27935.7 394.6 109.6 83.9] 4003.0/ 2902.0) 3365.0] 2119.0 2297.0 4986.0 1593.6] 1709.3| 3104.0/ 2424.0|f 5257.0| 112150 866.0| 1606.1f 5181.8
Canada 308.2[ 529.3 1206.3 - - 28.0 60.0 139.0 63.0 111.0 229.0 64.2 68.6] 123.0 132.0 168.0)  415.0 210] 1217 300.3
Mexico 54.2 34.9 274.1 - 19 15.0 7.0 36.0 7.0 8.0 60.0 17.2 3.1 17.3 15.0 16.0 78.0 - 0.8 80.9
EC-12 9374.8] 9150.5( 21510.2 0.9 2.3 263.3| 1433.0] 1838.0 3029.0] 2279.0 2027.0 4395.0 1012.3] 877.0f 1453.0] 2698.0] 2507.0 7601.0] 1951.6| 1899.2[ 4768.9
World 71482.6] 66755.7| 141018.5| 4588.6( 1797.5| 2205.5] 21909.0| 14809.0] 25675.0] 1296.0f 13977.0f 29409.0 5787.0] 4807.0] 8171.0] 19737.0) 22501.0] 52753.0f 6501.0f 8864.2] 22805.0
Source: IMF, Direction of Trade Statistics Yearbook, 1987 and 1991
Table 5: ASEAN-6: import from selected countries, 1980-1986-1990 (millions of US dollars)85
To ASEAN -6 Total Brunei Darussalam Indonesia Malayia Philippines Singapore Thailand
From 1980 1986 1990 1980 1986 1990 1980 1986 1990 1980 1986 1990 1980 1986 1990 1980 1986 1990 1980 1986 1990
East Asia 25054.8] 31394.4| 82727.6] 305.3 390.5 862.0( 5333.0] 5247.0| 10531.0f 4848.0| 5653.0| 16024.0] 2779.9| 2244.9| 5747.6| 9780.0f 13190.0| 30973.0 2008.6] 4669.0] 18590.0
Japan 11982.1{ 13850.1f 37575.0f 135.8 1155 95.0/ 3413.0f 3128.0] 5455.0| 2471.0] 2221.0 7054.0 1651.3 886.6| 2396.0[ 4311.0 5078.0] 12263.0 2421.0| 10312.0
China 1622.5| 24434 4639.5 10.5 12.4 7.5 197.0 337.0 653.0 253.0 282.0 561.0 221.0 121.0] 182.0] 629.0 1430.0] 2095.0 312.0 261.0f 11410
ASEAN-6 9223.5] 9960.6] 23890.2 149.8 232.6 736.6] 1350.0) 1120.0] 1812.0f 1774.0f 2329.0] 5482.0 559.1 522.0{ 1258.6[ 4072.0 4459.0] 10370.0 1318.6] 1298.0f 4231.0
Indonesia 303.5| 3473 796.3 0.5 43 11.7 - - - 81.0 144.0 316.0 187.0 137.0] 199.6 - - - 35.0 62.0 269.0
Malaysia 37325 4088.5 10011.4 234 385 93.4 36.0 50.0 290.0 - - - 162.1 215.0( 288.0[ 3323.0 3400.0] 8257.0 188.0 385.0( 1083.0
Philippines 337.9( 409.3 640.9 2.9 13 0.9 90.0 28.0 55.0 107.0 125.0 156.0 - - - 75.0 184.0] 313.0 63.0 71.0 116.0
Thailand 1119.3| 1288.3 27415 14.3 20.3 355 288.0 72.0 184.0 320.0 429.0 702.0 22.0 30.0| 150.0] 475.0 737.0[ 1670.0 - - -
Singapore 3286.2| 3495.2 9284.1| 108.7 168.2 595.1 936.0 969.0( 1283.0 1265.0 1630.0| 4307.0 1325 127.0 508.0 - - - 844.0 601.0f 2591.0
Brunei Darussalam 444.1f 3320 416.0 - - - - 1.0 - 1.0 1.0 1.0 55.5 13.0f 113.0f 199.0 138.0] 130.0 188.6 179.0 172.0
NIE's 2226.7] 5140.3] 16622.9 9.2 30.0 22.9 373.0 662.0 2611.0 350.0 821.0f 2927.0 348.5 715.3[ 1911.0f 768.0 2223.0] 6245.0 378.0 689.0f 2906.0
Hongkong 1205.2| 1325.8 37845 8.1 8.8 15.5 139.0 94.0 273.0 148.0 224.0 558.0 203.1 259.0[ 577.0[ 494.0 601.0[ 1879.0 213.0 139.0 482.0
Korea, Rep. Of 1021.5| 1388.1 4755.3 11 5.8 53 234.0 159.0 992.0 202.0 245.0 742.0 1454 168.3| 499.0 274.0 592.0[ 1776.0 165.0 218.0 741.0
Taiwan, Prov. of China 0.0[ 2426.4 8083.1 - 15.4 2.1 - 409.0f 1346.0 - 352.0f 1627.0 - 288.0 835.0 - 1030.0] 2590.0 - 332.0f 1683.0
North America 10702.1{ 11113.6] 26988.3 116.7 80.7 154.0 1519.0f 1702.0f 2991.0| 1751.0 2163.0| 5239.0| 2040.4 1782.9| 4344.3] 3532.0 3930.0[ 10214.0 1743.0]  1455.0[ 4046.0
United States 10118.8( 10436.2| 24118.9( 1149 79.9 153.3| 1409.0] 1482.0f 2520.0| 1632.0 2034.0| 4944.0] 1950.9| 1709.3] 3103.6] 3389.0 3819.0] 9801.0 1623.0] 1312.0[ 3597.0
Canada 543.0f 626.3 2660.7 18 0.7 0.7 97.0 214.0 408.0 117.0 127.0 285.0 80.2 68.6] 1229.0] 128.0 103.0] 360.0 119.0 113.0 378.0
Mexico 40.3 51.1 208.7 - 0.1 13.0 6.0 63.0 2.0 2.0 10.0 9.3 5.0 11.7 15.0 8.0 53.0 1.0 30.0 71.0
EC-12 7906.6] 9019.1] 21426.4| 116.1 155.5 533.8] 1470.0] 1838.0] 2594.0 1706.0] 1585.0] 4264.0 887.6 570.6] 1449.6] 2698.0 2971.0] 7816.0 1028.9] 1899.0f 4769.0
World 63751.1] 62092.7] 160230.2| 572.2 653.3] 1722.2| 10837.0f 10724.0] 21931.0] 10821.0f 10828.0|] 29251.0| 8294.9| 5211.0| 12993.0] 24013.0] 25511.0| 60954.0 9213.0] 9165.4] 33379.0

Source: IMF, Direction of Trade Statistics Yearbook, 1987 and 1991
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Intra-ASEAN trade expanded tremendously during the period 1980-1990, yet remains small as
compared to their trade with the global markets. Intra-ASEAN exports reached US $ 13,563 million in
1980 and US $ 27,576 million in 1990. On the imports side, the figures are US $ 9,224 million in 1980
and US $ 23,890 million in 1990. The largest part of intra-ASEAN trade during this period was carried

out by Singapore and Malaysia.

Intra-ASEAN exports as a proportion of total trade barely changed between 1980 and 1990 and
covered around 19%, while intra-ASEAN imports remained around 14.5%. This indicates that during
1980-90, ASEAN trade is heading for markets outside of their own region for approximately 81% for

exports and 86% for imports, especially with Japan, EC-12 and North America.

Contrary to what has generally been expected ASEAN regional economic cooperation generates an
extensive interactive network of governmental and private sector agencies. The crucial framework of
the ASEAN trade cooperation is an agreement on ASEAN PTA (Preferential Trading Arrangements)
that was implemented in 1978. In essence, this agreement is needed to enhance intra-ASEAN trade
cooperation to attract foreign investment and to realise a significant expansion in intra-ASEAN trade

within PTA.? So far there has been little discernible impact on intraregional trade, however.

ASEAN is now preparing to build on its success to maximise the realisation of the region's trade
potential and development by setting up AFTA. ASEAN will establish AFTA by using the CEPT
scheme as the main mechanism within a timeframe of 10 years® beginning on January 1, 1993 with

the ultimate effective tariffs ranging from 0% to 5% (cfr. Singh, 1993).

33 Commodity Composition

The evidence on the commodity composition of trade in the East Asian region is presented in Table 6.
It reveals that exports of manufactured goods recorded a very high growth rate during 1975-89 as
compared to North America and EC-12.

Japan and the NIEs have become the catalyst in the East Asian region. By making major forays into
world markets, these countries provided a stimulus to regional trade. A part of the NIEs role was
based on foreign investment projects and technology transfer from Japan. Japan's foreign investment
played a crucial role in the stimulation of the changes in the industrial structure of the NIEs, particularly
in Korea and Taiwan. The NIEs first entered the textile industry, and then moved into electronics,
machinery, steel, chemicals and even high technology.

The changes in the internal situation and international economic policies during the 1980s, forced
Japan and the NIEs to move certain industrial activities, particularly to ASEAN and China, in order to
maintain their competitive advantages in the world markets. ASEAN anticipated these developments

by the liberalization of their foreign investment regime and their strategy to extend and to diversify their

% For more details, see The ASEAN Secretariat (1990).
8 Originally 15 years and reduced to 10 years at the September 1994 meeting of the Senior Economic Officials in
Chiang Mai (Thailand).
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export markets. ASEAN's manufactured exports have been much boosted by the meaningful role of

foreign direct investment and technology transfers from Japan and the NIEs

Table 6: Commodity composition of export - import by selected region (millions of current
US dollars)
Exports Imports
Host region / 1975 1989 1975 1989
economy Agri-based- | Manufac- | Agri-based- | Manufac- | Agri-based- | Manufac- | Agri-based- | Manufac-
and tures and tures and tures and tures
traditionals traditionals traditionals traditionals

East Asia 14.03 79.79 56.83 | 484.39 314 72.83 125.33 407.91
Japan 2.17 53.58 5.87 | 269.16 21.75 36.10 71.51 135.84
China 1.65 6.04 11.27 41.27 1.33 6.59 11.48 47.66
ASEAN-6 9.25 10.45 34.99 | 87.65 4.11 20.32 19.2 114.06
Indonesia 1.70 5.42 6.06 15.71 0.82 3.94 2.85 13.50
Malaysia 2.74 1.10 11.86 16.55 0.89 2.63 4.87 23.81
Philippines 1.79 0.42 2.81 4.96 0.56 3.18 191 10.94
Thailand 1.24 3.14 5.33 39.27 1.44 6.69 5.66 43.94
Singapore 1.78 0.37 8.93 11.16 0.40 3.88 3.91 21.87
NIE's 0.96 9.72 4.70 | 86.31 4.21 9.82 23.14 110.35
Hongkong 0.13 4.48 0.98 27.75 2.01 4.75 9.11 63.04
Korea, Rep. Of 0.83 5.24 3.72 58.56 2.20 5.07 14.03 47.31
Taiwan, Prov. of China - - - - - - - -
North America 42.33 | 108.05 110.37 | 379.63 23.35 | 113.07 71.73 556.79
United States 28.83 86.27 67.72 | 279.23 17.47 78.43 54.31 438.20
Canada 11.90 20.39 37.79 82.28 4,53 29.42 11.92 101.21
Mexico 1.60 1.39 4.86 18.12 1.35 5.22 5.50 17.38
EC-12 51.53 256.0 175.32 952.7 85.91 | 226.76 227.14 934.36

Source: World Bank, World Tables 1992.

The manufactured exports of ASEAN reached US $ 87.65 billion in 1989 from US $ 10.45 billion in

1975. Most of this expansion was realised by Singapore and Malaysia, however. These countries

taken together have a higher share in the world market than in intraregional ASEAN trade.

Table 7 provides information about the expansion of ASEAN trade according to commodity

composition, to the world and regional markets. As a whole, ASEAN's share in the world markets is

higher than in the regional markets. Approximately 68% intra-ASEAN trade of both manufactures and

agri-based-traditional products are directed to the world market.

Table 7:
lars)

ASEAN - 4
1975 | 1989 | Growth1
Total
ASEAN-4 351.62 1237.34 9.40
World 15355.05 73428.06 11.83
Agri-based and traditionals
ASEAN-4 66.83 487.72 9.89
World 6640.20 24879.91 15.25
Manufactures
ASEAN-4 262.81 652.14 6.71
World 8156.59 39842.51 12.00

Sources: United Nations, Economic and Social Survey of Asia and The Pacific, Part Two, 1992. Table 2.6.

Note : ASEAN-4 (Indonesia, Malaysia, Philippines, and Thailand)

1) Average annual compound growth rate

Commodity composition of Intra-ASEAN export - import (millions of current US dol-
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4, Foreign Direct Investment: Trends and Linkages

4.1 Trends

The foreign direct investment (FDI) flows to various regions of the world have grown rapidly over the
last three decades. The rate of expansion has been particularly rapid since the mid-1980s. The annual
growth rate of FDI outflows and inflows during 1985-90 was 32% and 30%, respectively (United
Nations, 1991). This evolution can be explained by several factors, including: (1) the recovery of the
world economy during the second half of the 1980s, (2) the rapid increase in FDI outflows from Japan
and the NIEs as a result of their currency appreciation, and the adjustment of transnational
corporations in the economies to changing economic forces, (3) the drive to acquire technological
capabilities and attain competitiveness in production and (4) the growing importance of investment by
transnational corporations in the service sector (United Nations, 1993:16). The inward FDI flows to
East Asia are shown in Table 8. It is revealed that within the region, the bulk of FDI flows has been
concentrated in China, the NIEs and ASEAN-6. Among the Big Three which have always been an
important source of FDI, the United States also became an important recipient of FDI (see Table 9).
Japan's outward FDI expanded strongly as compared to their inward flows. Although outward FDI from
the EC-12 increased during the period 1986-90, inward FDI remained more important than outward

flows especially because of outside investors trying to establish a stronghold in the EC-12.

Table 8: FDI Inward flows by selected region and economy, 1980-1990 (million of US dollars
and percentage)

1980-85 1986 1990 Growth 1
Host region / Economy | Annual average 1986-90
East Asia 4781.0 (9.6)] 5660.0 (7.2)| 17217.0 (9.4) 32.0
Japan 325.0 230.0 1760.0
China 718.0 1875.0 3489.0
ASEAN-6 2913.0 (5.8)] 1236.0 (1.6) 7020.0 (3.8) 54.0
Indonesia 227.0 258.0 964.0 39.0
Malaysia 1508.0 489.0 2902.0 56.0
Philippnies 35.0 105.0 249.0 24.0
Thailand 264.0 263.0 2376.0 73.0
Singapore 1330.0 127.0 530.0 43.0
Brunei Darussalam (1.0) (6.0) (1.0)
NIE's 825.0 (1.7)] 2319.0 (3.0) 4948.0 (2.7) 21.0
Hongkong 542.0 1875.0 3489.0
Korea, Rep.of. 98.0 118.0 129.0
Taiwan, Prov.of China 185.0 326.0 1330.0
North America 18453.0] (37.0)] 35296.0] (45.1)] 43133.0] (23.5) 5.0
United States 18742.0 34080.0 37190.0
Canada (289.0) 1217.0 5943.0
EC-12 14690.0] (29.5)] 20013.0] (25.6)] 88871.0| (48.3) 45.0
World 49831.0f (100.0)] 78283.0 (100.0)] 183835.0| (100.0)

Source : World Invesment Report 1992 : Transnational Corporations as Engines of Growth (N.Y.: United Nations
Publications, 1992)
Notes: The figures in parentheses are percentages of the world total for inflows

1) Average Annual Compound Growth rate

Inward FDI from ASEAN expanded strongly during 1986-90, and even surpassed the EC-12. The FDI
into ASEAN grew from US $ 1,236 millions in 1986 to US $ 7,020 in 1990. A substantial part is taken
up by Singapore and Malaysia. According to average annual inflows of FDI to the developing
economies during 1980-90, these countries ranked respectively first and sixth (United Nations,
1992:317).
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Table 9: FDI Outward Flows by selected region (millions of US dollars)

Host/region 1986 1990
Japan 14480 48050
China 450 830
Singapore 181 319
Korea, Rep. of. 110 820
United States 18690 33440
Canada 3863 1041
EC-12 42089 107627

Source : IMF, Balance of Payment Statistics Yearbook, 1991.

The improved investment climate of ASEAN succeeded in attracting FDI in substantial volumes. The
resulting capital formation played a large role in the expansion of ASEAN's global exports at a double
digit level during 1980-90 (see Table 4). Within the region's highly open economies, export-led
production and employment growth was fostered not so much by intra-ASEAN exports, but by export
destined for the extraregional market for which FDI entered into ASEAN.

4.2 Linkages

Japan, the United States and the EC-12 have been the three most important sources of FDI stocks
and flows worldwide. According to one estimate, these three pillars of the Triad economy account for
about four fifths of total outward FDI flows to the East Asian region, especially to Korea, Taiwan,
Singapore and Thailand during 1985-89. The EC-12 continue to be the dominant investor in Central
and Eastern Europe, Africa and a few Asian countries, where its member countries have strong
historical ties. The United States continues to be the dominant investor in most Latin American
countries and in some Asian countries, among which the Philippines. The NIEs continue to dominate
in China and in other Asian countries, such as Malaysia. The number of countries in that cluster may
be expected to increase in view of the fact that Taiwan has become the largest source of FDI in
Indonesia and Viet Nam (for details, see United Nations, 1992:33 and 318-9).

The motivation for Japanese FDI, both in the Asian Pacific region and worldwide, has shifted over
time, causing changes in both geographic and industrial patterns. In the 1950s and early 1960s the
Japanese Government was opposed to foreign investment, except to secure reliable flows of raw
materials. As the economy became more mature, Japan's comparative advantage shifted towards
more capital- and technology-intensive goods. Rising domestic wages and scarce land drove
Japanese manufacturers abroad to establish production units for labour intensive products, largely for
sale in the home countries (Sekiguchi and Krause, 1990). The upward movement of the yen and the
fear of rising protectionism in the United Sates and EC-12 during the 1980s, accelerated this process

further, especially in Asia (Takeuchi, 1989:26).

The motivation of FDI from the NIEs does not differ markedly from the developed country investors's.
NIEs also face rising wages and appreciating currencies, meaning that producers of labour-intensive

products move to less developed countries to remain competitive (Guisinger, 1991:36).

For the individual countries, Japan's FDI is higher than that of the United States in all ASEAN-6 except

in the Philippines. Only in Malaysia is neither Japan nor the United States the single largest investor,
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as both are surpassed by Singapore (Park, 1992:48). In most ASEAN countries, FDI flows have
shifted among industries over the 1980s. Over time there has also been a reorientation of FDI from
labour intensive sectors such as textiles and clothing to more sophisticated products such as

machinery, electronics and automotive parts and components.

To improve intraregional investment among the ASEAN countries, three industrial cooperation
schemes were launched within the framework of ASEAN, i.e. the ASEAN Industrial Complementation
Scheme (AIC), the ASEAN Industrial Projects (AIP), and the ASEAN Industrial Joint Ventures (AlJV).
The essence of these schemes is to generate investment and promote specialisation of industrial
production in the region as well as to improve the bases for intraregional trade (for detail, see The
ASEAN Secretariat, 1990). However, these programmes have been moving rather slowly and have
had only limited success. The AIC programme envisaged to promote the intraregional division of
labour. Although progress was made on an agreement on automobile components, this general area
of cooperation has proceeded slowly. Moreover, it has not been helped by Malaysia's decision in 1982
to pursue production of its own car on a purely national basis. The large-scale ASEAN industrial
projects under the AIP have also achieved only limited progress. ASEAN has pursued four of these
large-scale projects. Singapore withdrew from there projects in 1978. The first project is the Indonesia-
Malaysia joint-venture fertiliser production unit which was completed, but another project in Thailand
for a soda-ash plant, and the copper fabrication plant in the Philippines, have not been finished.
Singapore has built a small plant for the manufacturing of the hepatitis B vaccine. While arrangements
for preferential tariffs have been granted to the these plants, it is unlikely that more large-scale ASEAN

industrial projects will be realised in the near future (Frost, 1990:11-2).

Another mode of cooperation, the AlJV, was proposed by the ASEAN Chambers of Commerce and
Industry in 1980. An AIJV project needs to involve investors from at least two ASEAN countries
owning a combined minimum equity capital in order to qualify for a 50% tariff cut within the project
participating ASEAN members. This allowed to introduce more flexibility into ASEAN's industrial
development and trade liberalisation. It was endorsed by the ASEAN Economic Ministers in October
1983, but again relatively little has been achieved since then (Frost, 1990:11-2).

5. Conclusions

The dynamism of the ASEAN region has been inextricably intertwined with the appearance of the
economic rise of East Asia at a time during the early 1980s when the world's economic activity
declined. While the United States and EC-12 experienced a protracted recession, Japan continued its

expansion at a lower rate of growth.

Japan has become the locomotive for the East Asian region as a source of investment, trade and
development aid, especially in the NIEs, China and ASEAN. Japan and the NIEs faced similar
challenges, such as: world economic recession, currency appreciation, increasing wages and
protectionism, resulting in the movement of some industrial sectors to neighbouring countries in order

to maintain competitive advantages.



15

In the face of such challenges, ASEAN countries launched measures of deregulation and restructuring
both at the national and regional level. As a whole, ASEAN countries experienced large inward FDI
flows, especially from Japan and the NIEs, except for the Philippines where most FDI originated from
the United States. These flows have strengthened ASEAN's exports. ASEAN exports however, were
much higher to extraregional than to intraregional markets. Nevertheless, little progress both in trade
and investment was achieved. And yet ASEAN is the most successful subregional cooperation group
in the Asian Pacific region. The Association has been successful in speaking in one voice on major
international trade and economic issues. It presented a joint stand at the Uruguay Round of
multilateral trade negotiations to improve world trade and worked out trade benefits jointly with EC-12,

Japan and other major trading partners.

According to many predictions, ASEAN will keep its dynamism during the 1990s. While ASEAN's
booming economies might be confronted with changing internal and external conditions, like Japan
and the NIEs during 1980s, the New Indochina (Viet Nam, Laos and Cambodia) looks an attractive
destination for future ASEAN investment and trade. With their new free-market economic system,
liberalised foreign investment laws and more open borders, the countries of Indochina more and more
serve as production bases for a host of industries, from garment-making to assembly of the basic

electronics.
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