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ABSTRACT

Thie paper attempts, Ffirst, to make an overview of ths
sconomic dnv:lupmﬂnt of Indonesia, Malaysia, the Philippines, and
Thailand in the postwar period {especially mince the 1860°s) from
both macre snd industry levele and, then, to investigate thair
rrospecte of attaining the statue of HICs (Hewly Industrislizing
Countrieas) in the near future. The latter topic is discussed in
tha light of the concepte of HICe employed by OECD and E. Balassa
arcund 1880. Tables 8 and 7 provide the corresponding dats which

are comparable across countries aver time.



Economic Development of ASEAN Countries
gnd Thalr Prospecits towards NICs

by
Miteuo Ezaki

1. Iniraduciion

The purpoass of thia paper is to make an overview of the
eoonomic d&vu%?pmﬂnt of Indonesisa, Malavsia, the Philippines, and
Thailand in the postwar period (sapecially since the 15807s) from
both macro apnd industry levels, and to investigete thair
progpacts of attaining the status of NICs (Newly Industrializing
Countriaa) in the near futurs. These four countries are members
of ASEAN (Aescciation of Scuth-East Asian Hations), which was
founded in 1867, and so will be callad "ASEAN4" throughout this
papar.l The term “HICe" is ussd here rather than the term "NIEs
(Rewly Industrializing Economies)” to maintsin consistency with
OBCD [1979, 19883, but "NICs" should be replaced by "NIEs" when
Taiwan and Hong Kong ars referred to.

The¢ auvthor has in mind thﬁ theory of dualistic development
as & mathodology in analyzing the economic -.’;mlnmnt of
ASEAN4.2 In other worda. the sconomic development in each of the
ASEAN4 countries is understoocd as the process in which the center
of gravity in growth shifts from primsry sectore {(agrleulture, in
perticular) to non-primary ones (manufacturing or -industrial
eector, in particular)}. Here, the industrial sector is considered

ae the leading sector for development.® Ite growth leads the



Erowili of thd whole sasconomy but woet be supported by the cor-

FEEpONALNE BXDANBELION 1o exporho Thip ia becauss the industrial
deove lopment regqulrea Iimporta of lndustrial raw materials and
capital goode and, in genearal, axports make the importation

ponsible

—ae exportaticon, ‘which supports growth and development of
thg T g AL ; F. BaCTOoDr 48 wa '-_ ,\_ B O35 o gL} WO L [ Ladahy’ I3ERY Bei o hE
rade aither by the lndustrl EoCt itwell {i.a., exporta of
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manufaotwrad goods) or by the primary pector (1.6l . axports of
primary commodities). The ‘Asian HICe (Eorea, Taiwan, Hong EKong.
and Singgpore), which are poor in natural resources, all pursued
for "the outward-locoking, export-oriented indugtrialiaut{nn from
the beginning. and realized rapid development due to a favorable
expansionary circle of exporte and inveatment, which mu};.bﬂ
schematized sa followa: %exports of menufactured goods ——> imports
of intermeadiate and capltal goods —> investment —-3 pro@yctivity
incrsame —> (import substituticn) --> exporta. 4 Jn the otharp
hand, ASEAH4 countries are rich in natural resources and their
indﬁﬂtri&lizutinn depends mors or lema on the exports of primarcy
commoditisa. Pricas uf’prij&ry dgmood i ien {nulud{?g oil bagen to
decliné stedily from the beginning of the 1880°s. One of the
crucial problems which the four countries in ASEAN are now facing
in their process of Industriallzatiol is, thabnfaru, how to
raducs &nd Iesmen the degree of dependence on prima®™ sxporte, on
the cne hand, and how te realize the expansicnary ocircls of

manufactoring sxporte and investmént, on the other &
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Economic development of ASEAM4 asince the 186078 may bs
cha:gcterizad genarally as follows from the point of wview of
industrialization: "dimport subatitution” for the 18680°a, “import
substitution and export orientation” for the 18970 s, and
‘structural adjustments” for the 15807s. This charecterization of
#ach decads describse just the average path of development or in-
dustrialization of the four countries so that sach of the four,
0% couree. ‘Hmﬂy davinte more or lass from the averags path. For
exampls, the phase of import subetitution in the Philippines
began as early ag in the 1950°s. The phase of import substitution
and/or export orilentation in Indonesia came a decade later than
above. Furtharmore, etructural adjustments are quiﬁu different in
contents betwesn the four countries.

The auvthor has in mind the following key words as the most
important characteristic of each individual economy in analyzing
ite development overtime through dac;ﬂus: "2il” for Indonesails,
“"New Econowmic Pglicy (NEP)" for Malaysia, ‘“crony cepitalism” for
the Philippines, and "stability-orientation” for Thailand. "Oil"
means Indoneaia’s heavy dependence on petrolsum in the past and :
recent sfforts to overcome fit. "HEP" mesana Malaysia s pursult for
equity by bumiputrs policy probably at the cost of efficiency in
the short-run. Crony capitalism” in the Philippines symbolizes
the collapse of mariket mechanism through rent-seeking gﬂtivitiua
during the Mareos perlod. “Stability-crientation” summarizes the
balanced economic management and moderate but steady growth in

Thailand.



in sescfion 2, we will review very briefly the economic
levels, growth performance. atructural changes, and commodity
probleme for the ASEAN4 countrisa based on Tables 1, 2, 3, 4 and
8 ams wall am on Figuras i and 2. In mecticn 3, we will discuss in
soma  deteil the prospects of ASEAN4 to become RICs based mainly

on-tables 9 angd T.

. An Overview cf the Develcpment of ASEAN4d Countrises

Téble ! mummarizes such basic indicators #%as populagion,
aféa, GUP, and moc en for ASBAN4 countries, Japan, and the Unitaed
States ifh a comparsble way. From the upper part of Table 1, we
can'/'see that total economic size of ASEAN4 in terms of GDF ie
only 8% of Japan and 4% of USA, while average income of ASEAN4 in
terme of per capita GDP is only 3% of Jepen or USA. This low
laval of ASEANY aas compared with Japsn or the  United Statss ia
partly due 4o the exchange rate used {n international compariscn.
The middle part of Table 1 shows The rates of deviation bDetween
gxchange? rates and purchaming power parities for ASEAN4, which
indicate a huge undervaluation #f the exchange rate vis—a-vis the
purchasing power parify (i.e., Jfrom B8% for Indonesia to 52& for
Malaysia)Jdi When the comparison s made based on the purchasing
power parity, total GDP of ASEAH4 increasss significantly (almost
3 times) as shown in the lower part offTable 1, exceeding total
GDP of fAsian NICs by 80X (but 5X lees based on thegyaxchange rats
ébnversicon).® Average per capita GDP of ASEAH4, however; 1s

only 12X of USA, . indicating still a lsrge income gap in spite af
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the vwpward revaluation of income by three times Based on the pur-
chasing power parity.?

Table 2 pummearizes averagse growth ratea of GDP and its
components for sach decsde io & comparsable wey betwsan ASEAN4 and
some 8elected countries or groups of countrias., We cen derive
threa major facts for the growth performsnoe of ASEANMd from the
tabiem. Firet, the 1870°s waer the period of high growth while ths
1680°8 (at least until the middis of the decade) the pariasd of
stagnation or of low growth for ASEAN4. Thie'is more or less true
for other countries. Second, all the countries in ASEAN4 in the
1870°s did much bettér than any of other countriss or groupe in
growth parformance. This rapid growth was led by the induetrial
sector, aspecially the manufscturing industry. Third, the perfor-
marce of the four countries diverged in the 1880°a. The Fhilip-
pines waes dropped from the group dus mainly to political turmoile
and dsbt ﬂfiuin. The remaining three sl]l suffered from recession
sxperienced by industrislized countries in the parly B8G e as wall
a8 from stagnation in primaryv commodity prices almost throughout
the decede, but still maintsdned relatively better performance
compared with most of other countries and groups.®

ASEAN4 (except Indonesia) changed their industrialiration
setrategy from “ioport substitution™ to Texport promction” (plus
izmport substitution! around 18703.9 This change tock momentum
through the promulgation of such promotion or regulatibn acte asm
inveatment incentives act, export incentives mct, export procass-

ing <one act and B0 on, in tha pariod from 1867 to 1872 in the
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cape of Malaysla, the Fhillppines and Thailand. Indonsaisa also
introduced similar acte from 19687 to 1570 but mainly for the pur-
posa of import substituticon. In Indoneamia, afncrt promotion began
to be straased only after the sharp decline in oil price of March
183,

im ghown in Tabkle 3, the panufacturing industry inorsassd
itms wshare in GDP mteadlly from 1870 to 1886 (or 1887) in sach of
the ASEAN4A countrise dus to lis rapid growth especially iu the
1970°\. _Fhﬂ shaprs of panufaoctured goods tﬁzTH.ﬁ~H] i rx?n B
glaﬂ ingreased ateadily and rapidly in all of the four countries
(though mostly in the 1880°s in the case of Indouesie). The
Philippines” achievement geems To be a 1little misleading because
of ghe unusualiy high share of SITC 8, most of which conaists of
production by coneignment with a limited amount of net foreign
exchange earnings.3® _ The employment structurs ssems to be &
sroblem in that the share of manufacturing in total tmplﬁymant ia
mtiil vary low compared with the mhere in totel production (GDP),
indicating low absorpti:. capacity of the sector in most cases.

Table 3 indicates alac gthat ASEAN4 atill depends hﬂaril?
on the exportes of, primary C‘T?nmﬂd_ttiqa {SE‘I:‘G 0’ to 4 1&2};11‘d1rm
pracessed focdii) though the Philippines may probably bs vegarded
as an. exception. Furgthermore, ...e shars of sxporte in GDP on the
sxpenditure side is remarkably high in Malsyeia &sd falirly high
in Thailand., =sc that prices of primary commoditisg ara axpectad
to bave had significant sffscis on econcmic growth in the ASEAN4

countrige except for the Philippines. Thie csn be confirmed by
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Fig.1l and Table 4, which shows fairly strong correlations batwesan
GahP | ;ruwth and changoes in primary commodity prices. Halavelia™®
corpalation is steady and strong &= le expected. Though correla-
tion oocefficisntes mean bilstsral relations but net ceusal ones,
we may be fhhe to interpret the results in A causal way from
prioe ohanges to sconomic growth. FPriosry commodity prices are,
in geanerel, an axternal sxogencus factor to sach of the ASEANS
countries. ™

FPrimary commcdity prices are stropgly ocorrslated with
world income or world demand, which is alee an important sxtarnal
exogencus factor to ASEAN4. Taking changes in these two exogencus
factors as externsl shocke on the halﬁnca of payments, Table 5
avaluates quantitaiivulv ths amount of shocks by decomposing 1t
intoe four pelicy responses or adjustmente, through which the
ehocks are abscrbed. «for the four countries of ASEAN4 as well as
for some of the NICs end Japan. Note that real (i.e., relative)
prices of primary commoditiss are replaced by terme of trade
{i.8., export pricas/import prices). HNote aleoc that the analyais
hera covers frem 1873/74 to ,18B2/83 which includes only the
period of oil price hikes, rerulting in = period of axtuénul
bonanza for Indonesia and Halaysis but in & period of negative
sxternal shocks for the Philippines and Theiland. As to the
yolicy responses +o external shocks, Thailand"e response is in
rather striking contrast to that of the Philippines. Ianhailand.
world market pepnetration and import eubstitution played =sig-

nificant roles in abemorbing shocks, and the depandence on exter—



nal borrewing was limited to one half to two-thirde of total
shooia. On the other hand, the Philippine dependence on axtarnal
borrowing Lle B0 to 100X. The Thal behavior loocka somewhat like
the beahevior of FKoresa or Talwan, where the nd&untmﬂntﬂ by world
market penetration and import substitution are guite mignificant

and largs.l=

oo Broapscte of ASEAMY townvds NICa

- g i I LT T T .

-

Is it poseible for ASEAN4 (i.e., In@unuﬂiu, Malaysia, the
Philippines, and Thailand)} to bacoms NICa in the near future? Or
are they already membera of tha NICa? In order to anewer this
quastion, we must discuss firat what HICs really mean or what is
the ﬂufinitiﬂnlﬂf HICs. The term "NICa" appeared first in OECD
[1878], in which ten middle-income developing countries were
taken n; samplas for H;Eu. i.e., Eorea, Taiwan, Hong Kong.
Singapore, Brazil, Mexico, Greece, Yugoelavis, Spain, and
Portugal. Analyzing their rapid industrialization in ths 19680°s
and 70°'s ae well as their impacte on DECD countries,i® the report
pointa cut four charactaristios which are common™~te thess ten
countries. (1) They are pursuing for the ocutward-leoking growth
policy (which means to promote growth by exports). (2) They are
increaring the shavea in worid industrial Prﬂdﬁﬂtiﬂn ané axparts.
(3} Domestically, they are increasing the shares of m@nufacturinl

induatry in total production, total exporta and total amnp loymant .
& .
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{(4) They are rapidly reducing the gaps in per capitas ipoome (real
GEE{ vig-a-vie the industrialized countries. These ars the divid-
ing lines drawn by OECD bestween NICe and the other LDCeE. The
lines," of course, are not regarded as constant. Some may go out
from the group. while othars may anter into the group as new
mambara.

fnother definiticn is8 given by Balassa [1881]1, whers he
analyzed quantitatively (as in Table 5) Bow the NICe copad with
tha first oil shock and the world recession duripg the psricd
1974-1978. In the snalysis, he pelected as NICa ths countries
(1) with per capita income higher than 1100 US dollars in 1978,
and (2} with the share of manufacturing industry .1n GDF higher
than 20X -in 1877. Though his terminology is not NICe but NIDCa
(Newly-Industrializing Developing Countries) and his eelection of
countries is different a littls from that of OECD [1978), his
definition above seems worthwhile to be considered here.

2.2, Currant Situsation of ASEAN4

dey indicators for ASEAN4 corresponding to the definitions
of NICs by OHCD and Balames asbove are summarized in Tablea 6 and
7, where consistent compariscns are possibla between four
countries of ASEAN &nd most of the NICe countries in the 1979
OBCD report. Let ue first investigate three kinds of data on per
capita GDP in Table €. The uvpper part of the table shows nominal
par capita GIF in US dollarse jconverted by foreign axchangs rates
of esch year. Malaysia, In pax®icular, should be noted in that

8
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ive per caplta GEF slready exceedad USS 1100 at the tTime of 18975.
Az mentloned in section 2 tha sxchange smats converaion: fs mis-
leading i=n the case of international comperison #ince it does Dot
reflact purchaming power purity correccly. 7T axchangs eata 1B
nul uselful Jor gvartime compariaon, aither, singe E&  changes
iragquently. In fact, the exchange rate ig devalued in most of the
countries that experienced zoro or ninus growth 1o nomiaal par
capite LUF in the flrst half of the 1880 =

the middle part of Table § shows nominal per capilta GDF in
1% {international dollars) converted by purchasing powsr paritiss
of ;esach year. "I%" ls the unit to be used in the multi-country
comparison of purchasing power parities. Ite gonversion rate with
US§  d= one (1.0). It deprociates overtime in cass of world
inflation. .The 1887 data for ASHANMG are sstimated approximataly
for referenca purposes. Correct internastional comparison is poa-
sible at lsast for sach year based on the data in the middle part
of  Tablae 8. In 1878, for example, relativaly low income
countrias among NiCTe werg Hores !whose per capita income ie 22
whaen US is taken as 100), Taiwan (23, and Brazil {(28). Again,
Malaysia (23} attainsd a comparable laval with those occuntries.
Thailand (14}, the Fhilippines (13), and Inﬁnnuéza {8) were far
from Korea and Taiwan. in 18987, Thailand (14) and Indonasia (9)
maintain its pomition wvis-a-wis the United States almoat
unchenged, but the Philippines (10) decreased lte relative posi-
tion aignificantly {dus to the flnanq;al eriais and its aftermath

from 14583 to 18985) and became claper to Indonesia.
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The lowar part of Table 8 shows real per capita GDF in

international dollare (I$) at constant 1880 prices. Based on the
dats, oonsistent compariscnms ars possible both internationally
and overtine. In othar worde, the absclute level of income of
aoms courntey in some year can be compared directly with those of
other countriea in other yeara. PFor example, Xorean per capita
GDP in 1972 was I3 2411 {at constant 1880 prices). Thai per

T
CEPLItE GDF in 1GHT on the other hand, reached the leval aof I%

2012 (at constant 1980 prices), which was more than BOX of the
Rorean level in 1878 mentioned above. In the case of Malaysia,
ite per cepita GDP in 1587 (I$ 3507) was almo=t egual to that of
Taeiwan in 1985 (I$ 3581) and even higher than thoss of Koraa
end Brazil in 1985 (IS 3056 and I$ 3282, respectively). As far as
income level is concerned, therefore, Thailand is atanding just
in front of the sntrance of NICs, while Malaysia is atanding
shoulder to shoulder with some of the NICs. Indonasia and ths
Philippines in 1887 attained almost the s=ams leval ans EKorea @nd
Taiwan in 1870 or about a half of the level of two countries in
1878. it takes 14 yeara (i.e., from 1887 to 2001) for In-
donseia and the Philippines to attain the level of Korea and
Taiwan in 1978, even if their per capita incomes will grow at a
rate as high as 5X steadily.

Lat wus next compare the etructure of productiony employ-
ment and exports between ASEAN4 in recent years and NICe around
1978 (See Table 7). The dividing line betwesn NICe and other LDCs

is whether or not the shere of mahufacturing sector ia total GDP
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axtasda ZO0¥ (according to Balases s dafinition). Tabhla T shows

that 811 of tha ASEAHE sfmeapt Indon=sis passad through this line

-

in 18E& (See Tabls J for Malayelia where the shsre in real terns
&

was 22X 1o 1887). As co the shars of induastplel sectors inocluding

(Log. Qonstruction, and public utilities, 21l 9f the ACGKAN4 at-
i

tilc‘m-d nt least ths leval of Gresce in 1586. A& to the share of
nanufacturing goods in tobtal exportm, all of the ASRKENY sxcept

Indonesln ware in the lavel of Mexioo and Brazil in 1988 or closs
te tha lawsl of Singepors and Taiwan Iln 1877. The prables hera is
the smploymsnt structure. The share of industrial employment is
far smaller in ASHAN4 Chan in NiCe. Though the ump#uymﬂnt data in
Table 7 are only for 1881, the employment structure of ASEAN4 may
bas maid to remain almost unchanged betwesn 1881 and 1888 (or
1887), ._'!-ud.ﬂ.uiﬂ from tha data of Table 3. The only exception is
Malayela, whoee share incressed up to 228 in 1887 but s&till as
low aa the level of Mexico in 1878, lﬁduutrinli;atinn in AEEAN4
clegrly lsgn behind KICs in the aspect of erployment structurs.
This ia ;:ﬁ.];ﬂ::inlly Lmﬁ f@r the labor sheorpption by panuvfacturing
industyry. _

S0  far for a guantitetive lnvestigation of the currsnt
ait.%ti.nn af ASEAN4 in tExlliu .Ef the definition of EIG: piven by
ORCD [1578) end EBalessa [12681]. Thﬂra-ftill remain three points
to m&i&-«;t&lﬁuﬂ in relation with the definitlon of !_iIE-‘u. The
fiq&t pﬂi&t ia‘thn share of manmfacturing induetyry in both world
production and exporta. Lt ia diffiaflt oI misleading to compare

productions internationslly duegto frequent changes in axchange
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ratss, but the comparisen of exports is ssainr bscauss date for
srperts in UE doliars are direotly ovallsble. A rsugh calculaticn
baaéé on Worid Bank's Morld Development Baport confirms that sach
of ASEAN4 countrisa didereased ite share in world menufacturing
viperte rapldly from 1878 to iB86 (though the level is etill very
omall).*+ The second point fe whethsr or not the ASKAN4
couniries ares adopting the outwerd-looking pelicy for growth. Ths
sngwer im gesa, ALl of the ASEAN4 sountries chenged their in-
duntfquLzatiGn strategy from “import substitution® to “export
promotion” srovnd 1870 {or early 1880°s in the cass of
Indonesin) ap mentioned in section 2. Such outward~leoking policy
continued also during the period of structural adjustment in the
1880°s. The third point is the rapld reduction of income gapa
vis-a-vie the industrislizad countries, on which we can sss from
Tabla 2 only for Malsyaia and Theiland that per capita GDP
growth in the firet half of the 15980°s {(1980-88) was a little
higher than that of the industrisl sconomiass {2.1% for Halaysia
and 2.8% for Thailand versus 1.8% for industrial eccnomy). Growth
rates in recent years (1987-88) of the two countries, however,
are remarkably accelarsted as will be diascusased latsr.

The ocoaclusion which can be derived from the discussions
g0 far i= as follows. A3 far as the static guantitative criteria
are ccancerned, it is small wonder thet Malavsia is clsesifiad as
a KIC. When industrialization in esmployment structure progrssses
further., 1t will be more reasonabls to classify Malayeia as a

HIC, but 8 problem mesms to remain uncertain as to whetheor or nak
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Malayaia will reduce 4its income gap rapidiv vis-s-vis the in-
dustrial eccnomias. Thalland is now standing just in Front of +he
enirance o ths group of HiCs. However, induestrialization in
etployment structure Liaga sericusly bshind other aapacts of
industrislizstion. How (o promote labor absorgption in the
mamufacturing industry is tha wost crucial problesm  for Thailanad
towmrde a NIC. Whather Irndonesisa and the Philippines are NICa or
Dot ssums Lo be the topic to be discumced at least 10 VELrS
later. Irdonssia ie& in the on-@oing process of structural adives—
ment towards a less olil-dependent economy, while the Fhilippinas
is @walso - adjusting its sconomic structure towards racovery and
sustained growth away from the esconomy which caused the dabt
crisis and ite aftermath.i6
2.3, Cutlock of Malavsian Econamyls

A - favorable faotor for Halaysian industerializatisn or
economic growth in recent ysara is the fact that direct invest-
mant from forelgn countries. especially from Japan, has been in-
creasing repidly since 1880.17 Approved amdunts of forsign dissct
investment incrsased by 81X in 13588, by 43X in 1987, and by 200%
(3 times} in the first half of 1988 compared with the first half
of 1887. Total amount approved was about 290 millian US dollars
in 1887. Malayeian sconomy iz recovering steadily from the nega-
tive growth in 1885, realizing 5.2% growth in real GDF in 1S87
and “7.4%X in 1888. Major factors for this recovery are, firat, the

expansion of manufacturing exports and, then, the rapid increass
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in foreign capital inflows. An imparnaﬁt characterisatic of for-
Eiﬂﬂ. dirsct investament in Malayeia is ite falrly big impacts on
smployment creation. For exawple, the incresse in smployment from
1881 to 1988 wae mbout E80 thuu:;nd in total, of whick 280
thousand or 40% is sald to be crsated by forsign investmant.
Runulntim;u on investmeant are now beilng alleviatsd progressively
in Malaysla, =0 that foreign capital inflowe will continue at a
rapid pace ™“at leaet for pmeveral vears. JInduatrislization in
suployment, thersfore, will acoslerate further in the Malaysian
soonomy with total employment of only 6 millicn, intensifying the
procesas towards the status of a HIC.

Thers are two unfavorable factors on the developmant of
Malaysian economy. One is the weak point inherent in the economy
dependent cn foreign capital. Ancther ia the future of “NHew
Economic Folicy {(NEP).” Malaysian industrializstion is dspandent
on exports of manufactured goods such as textiles and electronics
which ars produced mainly by joint ventures centering around free
trade zones and bonded areas. Local manufacturing firms in
Malaysia are not so matured even comparsed with thoss in
Thalland, since Halaveia has neither s big population size nor a
long history of industrialization. Production activities of joint
vanture firms generally take the following path: from imports of
raw matsriale to labor intensive eassembly, and then to exports
of mnﬁufhnturud goods. Tharefors, they do not have strong
linkeges with local industriss or firma, and the value added in

Halaysia conaists mainly of wages only. Tt is the key task for
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Malaysis to attain the etatus of KIC in the trus ssnse of the
wordd Lhat the economy will atrengthen the domertic basiam of
wanafacturing industry, relsing the domsstic pavrt of value added
in ths export industry.
indugtrialization in Halayeis was promoted mminly under
whe  govarnment initiative iz favor of the bumipitra Malsysians.
“hip 18 2o galled "Hew Economic PFPolioy (NEP)." Discussions on
poat—~HEF have been actively mades since 1887. The mresent NEF,
tartec in 1371 with the vear 1550 as target., aimed at
{1} eradicating poverty, (2] attaining 30% of capitel faor
Samizaiira, 40X for other Malaysians, and 30X for foreigners, and
(3} raallocating employment in proportion to the ethnic
composition. In other words, the eguity between sethnic groupe has
been puresued for under government interventions probably at the
cost of losing mowe efficiency at leamt in ths short-run. Post-
HEF is wsald to continue the bumiputra paliay, Fromoting growth
and industrislization mainly through foreign direct investment.
How to makes both eguity and efficlency compatioise and how te
domesticate industriaslization seem to be the moet important tar-

gets in the long run.1®

Froblem {or originality in a senmse) of Thal industrializa-
tion liea in the fact that the smploymant share of manufscturing
industry did not accompany the producticn share of that industry.

Tg other words., the manufacturing industry which produces more
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than 20% of GBP emrloys lese than 10¥ of total laboar. while the
agricultural sscter which employs almost 70X of +total labor
produces only lese than 20% of GOF. waip lopiicws very low Ievael
of productivity or income in tha agricultural sector relative to

othar asctgrs. Or this may be interproted as the dogrea of

sacrifice which ths agricultursl secior offered for the saks of

other pectors by malntalning a vast amoun: &F undaremploved labor
-, & A -

in tha rural area. In Thailand, +the problem of income distribu-—

tion ham been one of the most important issue to be rasalved
since the third five-roar economic plen (1872-768), and the
governmant actively implamented various policy measures cuch as
promotion of rural industries, regicnal disparsion of industrial
location, assistsnce to emall scale industries and mo on in order
to reduce inceoms gape betwesn rural and urban areas and also be-
tween reglons. The main purpose of tﬁaaﬂ policy measures may be
said to promote the abeorption of survlus ar low—inscme labors in
agriculture by ths ron-agricultural sectors, especially by the
manuvfacturing indussry.

. This problem is related with 2 new sroposal made in  the
aixth economic plan (1987-91): HATC (Mewly Agro-Industrializing
Country). It means an sxport-orisrted ﬁﬁuntr? centering arcund
agricultures, fishery and Ilvestock, and their processing (i.e.,
agro-industry). Thailand succeedad in diversifyving agricultural
Producte for exporta, and is now & mefor facd-exporting country.
HAIC im the atrategy aicng this line but sseks pore valus addad

by further industrislization in exports. This strategy seams to



he suitable for the Thai economy which maintaina still a huge
rural population, reflscting the Thal charscter of balanced
economic management aiming at saslow but steady progress. The
strategy towarda NAIC, however, ies regarded as transitional and
partial, eince agro-industries have only weak linkages with other
industrias and *hair impacta on teachnelogy accumalation are rels-
tively small. The government of Thailand aims at becoming a NIC
in the long run, and the machinery industry i2 also amphasized as
a strategic-one in the eixth sconcmic plan.

The Thai economy heas been growing esteadily esince the
trough in 1986. Its growth rate in GDP was 7.1X in 1987 and 10.5%
in 1988. This rapid sxpansion cf the Thai economy was led mainly
by exports and the export saxpansion ies caused by rapid incroasea
in foreign direct investment as in the case of Melayslan economy
(or more than that). Applied amounts of forelgn investment in
Thailend increased by 87X in 1888, by 380% (l.e., 4.8 timee) in
1987, and by 200% (i.s...3 timec) in the first half of 1588 rela-
tive to the first half of 1987. Total smmount of apnlisd foreign
investment (incorporating also local capital) wee 6.5 billion US
dollera in 1887. Among foreign investors, Jepan was dominant in
valus, but Taiwan attained the highest growth in Earma of numbar.
In the case of Japanese investmeant, its destination covered a
wide range of industries such as #slectric. apgliances,
elsctronics, transportation squipments, metal produsts, textiles,
agricultural and fishery producte, and sc on. Furthermore, 3/4 of

its applied applications were axport-oriented ones with - export
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ratics ranging from 80X to 100X%. In the cass of Taiwanase
investment, it concentratsd on labor intensive, export-oriented,
1iﬂht;iﬂduntr Froducts euch as sporta goods, shoes, bags, eto.,
in which Taiwan has lost its internatiocnal compatitiveness. It
mist be noted that those foreign direct investments aAre now
shifting thelr locations from Bangkok to remate prefectures inm
accordance with the changing investment incentives, by which the
Thai government atbtempte to avoid axcassive concantration in
Bangkok - srea and to rsalize balanced development . betwsen
regionm. 20

Hanufacturing industry surpassed agricultural sector in
terms of production in 1984 and in terms of axports in 10B5. A=
te the structure of employment, agricultural labor meintainad its
share conetantly around the level of 70% until 1884, but the
ﬂurﬁbﬂmtﬂd&nﬂmfmlﬂﬂﬁmdiualitthmr B0% now.
Foreign invastmant boom in recent ¥ears will surely acoalerate
this declining tandency. The Thal sconomy seems to bs dashing
towards the entrance of NiCs with dynamism, having massed through
the so to spaak “turning point® in  the theory of dualistic
deavalopment .21
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FOOTROTES

1. The btwo remaining ssnber countries of ASEAN, i.s8., Singapors
and Brunel, are not allowed for here, becsuse the former alrsady
balongs tn the group of NiCe and tha latter. which joined ASEAN
in 19064, ie& & vary small country with thes population of only 230

thovpand {(but with the incoms more than ;} 000 U8 dollars dus ©o
cil ]

2. Boe Lewis [i854]), Jorgenacn [1981], Fel and Ranis [18584], etc.
for tha “heory of dualistic development. S&See Yeasube [1980, Th.5]
snd Watanabe [1588] for the dualistic analymsas of Jepaneas and
Aslan development, respsctively.

3. “f*“" [1888]), for sxample. emphaesires sarvics-lad growth, but
whe PoE Ibility thet the sarvice ssctor bacoman & dynamic ongln
for dovelopment ssems to be small sinca most of ite products are
non~-tradables and its technologioal dynamiem is not so strong &8
in the industrial ssctor. Ses Yoshihara (1885 Ch.5] for the im—
portanca of tachnology and trade in economic development.

4. See Watanabe [188S%, CTh.4] for the details of this wmechanism.

5. Ichimura [18887 classifies Asian economic development into
five types: {1) rescurce-poor KRiCe, (2) ressurce-rich ASEAN4, (3)
agrioultural South Asia, (4] gigantic China and India, and (5}
sooclalist countries, proposing differsnt development strategias
for different typem of sconomies. The analysis of this paper is
gaimilar to ths gtrategy proposad for the resourca-rich ASEAN4G.

6. Data for Asian NICs are cbtained also from the PC diskettes of
Sumners and Hemton [189883.

7. The ineuma disparity between countries of thl - wmay not be
surprieing 1f we coneider the domeatic income diuparity batwaan
poor and rich boussholds. Average incoms of the top quintils is,
approximately, four timea of that of the ttom guintile in
Japan, eight timss in the United States, wmore than ten timee in
Thailand and the Philippines (Bee Limskul and lkemoto [IEBEJ and
Habito [18881). )

8. Countriss with sverage annual growth rate of GDP exceeding 5X
for 1880-8B68 arse only eight 1in pumber such as Chinas (10.5X),
Pakiatan (E.7%)., Korea (B.2%}, Hong Hong (8.0%), Singapors
{Emﬂri ate,

-

9. See, for example, Yemazawa and Hirata [1987] for the details.

10. Such production process ig limited alsco in the linksges with
othar domestic industries and the extent of technology transier.
Malaysia faces more or less the same problsm.

-

20




il. Hote that exports of tin or coppsr ores and concentrates are
classifisd as SITC 28 but thoee of their producte =aa SITC B8,
Momt -of SITC @8 in ASEANY may be regarded as primary commodity
exporta. '

1Z. Buch adjustmente are large snough Lo reduce extsrnal debts opr
to increasa external assete. The decomposition anelysie for the
13807 e sesms to be qulte Interesting and important agpacially for
Indoneaie and Malayeia, which faced severe external shocks caused
oy drastlc declinsa in oll and other primary commocdity prices.

I3. Ths CECD report of 1879 analyzes the davelopment of HICs from
tha point of view of the challenge and menace to CECD countriss
in production and employment. The report, howsvar, rsachos & con-
rinsion that OFTD gained more than loat dus to positive affescts
of interdopandencs. On the other hand, an interssting peint in
e recent report (OECD ([19881) le the analysis basad on the
toeorins of dynamic comparative advantage and product cycls that
the ohallenge of NICe is caused partiy by OECD itself through
direct foreign investment.

14. The following approximats shares sre obtained by combining
the deta of 1580 and 1988 issues of World Desvelonment Eesport:

Total Exporta Menufacturing Exportas

{1878) {1586 {1578) {1988)
Indonesia 1.07%% Q.78%x 0.03% 0.24%
Halaysia 0.85 0.73 g.18 G.a7
Philippines 0.30 0.25 0.12 0.21
Thailand a.36 .48 0.11 O.2T

15. For the analysis of Indoneslan economy, =ee Bullatin of In-
dopas=isn Ecopomis Studiss ( "Survey of Recent Devalomment=,” aach
issue), Ichimurs ([1888], JETRO (1988], Temarewrs snd Hirata
[1987], etc. TFor the analysis of Philippine sconomy, see De Dice
{19841, Montes and FKoike [19881, Montes and Sakail {18858], Habito
£12691, JETRO [1288]. Yamazawa and Hirata {19871, and so on.

16. For the analysis of Malaysian sconomy, see Horii and Hagiwara
£1585), Ehor Kok Pen [1587], Kemal Salih [1688], Yamareswa and
Hirata [1987], Igusa [1888), MITI [1888], JETRO [1888]. stc.

17. Bumerical dats below are obtained mainly from JETRD [1989].

18. According to Balakrishnan [1883]), ethnic probleme or athnio
elements in HEP are exaggerzted in comnection with the political
atablility in Malayeia.

18, For the anslyasie of Thal sconcmy, see W. Warin sand Y. Ikemoto
(18883, 7TDRI {1588], Harsda (19881, Sunehiroc and Yasudas [18871,
famazowe and Hirata [15871, MITI [1988], JETRO [1888], Punyvarake
Ninsahanda [1988], and soc on.
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20. Humerical data above sre obteined mainly from JETRO [1888].

51. Warr and , Bandid {18871 reviews eighty articles by the Thal
authors on tha Thai sconomy which were made public up tc the year
19BE. A consensas view among those Thai economists (until 1888)
gaans o have been "Thailan ig definitely nelither B HIC nor a
near NIC.™

e
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Table §_ Porrelation Cogfficients betwean Growth Patez of GOF
and Katss of Changes in Primary Comsedity Prigex
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1875-40 d.441 0.5%8 {3} logs 176
1581-B7 §.55%4 0.55% {4) rals oil . 1B3
{3) petrsleus .233
Philizpipes
16 1~-87 1 g.1i4 .06 {1} coconut sil 221
) {2} copper L2098
194i-7¢0 0. 443 g.475 {3) logs 3B
1971-84 -0, 058 -(.0329 {4} sugar L3861
1E81-87 =0, g I =i, 05 . {5} copra 73
Thailand
LG5 =47 o 287 3,325 (1) rice _353
{2) tapioca =
1361~70 §.GE 3.5 (%) rubber 2
1871-840 . 121 b, 156 ji} tinm i
1981-87 §.848 6852 {5} mzize 23T

—_— R R R SR e e e e —— S TS R W M TR SR TE R . e, . R B R S e S S SmE TR P

#otes: "Wosinal® price index for primary cossodifies in each cowntry is
the weighted aversge of nrice incexaes (in [MF's jﬁ;;[ngilﬂnﬂl‘flﬂﬂﬂnlgl
2infiztics} of five major éxvorl comandiiies selected as representative
In sach country. Weights for agpgregailion shown abeve &ré averages of
export shares ip 19785 and 1886. "Peal® price intsy is derived by deflat-
ing nominal index by sanufaciering unit valaue index of Horld Bank [198&,
Table B]. Data for COP growth rates and ezpsrt shares in each country
are obtained from ADE' Kay indicalors (varicus issues). Data for fapioca
agf Thailand are not avzilablie. sp that 1ts weight iz set to he zerg.
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fabkle 5. Exiermal Shogks and Pelley Sespozsen

4
Malazca of Farsenis Eflecis Palbey Reapomsas a1 Mjusiments
Terma af Exparl Totsl Tocrease Ispert Fadactian Aedded
trade voluse aktarne) {2 sapart subeti- in imporis prlerea)
affncis affecin shocks rarkot tutian throagh lewer fimznpge
share 0T grovib
Ipdanesia
A 1874-87 A3.8 18.4 140.%. [ 23.8] 2.3 ok £.5 ~18L.7
(B} 19T4-83 115.% -13. 8 {o0.¢ [ 13.2] 7.6 0.0 1.0 =101.4
Balavsia
[hd 1¥T4-A3 1.8 pa.d i 38,8 -2h.4 .3 ~118.4
Philipptnes
(i) 15874-6} oF | -il.9 o g [-14.5] 17.5 k3 -7 .6 82.3
LBY 1374-83 =7h. T 313 P62, 0 f-1R.R) .8 3.2 0.4 83,1
Thailand
E (h) 187482 ~f,] -0.4 el 0 [-15,2) .5 b6 1.5 E3.4
{B) 1974-83 =134 ~18.5 iod. ¢ {-12.0} 16,1 16.1 1.4 85,4
Sinfrpare
(k) 13740} =58.1 =1.9 legd.a [-446.3] .0 -51.8 17.% BT, 2
Koroa g
Ch) 1974-82 =ga. 1 -15.8 199.@ (-13.73] if4.5 ilel 4.6 .2
(B 1074-83 74,9 -26.0 Lo, 8 [ -6.4] E8.0 iiB. 0 =31, g2.0
{C) 1973-81 2480 =11.8 1ed.e | .1 fa . e 11.6 ~18.8
Taluan
(R 1RT4-02 ~43.4 -5§.2 b [-24.0) in.8 14,3 E3.4 8.
(B F374=01 =4}.1 58.0 fod.e | <B.5) 0.0 5.0 1306 ~T8. 6
Brazil = 'y
(Bl 187453 -B1. 0 =150 168.6 { =2.7] 15.0 ET. 8 -148.0 21.4
J'I!H:'um
(B) 1974-83 ~in 0 =370 100,86 f ~1.9) 18,49 <180.9 HR 205.9
lapan
M CF 1573-83 =074 ~13.8 loe.e | ..] 8, & il.4 L <g4.0

Hedogr Ses Balassz (19800 far wmeihedalogy or the decempssition formala. Besujis (#) wre darived {ras Keys, Kim
ind Jiweg [1884); wihle (B) fres Terlges (1936} ind (C) From F. Mumxsais [1985]

RSN 2[[mmss=————————mm



: w :--'- ok ¥ m .1':1.

Cemparinss by ER e - (Browtk rates, X)
(raches, B | T ] B MY Leve-de 1ebo-sb
- = #'-_.\,_—:- —————— ——

" 9.8
. me 2
b 153 -n4
T 4.3 T
Slngapare L s 0 S
flitea EE 1287 1831 b 1L .1 5.4
Tafeay Jd4 1528 1387 ieid 15.4 E.l
Brazil {3f g 2858 ik I1E.3 o
Aexlca T Lefd i it L] b i 5.0 o
Grascy - 1730 15 474 3387 .8  -4.2
spalm igsd HEe GET $324 13.5 5.4
Conperigon by FPP EiF IB corrent asrices) (Ereuth retes, I
Cpurcdastind ﬂ-ﬂl:&. 1870 1eve a8 1985 1957 P37 5-88 H] -
Pdnfineig 318 53 109% LEES 1T g b
, g (USepgel 08 { &) { % (e}, {4
Halayule 105 1184 iz 058 £ L. B4
{Us=1gm (153 (21} [27) {282 (243 .
Philippines 572 idg IS5l 1Tis 1341 n.5 F o |
{35« 100} {1z) 13) (11} €11 (18}
Thes fend EE 1 4.2 FEt =t 1.3 £.4
{L2-100) {1t (143} {13} (1) L}
Sinedpore 1857 4312 3417 11153 4.1 4.8
{U5=106) (32} 45} (51} {78}
Eoras 1.7 I6TE 20E3 T 4.5 4.8
USa106; (i3} (22 {28 {213
Talvan T oo r ] FL 7k 4422 4.3 8.6
{HS=156} C18) (23} {263 {28}
Breall L 244 1% . 9T 4.3 2.5
{U==3003 (el 255 {293 {25)
Eexica 1517 i it ] Chat 11.1 1.8
(Hs=100) (21} f371 TEAY 203
Cramea 1 &h 65 {207 L | t1.5 5.4
(BE=fnes I 3 3 (37} £38) (38}
soalm 2261 477 gEit Tavg 6.5 3.1
fUS=184) P47 (503 LY rEny
Comperisen by PPP L1¥ 2% comstapl 188D priceg) ihrowtl rafes, %)
(oarchasing mower) Is7o 1578 1538 1545 izt 1870-8B6  1380-55
Indonesia 643 983 bt 1223 1254 5.5 7.2
Kelaysia B 1525 1T 3112 3418 1507 T4 1.8
Peilippines [T 1488 1551 361 1383 28 -i.%
Thaifand 1363 1589 1684 1309 2@z .48 2.3
Sibgapura il 1988 E8LT J834 : T2 1% %
Horas 1188 411 Zigg Sarg | 5.2
Teinarn 1514 535 i a5g1 .8 §.2
Brezil 74z 03 3158 A28z B.% =i 4
Magiva 1083 e 4333 1L 18 ~:.7
Orscer . 1852 4zER 41323 d4K2 4.9 L |
spain 4379 HE5Y Biis Baay 3.4 1

-——-———r---l—-n——--r—--.-r-—-—-n-—--_-_—.--.-._._,_._...__..-__-._--_...-.-._-._.—-n—-n-

Retaz: If (intersatiomal doflar) &80 theoretica! coacept o be ssed i= the suiti-coentey
Coaparizal af purchasizg posiar parliy (PPP). Itz comversion rate wids 0SS is ane (1.9,
FPF-related daty are derived from Suesers apd Hestos E:5887 . Dats fer [odenesia are mxira-
polatad by weing GOF deflator: based on (he 1o} PPp cerpiled by GRCEC [1848]. Dats fer
“ib2r RSEAM cogntries ie 1987 ate extrupalaied ristlariy hezed an the [S8Y PPPs.
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Table 7. Comparison of Produciions znd Export Structures:
ASEAN4 versus NICs f

()
Sharas of Sharas of Shares of
panufaciuring industry industry
in tolal iz fetal ia total
preducticn {GBP) productisn (GOF) expicyment
1978 1986 1578 1985 1478 1581
Indanesia q 4 33 3t 1i 1z
Ezlaysia 17 14+ 32 35t H 18
Philippinus 25 25 25 - Fre 16 1T
Thailand 13 Ll ) 390 | g
Singapore 26 27 35 3B 38 3%
Korea 24 30 36 &7 7 29
Iziyan 2B s i8 i a7 s
Brazil 28 28 37 39 22 24
Hexipo 28 26 37 - 25 ZE
Craece 19 18 31 29 28 8
Spain 30 T 4] i 43 48
Sharas of 3 Sharss of Shares of
sapufacturing textiles and pachinery and
geads in clatins transpert
total exporis BguipEent
1877 1486 1971 1955 1377 1336
Indonesia Z 22 ¥ 4 1 3
Halavsia 17 38 z i 7 T
Philippinmes 25 61 5 T ~ 2 ]
Thailand 19 §2 a 15 Z §
Singapare 44 &8 5 5 24 38
Kores 5 1 32 s 17 33
Taivan 44 o 23 s -~ 3 5
Brazii 25 il 4 3 il 15
Mexico 29 34 q z B 18
Creece S0 51 18 9 g 3
Spain 71 73 & 4 Zb 31

Hotes: Wumerical figure with * on MalayEdan COF is for 1884. Data for

19286 are derived from the 1585 issue of World Bamk's ¥orld Develpomept

Bepart, while those for 1977 or 19728 fros the 1920 issme, and ikoca for
1881 on labor from the 3585 isses.
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Fig. 1. Rates of Growth !% GDF (X)) versus Rates of Changes iﬁ_?rimar;_cunneﬁiry Feices (10%)
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