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International Trade
and Transport
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This article analyses three aspects of the economic relations
between South-east Asja and Latin America: i) the true extent of
the heédway made by four newly industrializing Asian
economies (NIEs) (the Republic of Korea, Hong Kong, Taiwan
and Singapore) and four ASEAN countries (Indonesia, the
Philippines, Malaysia and Thailand) in the new Asian economic
order; i) their economic relations ~particelarly those of the
Republic of Korea and Taiwan- with Latin America; and iii) the
implications of the Pacific Basin’s new economic profile in
terms ‘of the effor_t‘lo change production patterns with social
equity in Latin America. The means by which the ASEAN
countiies and China have achieved theit rapid pace of economic
growth are also examined; to this end, the basic characteristics
of the “catching-up” process, of the realignment of
technological systems and of “the globatization of the
Aslan-Pacific region are analysed. The argument Is then put
forward that in order for Latin America to change its production

patterns, it will have to incorporate the new elements of

techaical/industrial ~ realignment being used by the:

Japanese/NIEJASEAN/Chinese economic centres; the author also
contends that Latin America’s dynamic re-incorporation into the
new world economic order in the 1990s will increasingly come
to depend on the degree of horizontal integration of production
it achieves within the context of the “catching-up” ‘proc'ess
currently under way in Asia and the Pacific. The author
concludes that regional and hemispheric integration within the
framework of the Enterprise for the Americas will not conflict
with Latin America's integration with the Asian-Pacific

‘countties; on the contraty, it will contribute to a broader

integration of the Pacific Basin, just as the open-ended
regionalization of South-east Asia is not leading to the
formation of an Asian economic bloc but instead represents a
regional stage along the path to globalization.
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Introduction.

There are three ways of approaching the subject
of the simultaneous globalization and regionalization

processes now taking place in the world economy.
The first is to study the dynamics of economic
relations among all three of the traditional geographic
economic centres -the United States, the European
Economic Community (EEC) and Japan— in order to
determine what the main trends and most significant

variables are. The second is to examine each of
these centres separately, analysing the underlying

phenomena within each of these economies as a
means of understanding their internal dynamics.
And the third is to analyse how the current pro-

cesses differ from the operational patterns of the

preceding economic system by, for example, making
a distinction (within the overall internationalization
process of the posiwar period) between the glo-
balization process now under way, which gathered
steam in the second half of the 1980s, and the
transnationalization process that marked the three
preceding decades.

None of these three approaches affords a true
picture of world economic events, however, because
in each case their tools of analysis. take into
consideration only the three main traditional ac-
tors in the sphere of international trade (United States,
BEC, Japan), thus overlooking a fourth actor that
has burst upon the scene. During the 1980s the
world witnessed the emergence in Asia of anew
wellspring of growth composed of the newly indus-
trializing economies (NIEs) of Asia and the “Asso-
ciation of South-East Asian. Nations (ASEAN). The
former group includes Hong Kong, the Republic of
Korea, Singapore and Taiwan, while the latter in-
cludes the Philippines, Indonesia, Malaysia and
Thailand. !

Thus, until the start of the 19803 the world’s

‘market economy system could accurately be de-

scribed as a triad. Today, however, the two above-
mentioned groups of Asian economies have begun
to play such a crucial role in international econ-
omic relations that any thorough examination of

globalization and- regionalization processes at the
world ‘level must incorporate them into the dis-
cussion,

The objectives of this article are to determine,
first, how we should interpret the emergence of
the Asian NIEs and the ASEAN countries {the most
recent NIEs) within the context of the new world
economic order; second, what factors have con-
tributed to the economic vitality of these groups
within the context of the new Asian economic
order; thlrd what new economic pattcms or
matrices have taken shape in the relations be-
tween thcse groups and the Latin American
countries in'terms of foreign direct investment
(FDI) and the promotion of foreign trade;
and, finally, what conclusions can be drawn
from these analyses as regards economic coopet-
ation between the Asian-Pacific countries (espe-

, cially the NIEs) and Latin America within the new

setting created by the globalization process in the
Pacific Basin.?

! Singapore and Brunei are also permanent members of ASEAN,
For the purposes of -this study, however, Singapore is grouped

., with the Asian NIEs and Brunei is not considered, since its econ-

omy is too small to have any major influence on the performance
of ASEAN.

% For our purposes here, the Asian-Pacific region includes Japan,
the NIEs, the ASEAN countries, China, Australia and New
Zealand, while the Pacific Basin includes the above plus the
United States, Canada and Latin America.
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The Pacific Baéin in the new

world economic order

1. Three international modalities for changing
production patterns: the Asian-Pacific, Euro-
pean-Atlantic and Latin American models

Within the framework of the ongoing globalization
process, a new kind of specialization began to take
shape in the production sector at the world level start-
ing in the second half of the 1980s. In order to gain a
clearer picture of this new global division of labour
and how it is influencing the different international
patterns of technical/industrial development, it will be
helpful to outline the above three modalities of
changing production patterns on the basis of the
changes seen in the corresponding industrial struc-
tures over the past two decades, with special em-
phasis on the period 1985-1992 and the approach
taken by the 1991 UNIDO study. 3

The Asian-Pacific modality, involving changes
—due to an increase in value added- in production
patterns at the three-digit level of the International
Standard Industrial Classification (ISIC) in Japan, the
Asian NIEs and the ASEAN countries, is notable for the
rapid growth of the electrical and non-electrical ma-
chinery, chemical and plastic products industries, and,
in particular, the electronics industry, which is a key
factor in the third industrial revolution, This pattern is
evident in almost all the Asian-Pacific countries, from
Japan to the NIEs and from the ASEAN countries to
China and India (UNIDO, 1992). If we plot this pattern
on a graph, we end up with a shape that looks very
much like a spaceship (see figure 1).

3In the UNIDO study, the value © for changing production
patterns is defined as;

2@ ;D
[Z; ] * [£; (t-1F

where (1) is the share of the total value of the manufacturiag
aggregate in year t that js accounted for by activity . The value
© is interpreted as the angle between two vectors (l 1y and (1),
measured in degrees. Thus, the maximum theoretical value is 90
degrees (see UNIDO, 1991).

Cos B = \/

The second, or European-Atlantic, modality
corresponds to the United States, Canada and Europe;
the changes in these areas’ production patterns are
characterized by the rapid growth of the plastics in-
dustry, followed by chemicals, non-ferrous metals,
and paper and printing. The less intensive develop-
ment of the electronics industry distinguishes this mo-
dality from the Asian-Pacific model (see figure 2).

The third modality of changing production pat-
terns, which corresponds to Latin America, involves a
type of development based on non-ferrous metals and
petroleum and petroleum products; in other words, it
is still based on raw materials. Since the 1980s many
countries in the region have been overhauling their
industrial structures by means of privatizations and
the liberalization of their trade and financial markets,
Since this industrial restructuring is seen primarily in
terms of an intensification of industrialization (of the
type associated with the second industrial revolution),
it would be more accurate to describe this process as
a new modality for changing production patterns
based on the progressive absorption of technological
innovations (chiefly in the ficlds of micro-clectronics,
information sciences, biotechnology and new materi-
als) corresponding to the third industrial revolution.
The main difference between “industrial restructur-
ing” and the “realignment of technical/industrial sys-
tems” is that whereas the former involves a change in
the industrial structure based on the use of the internal
combustion engine and heavy machinery, with petro-
leum prociucts as the main energy source, the latter is
based on intensive use of micro-electronics and takes
advantage of computerized memory storage capa-
bilities to incorporate knowledge as a basic input.

If the transformation of production patterns is
scen as an industrialization process involving the on-
going replacement of technologies having constant
returns to scale with technologies that generate in-
creasing returns (Murphy, Schleifer and Vishny,
1989), then it follows that the realignment of techni-
cal/industrial systems is preferable to industrial re-
structuring.

THE PACIFIC BASIN AND LATIN AMERICA + DAE WON CHOI
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FIGURE |
Japan, newly industrializing Asian economies {Asian NiEs) and
members of the Assoclation of South-east Asian Nations
(ASEAN): changing production patterns, 1975-1992
(Index of value added (1975 = 100), at constant 1980 prices)
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FIGURE 2

United Siates, Europe and Latin America;
changing production patterns, 1975-1992
(Index of value added (1975 = 100), at constant 1980 prices)

372

381

UNITED STATES .

382

EUROPEAN ECONOMIC COMMUNITY (EEC)

372

36~

381
382

384

g=216.0 = 9.45

31
355 321+322
Ny \
353+354 3234324

351+3562

34

9=162.0 =10.02

LATIN AMERICA

a8

a7z as2
38 384
358 3
ass 321+322
N
353+354 323+324

351+ 352

g=260.9 = 13.76

- 33
34

g = Annual GDP growth rate
{1975-1992 average)

8 = Index of changes in production
patterns {1975-1992 average)

ISIC code Industries

31 Food products
321,322 Textiles

323, 324 Hides and skins

33 - Wood and furniture
34 Paper and printing
351, 352 Chemicals

355 - Rubber products

356 Plastic products

36 ~Non-metallic products
371 Iron and steei

372 Non-ferrous metals
381 Metal products

382 Non-glectrical machinery
383 Electrical machinery
384 Transport equipment

Source: Adapted from United Nations Indusirial Development Organization

Vienna, 1991.

(UNIDO), Industry and Development: Global Report,

THE PACIFIC BASIN AND LATIN AMERICA -

DAE WON CHOI




26 CEPAL REVIEW 49 -

APRIL 19923

In view of the foregoing, ¢fforts to change Latin
America’s production patterns in the 1990s will stand
a greater chance of success if the changes are envis-
aged within the framework of an economic globaliza-
tion process in which the third industrial revolution is
playing a leading role. In addition to incorporating the
above-mentioned elements, this “future-oriented” de-
velopment strategy has a geo-economic connotation
which suggests that the linchpin for this realignment
of technical/industrial systems is to be found in the
economic buoyancy of the Asjan-Pacific region.

Since manufacturing has been assigned a central
role in the effort to change production pattems, there
should be a close correlation between GDP growth, the
value added by manufacturing, and employment in
the manufacturing sector. If we draw a comparison
between Latin America, on the one hand, and the
Asian NiEs and ASEAN countries as a group, on the
other, we find that in the 1980s GDP growth fluctuated
around 7%-8% for the Asian group and between 2%
and 4% for Latin America. During that same decade,
the value added by the manufacturing sector in-
creased by between 7% and 14% for the Asian group,
while for Latin America the figures ranged from -1%
10 4%. Meanwhile, the growth rate for employment in
the manufacturing sector fell sharply in Latin Ameri-
ca and ended up with an average of less than 2%,
whereas the Asian countries’ average for the period
1985-1992 was neatly 4%. These figures reflect sharp
differences between the two groups’ development pat-
tens; the pattern of the South-east Asian countries is
primarily based on the value added to manufactures,
which is not the case in Latin America.

In short, these three modalities of changing pro-
duction patterns did not lead to similar rates of econ-
omic growth in the 1980s. Although it is safe 0 assume
that Latin America’s performance was influenced by its
financial crisis, the real problem was that the develop-
ment of the production system stagnated during the
1980s; unless the 1990s bring a turnaround in this
trend, both the region’s economic development and
its chances of establishing a new position for itself in
the sphere of international trade may be at risk.

2. The growth of Intra-Pacific, intra-Asian and
Intra-industry trade

The end of the 1980s marked a profound change in
the international economic order. In addition to the
wave of political and economic reform that engulfed
the former Soviet Union, Eastetn Europe and

Germany, the economic bloc envisioned in Western
Europe’s plans to form a single market (Furope 92)
began to take shape, steps were taken to create a
North American free trade area, and the Enterprise
for the Americas was unveiled. Another significant
event was the emergence of South-east Asia as the
new growth leader. The trend towards the consolida-
tion of the Asian-Pacific region as anew hub of
international trade on a par with that of the Atlantic
heralds the birth of a new technical and economic
centre of production in Asia. In facl, as the end of the
twenticth century approaches, all indications are that,
regardless of the form taken by the new international
economic order, South-east Asia is likely to become
one of its leading players.

The rapid growth of the Asian NIEs’ and ASEAN
countries’ trade has occurred thanks to the internal
technical/industrial realignments carried out by each
of these economies and to a development style based
on increasing linkages between intra-industry trade
and intraregional investment. In other words, the
productive momentum generated by their internal in-
dustrialization drive has sttengthened the economics
of this region through multilateral trade in manufac-
tures and invesiments in the realignment of their tech-
nical/industrial complexes, which have also been
complemented by outward-looking initiatives.

On the new economic map of the Asian-Pacific
region, there are three main focal points: Japan, the
NIES and ASEAN. The economic growth of the ASEAN
nations in recent years has outstripped that of the
NIEs, and its multiplier effect will be felt to an
increasing extent in bordering countries such as
Victnam, Cambodia and Burma (Myanmar). Mean-
while, China is laying the groundwork for an effort to
carry over the model it has set up along its coast into
the inland areas of the country, which holds one-fifth
of the world’s population and has extraordinary econ-
omic potential. Along with China, India too is making
an cffort to join in the “flight of the wild geese”,
headed by Japan and followed by the Asian NIEs and
the ASEAN countties.

‘Thus, the industrialization process appears to fol-
low a linear sequence of different yet mutually com-
plementary stages of technological and industrial
development, all of which seem to be leading in the
same direction (Chen, 1989). For example, the “lead
goose™ is Japan, with its highly knowledge- and tech-
nology-intensive industries; it is followed by the NIEs,
whose indusiries are semi-intensive in knowledge
and technology, and the ASEAN countries have also

THE PACIFIC BASIN AND LATIN AMERICA +
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joined the flock, with their labour-intensive and
semi-technology-intensive industries.

In order to arrive at an understanding of the
movements, cortelations and linkages within and
among these three centres, it is useful to bear in mind
the following phenomena: i) the ascendancy of intra-
Pacific trade over intra-Atlantic trade; ii) the expan-
sion of intraregional trade in the Asian-Pacific region;
and iii} the intensification of intra-industry trade.

The United States’ trade links with the Asian-
Pacific region are growing stronger while its ties with
Europe are, in relative terms, growing weaker. In
the 1970s and 1980s, total United States trade with
Europe grew at an average rate of 12% per year,
while its trade with the Asian-Pacific region expanded
by 18% annually; as a result, total intra-Pacific trade
amounted to over US$300 billion per year, which was
half as much again as the value of intra-Atlantic trade
(US$200 billion).

The increase in Asia’s intraregional trade is evi-
denced by the growing share of total Asian-Pacific
exports accounted for by intraregional trade, which
rose from 34% in 1986 to 45% in 1990 (GATT, 1992).
This marks a departure from the trend of the early
1980s, when North America was the largest market
for Asian-Pacific exports.

The expanding role of intraregional trade in
Asia’s total trade is illustrated even more clearly by
the figures on intraregional imports, which had come
to represent 50% of the total by 1989. Moreover, dur-
ing the second half of the 1980s NIE imports from the
Asian-Pacific region climbed from 61% to 66%.
Intra-NIE imports also rose, from 7% to 14%, while
imports from China jumped from 5% to 11%. It is
also noteworthy that exports of manufactures from the
ASEAN countries to the Asian NIEs increased by a fac-
tor of 70 between the early 1970s and the late 1980s,
while their share of expoits rose from 10% to 20%.

Horizontal intra-industry trade has been a signifi-
cant component of intraregional trade. In terms of
overall trends in exports of manufactutes, Europe’s
and the United States® shares have shrunk while that
of the Asian-Pacific region has burgeoned (Fukasaku,
1992). NIE exports of manufactures increased by a
factor of 35 and those of ASEAN by a factor of 32
between the start of the 1970s and the end of the
1980s. The expansion of imports of manufactures was
greater in the NIEs, which registered a 21-fold in-
crease during the period in question. For example, in
1987 the Asian NIEs imported twice as much as Japan

did (6% versus 3% of world imports of manufactured
products). At the same time, however, the NIES as a
group were the second largest exporter of manufac-
tures (o ASEAN, with their 26% market share being
surpassed only by Japan’s 30%. China was also a net
exporter of manufactures (o the NIEs (Nohara and
Kagami, 1991).

Between 1980 and 1990, the percentage of manu-
factures in total NIE and ASEAN exports and imports
expanded substantially, which underscores their tend-
ency to move towards an intra-industry-based
trade/production pattern. In the case of the Nirs, for
instance, manufactures made up over 90% of theit
total exports in 1990. The figure was much lower for
the ASEAN member countries, but it still averaged
around 50% for that year; in the space of a single
decade, the Philippines, Malaysia and Thailand
doubled the percentage of manufactures in their total
exports, while Indonesia registered almost a tenfold
increase,

The percentage of total imports accounted for by
manufactures also expanded in both groups of coun-
trics, rising on average from about 55% to 70% in the
NIES and from approximately 60% to around 70% of
total imports in the ASEAN countries between 1980
and 1990, ‘

An analysis of the composition of both groups’
exports of manufactures during the 1980s brings to
light various changes: i) human-capital- and technol-
ogy-intensive industries increased their share of such
exports; ii) industries making intensive usc of un-
skilled labour and natural resources saw their share
decline (in Thailand and Malaysia, in particular, the
role of natural resources was significantly reduced);
and iii) the share of manufactured exports accounted
for by natural resource-based industries tended (o
shrink in the Nigs, but these industries still play a
major role in the ASEAN countries, even though their
share also decreased during the period in question.

In terms of the Grubel-Lloyd intra-industry trade
index ¢ for manufactures in the Asian-Pacific region,

4The Grubel-Lloyd index is expressed as follows:

_ ZEE XK + My - | XMy ] . (100)

EEE( Xy + My

gl

where Xm, denotes exports of product ; by country j o country
and Ml.jk represents imports of product ; by country ; from
country .. The greater the extent of intra-industry trade, the

closer I, will be to 1 (Grubel and Lioyd, 1975).
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all the countries exhibited sizeable increases during
the 1980s. Among the Niks, Hong Kong and Singa-
pore registered values of 75% and 72%, respectively,
while the figures for the Republic of Kotrea and
Taiwan were both slightly over 40% in 1989. The
ASEAN countries saw their shares expand consider-
ably, with the shares of the Philippines and Thailand
nearly doubling. The largest increase was recorded by
Malaysia, whose index jumped from slightly over
30% in 1979 to 55% in 1989, putting the country in
third place among all the Asian-Pacific economies.
Table 1 provides an overview of trends in the
Asian-Pacific countries’ intra-industry trade with their
main trading partners for manufactures. As may be
seen from the table, particularly high indexes have
been recorded for the intra-industry trade of the vari-
ous individual NIEs with the NIEs as a group (around
30%-40%), of the Republic of Korea and Taiwan with
Japan, and of the ASEAN countries (especially Malay-
sia, at over 50%) with the United States. The largest
intra-industry traders in the Pacific Basin (including
Japan, the United States and Canada) are the Asian
NIEs, with an (unweighted) average of almost 30%.
They are followed by the United States and Canada,
Europe and Japan are farther back in the ranking,

with shares of 22% and 17%, respectively. China, for
its part, has already garnered a 14% share of the
Asian-Pacific economies’ intra-industry trade.

In summary, strong manufacturing trade links
have been established not only between the Asian
NIEs and Japan, among the NIEs themselves, between
the NIBs and ASEAN, and within ASEAN, but also be-
tween the NIES, ASEAN and the United States, This
suggests that, along with the open-ended regionaliza-
tion of the Asian-Pacific area, we may witness a
stronger trend towards the globalization of trade in
the Pacific Basin, in which the United States would
play a pivotal role. Given the Latin American region’s
strong ties with the United States, this trend could
have an increasing influence on Latin America’s inte-
gration strategy as regards the Pacific Basin.

3. The new International economic order and the
role of the new NIE/ASEAN hub: from a “triad” to
a “quartet”

An examination of the present foreign trade structure,
with its three traditional economic hubs (Japan,
United States and Europe) and its new, fourth, centre
(NIE/ASEAN), reveals that the NIEs are becoming in-

TABLE 1

Asian-Paclific region: index of intra-industry trade In manufactures

between Asian-Pacific economles and their main trading pariners
Asian- Australia United
Pacific Japan and New NIEs® ASEAN"® China States and OECD
econonies Zealand Canada countngs
Hong Kong 219 21.6 42,0 3190 417 245 352 -
Singapore 213 312 432 572 19.2 438 378
Malaysia 222 19.3 46.0 - 435 11.2 533 27.9
Republic of ‘ . .
Korea . 36.0 9.0 329 198 - 247 20.2
Taiwan 318 9.7 29.0 16.3 - 19.6 257
New Zealand 4.8 573 10.4 133 1.7 222 13.9
Thailand 10.6 15.1 321 209 202 323 ‘ 19.6
Japan - 7.2 27.0 114 14.5, 26.7 34.1
Australia 6.7 510 16.2 124 38 18.1 14.1
Philippines 10.6 14.2 15.5 232 9.1 287 13.4
Indonesia 5.8 15 12.9 21.2 19 4.1 4.8
Unweighted
average 17.2 22.1 219 24.6 14.4 271 224

Seurce: K. Fukasaku, Economic Regionalization and Intra-Industry Trade: Pacific-Asian Perspectives, OECD Technical Papcrs, No. 53,
Paris, Organization for Economic Cooperation and Development (OECD), 1992.

@ Newly industrializing Asian economies
® Association of South-East Asian Nations.
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creasingly influential with regard to the dynamism of
the new international economic. order.

This phenomenon is attested to in a study by the
secretariat of the General Agreement on Tariffs and
Trade (GATT, 1992) which found that a radical change
had taken place in the ranking of the top merchandise
exporters during the period 1980-1990. In 1979,
Hong Kong was in 27th place, Taiwan was in 22nd
place, the Republic of Korea in 29th, and Singapore
was the 32nd largest exporter. One decade later, alt of
these economies were in the top 20 (Hong Kong was
in 11th place, Taiwan in 12th, the Republic of Korea
in 13th and Singapore in 18th place); the same trend
was also observed among importers for that period.

Furthermore, the average growth rate recorded for
NIE foreign trade in the period 1986-1989 was above the
average for Asia as a whole (22%, not including Japan)
as well as the world average (14%), since the NIE figures
for that period were over 26% for imports and 23% for
exports. In other words, the rate of increase in NIE
foreign trade during that period was nearly twice as high
as the growth rate of world trade, :

These trends and changes entail a realignment of
traditional trade- links. Until recently, the United
States was unquestionably the largest market for NIE
exports.: Now, however, the Asian-Pacific market
(Japan, the NIEs, ASEAN and China) is becoming in-
creasingly important, and intra-NIE trade has sur-
passed trade between the NiEs and Japan. In fact, with
a growth rate of 36%, intra-NIE trade was the fastest-
growing component of NIE exports between 1986 and

1989, -since the rate of increase of NIE exports to.

Japan was 31%, exports to ASEAN countries rose by
30% and sales to the United States increased by 14%,

Trade relations between the NIEs and ASEAN have
been remarkably buoyant compared with the relations
between these groups and the three traditional centres
of world trade, and this means that we need to make
some changes in the way we have traditionally talked
about the world trade structure, since the incorpora-
tion of another actor into the new international econ-
omic order may .very well alter its future course of
development.

As may be seen in table 2, in 1988 (he total value
of NIE and ASEAN exports to the United States (US$83
billion) was nearly the same as the value of Europe’s
exports to that country (US$84 billion) and quite
close to that of Japan’s exports to the United States
(US$90 billion) as well. It is also interesting to note
that the value of United States exports to the Asian
NIEs was quite similar to the value of its exports to

- Japan. In other words, the NiEs are as large a market

for the United States as Japan is.

As regards the value of exports to Japan,
NIE/ASEAN exports together exceeded those of the
United States and were double the level of European
exports. NIE ¢xports to the Japanese market constitute
an extraordinary case in that they exceeded the value
of total European exports to Japan, while United States
exports to that country were only 1.5 times as great as
those of the NIEs. Meanwhile, Japan’s expotts to the
NIEs were worth more than its exports to Europe, and
the total value of Japanese exports to the NIEs and
ASEAN was almost 1.5 times the value of its sales fo
Europe.

The economic vitality of the Asian countries as a
group (the NIEs, the ASEAN countries and Japan) is
also reflected in the figures for Asia’s exporis to the

TABLE 2 _ .

The new “quartet” in international trade

(United States, Japan, Europe and NIES + ASEAN):®

merchandise trade, 1988 .

(Billions of dollars)
Source/ NIEs + United Euro Japan Total
destination ASEAN States pe _ P exporls
NIEs + ASEAN ' - 83 40 4“4 167
United States S 42 - 70 a8 150
Europe R B B4 - 20 134
Japan . 63 90 45 . 198
Total imports 135 257 155 102 649

-Source: Original calculations based on figures provided-in the Japanese Foreign Trade Yearbook, 1990, in Nikkei Economic Daily, 1991,
"Newly industrializinig Asian economies (Asian NIEs) plus the member countries of the Association of South-East Asian Nations

(ASEAN).
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United States, since these amount to twice the value
of Europe’s exports to that market, which indicates
that intra-Pacific trade is outperforming intra-Atlantic
trade. Moreover, the combined value of NIE and
ASEAN exports to the European market is almost on a
par with Japanese exports to Europe. In fact, when all
these Asian nations’ exports are taken together, their
total value surpasses that of United States exports to
the European market.

As a coroliary to the factors discussed above, it
may be said that, in addition to constituting a model

III

of rapid economic growth, the NIEs and ASEAN have
also come to be a vigorous centre of economic growth
in Asia. We therefore need to analyse the new giobal
economic situation in terms of a quartet (United
States, Europe, Japan and the NIES plus ASEAN) of
leading actors rather than of the conventional triad
(United States, Europe and Japan). South-cast Asia
must now be regarded as another player whose im-
portance will increasingly depend on the NIEs® partici-
pation in the technological and economic circuit that
links Japan, the NIES, ASEAN and China.

The factors underlying the economic

buoyancy of the Asian-Pacific region

1. Forelgn direct Investment (Fol) In the
Asian-Pacitic region: trends and prospects

An examination of the new Asian economic order is
the best way to gain a clear picture of the globaliza-
tion process taking place in the market-economy sys-
temn, since its epicentre is located in the Asian-Pacific
region. This analysis reveals that such constructs as
R. Vernon’s product cycle theory and the Heckscher-
Ohtin theorem are no longer valid. Owing to the
emergence of a new and more complex global divi-
sion of labour based on increasing horizontal integra-
tion, FDI is not motivated only by comparative
advantages, but also by new chains or circuits of
value-adding activities in which global corporate
strategies play a very important role,

In terms of the new Asian economic order, the
year 1986 was a turning point in a variety of ways:
i) in response to the 1985 Plaza Agreement, Japan
took advantage of the edge it has over the United
States and Europe. in the high-technology micro-
electronics sector (Makino, 1991}, employing such
mechanisms as the diversification of its production
system, mergers and acquisitions, and other “new
forms of FDI” (Oman, 1984) to intensify the globaliz-
ation of its economy in an effort to become more
competitive; ii) starting in that same year, the NIES
managed (o attain the largest trade surplus in the re-
gion, which enabled them to become a major foreign
investor; and iii) the ASEAN countries achieved the
undisputed status of “new NIES” by marking up

economic growth rates that
those of the NIEs themselves.

Behind this Asian economic buoyancy lics a new
intraregional trend in ¥DI, It will be recalled that the
first surge in FDI from the NIEs coincided with the
second boom in Japanese FDI. The chain of events
vnderlying these developments was as follows: the
Plaza Agreement of 1985 led to a revaluation of the
Japanese yen which immediately gave the NIEs a
greater competitive edge in the world market, and the
surplus achieved by these economies during the sec-
ond half of the 1980s was transferred to the ASEAN
countries in the form of ¥o1. It should be emphasized
that, despite the correlation between the two above-
mentioned upswings in FDI, Japan channeled its in-
vestments primarily to the tertiary sector, whereas the
NIEs directed their investments chiefly to the manu-
facturing sector (especially in the ASEAN countries
and Latin America), 5

have outpaced even

SAs is generally known, there have been two booms in Japanese
EDI: one between 1969 and 1972, and the other between 1985
and 1989. The first upturn had three causes: i) the revaluation
of the yen following the collapse of the Bretton Woods system
in 1971; ii) the Japanese Government’s deregulation of FDI; and
ii) the 15% annual increase in Japanese wage levels during the
early 1970s. These three factors explain why there was such a
large ouiflow of Japanese investment during the 1969-1972
period. Most of this investment went to devetoping countries,
since investors were secking locations with low lahour costs,
and within such countries, the bulk of investment funds went
to labour-intensive industries such as textiles and electrical
machinery.
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Contributory factors in the second Japanese FDI
boom, which followed on the heels of the Plaza
Agreement, included: i) exchange-rate adjustments,
particularly the sharp rise in the yen against the
United States dollar; if) trade disputes-between Japan,
the United States and the Furopean Economic Com-
munity (EEC); and iii) wage hikes, labour shortages
and the series of financial deregulation measures as-
sociated with the internationalization of the banking
system. As a result of all these changes, Japanese FDI
grew at a record rate in 1986-1990: indeed, over 70%
of the total stock (US$227 billion) of Japanese FDI
was built up during those five years. Even though the
United States and Europe took in over two-thirds of
the annual flows of such investment, during the peri-
od in question Japanese FDI accounted for 65% of
total FDI in the NIES, 45% in the ASEAN countries and
90% in China.

One of the most notable events which occurred in
respect of FDI during the 1980s was the NIEs’ emer-
gence as one of the Jargest investors in the Asian-
Pacific region and as a potentially major investor in
other regions. During the 1980s, the stock of Tai-
wanese FDI in Malaysia skyrocketed by a factor of
250, to US$2.3 billion. This sum is equivalent to 35%
of the total FDI flow to Malaysia in 1990, and is far
more than Japan’s FDI in that country. Thailand, for its
patt, received approximately US$500 million in FDI
from the NIEs in 1989, which was about 30% of its
FDI total. In 1989, the largest investments in China
came from Hong Kong and Macao, which together
invested US$2.3 hillion. At the same time, the NIEs
are now taking those of their labour-intensive indus-
tries that generate less value added and relocating
them in developing countries, while they are bringing
over more science- and technology-intensive indus-
tries from the developed countries.

In analysing the linkages between FDI and
foreign trade, it is important to note the influential
role which the mounting inflow of such investment to
the Asian-Pacific region has played in the expansion
of that region’s foreign trade. Initially, ¥DI generates a
flow of capital goods from source countries to reci-
pient countries. Parent companies provide, their subsi-
diaries with parts and components for assembly, and
the subsidiaries then send the semi-finished goods for
final processing in a third eountry or for the last stages
of their assembly in the source country. The spatial
globalization of production entails a relocation of pro-
duction activities via ¥DI such that national borders

cease to represent an obstacle and bilateral or trilat-
eral trade flows are set in motion.

The Asian-Pacific region’s relative importance as
a new FDI source and destination has changed sub-
stantially. NIE transnationals have played an unpre-
cedented role in bringing this change about by
beginning to make foreign investments both in the
Asian-Pacific region itself and in other developing
and developed nations. The countries® ¢fforts to set up
a framework for investors were complemented by the
creation of regional, bilateral and international instru-
ments designed to provide guarantees for transna-
tional investors in this region. In addition, in rapidly
growing economies such as the NIEs and the ASEAN
countries, international agreements are being nego-
tiated more swiftly in order to protect their invest-
ments in other countries of the region and in the rest
of the world. At the regional level, ASEAN has
emerged as an important vehicle for the coordination
of investment policy and joint programmes aimed at
boosting FDI flows. The ASEAN countries have also
agreed to standardize their investment policics so as
to reduce the competition among member countries
through, inter alia, the liberalization of trade within
ASEAN under the provisions of trade preference agree-
ments; semi-public ASEAN manufacturing enterprises;
the South-East Asian Association for Regional Co-
operation; cooperation in the field of human resources
development, and an industrial master plan. ¢

‘The recent increase in the volume of FDI in the
Asian-Pacific region reflects not only local com-
parative advantages but also the global strategies of
transnational corporations headquartered in  de-
veloped countties (especially Japan) which call for
the establishment of subsidiaries in the region to sup-
ply both local and foreign markets within the context
of a process of progressive globalization. In order to
gain a clearer notion of the relationship between Foi
and trade in that context, an analysis of Japanese in-
vestments in the Asian Pacific will be helpful.

As regards local manufacturing supply, the subsi-
diaries of Japanese transnationals in the NiEs and
ASEAN countries make about 50% of their purchases
on the local market. Local suppliers’ market share in
the ASEANcountries is growing.remarkably fast; in-
deed, 90% of all precision instruments and 65% of all
electrical machinery, iron and steel, and transport

$On the subject of regional cooperation in the Asian-Pacific
area, see ESCAP, 1991, chap. IX, pp. 331-369. See also CTC,
1991.
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equipment are supplied by local producers. These
figures attest tothe growing “import-substituting en-
dogenization” 7 of the ASEAN nations, which is speed-
ing up the Asian-Pacific region’s progress towards
self-sufficiency (Nohara and Kagami, 1991).

Although FDI flows amount to no more than 10%
of gross domestic capital formation, in most of the
countries the economic conttibution made by transna-
tional corporations, as measured by such indicators as
stock ownership and sales, is the source of much of
their industrial activity: in the late 1980s it accounted
for over 50% of such activity in Hong Kong, Thailand
and the Philippines, and for more than 40% of total
‘Taiwanese exports of electronic equipment in 1986.
Furthermore, especially in countries with generous
endowments of natural resources, subsidiaries of
transnational corporations are very large employers in
the primary sector. In Fiji, for example, such subsi-
diaries provide three-quarters of all the jobs in the
mining sector, and in Hong Kong they provide half of
all the jobs in the elecirical equipment industry, as
well as half of the total value added by the manufac-
turing sector and exports. In Singapote, they account
for 50% of all sales and a considerably larger percent-
age of exports, value added and employment; they are
particularly active in the electrical equipment and pe-
trochemicals industries. In fact, for these industries,
transnationals account for over 45% of the total in all
the indicators except export levels in the majority of
Asian-Pacific countries (cTC, 1991).

The predominance of FDI in the electrical equip-
ment industry 8 is one of the basic characteristics of
the - realignment of technical/industrial systems in
most of the Asian-Pacific countries. Within this sec-
tor, transnational corporations have invested in every-
thing from component assembly to manufacturing
activities having the greatest technological content. It
appears that FDI in the NIEs is increasingly moving
towards more complex manufacturing activities, such
as the production of motor vehicles (Republic of

"In using the term “import-substituting endogénization” we are
secking to emphasize the distinctive traits of the industrialization
process now under way in the ASEAN countties. Their original
model kas been the experience of the NIEs, which were able to
generate an “endogenous core of technical progress” oriented
towards exports of manufactures. Even though this concept daes
not depart from the fundamental concepts of import-substititing
industrialization, the two modalities do differ in terms of the
processes resulting from their actual implementation in, for
example, South-east Asia and Latin America,

80n the subject of FDI in the electronics sector in Malaysia and
Thailand, see Lim and Fong, 1991.

Korea) and electrical equipment (Hong Kong, Taiwan
and the Republic of Korea).

2. The realignment of technical/industrial sys-
tems in the Asian-Pacific region

The vigorous growth of trade and financial activity in
the Asian-Pacific region has been achieved through
the creation of new competitive advantages, which, in
turn, have led to changes in production patterns and,
consequently, in-trade patterns, As the lead country
moves on to new products containing more value
added and more technological inputs, it makes up for
its traditional products’ loss of competitiveness by
shifting their production base to countries where pro-
duction costs are lower; these countries then sub-
stitute these products for their imports and later go on
to become net exporters. The source couvntry, for its
part, becomes a net importer of these products again
and moves on to create new products for export
(Hugues, 1989; EScaP, 1991).

Within about 10 years’ time, this process will en-
able most of the Asian-Pacific nations, and particular-
ly the ASEAN countries and China, either to compeie
with Japan on an equal footing or to gain a competi-
tive edge over it in almost all the export product lines
of importance today. Meanwhile, Japan will have
moved on to the production of new items containing a
still larger proportion of technological and human-
capital inputs.

. According to data compiled by UNIDO (1991), at
existing price levels the NIEs alteady manufacture ar-
ticles. that are more competitive than those produced
by Japan in most of the electronics industry’s product
lines. Even China has an edge over Japan in the pro-
duction of radio receivers, and the fans produced by
Malaysia and Thailand out-compete those made in
Japan. What is more, it is projected that within the
next three years Malaysia will become more competi-
tive than Japan in various lines of electronic products.
The Nies (chiefly the Republic of Korea) will also
gain an advantage over that country in various types
of machinery and electronics, including individual
semiconductors. In sum, -the current trend towards
“catching up” with more technically and industrially
complex. forms of production will probably enable
most -of the NIES o take Japan's.place in various in-
dustries within the machinéry -and electronics sectors,
while Malaysia, Thailand and China will move into
the position left open by the:NIEs.
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In view of these phenomena, it is important that
we re-interpret the dual role of the NIEs in the Asian-
Pacific region. As we said ecarlier, the NIEs promote
FDI from developed countries in high-technology sec-
tors, while at the same time investing heavily in the
ASEAN countries. Over the past 40 years the produc-
tion of labour-intensive goods has shified from Japan
to the NIEs, from the NIEs to ASEAN, and from ASEAN
to China, and in the near future these activities are
likely to move on to Indochina (especially Vietnam)
and southern Asia.

Because of this process, the countries’ com-
parative advantages are constantly changing, thereby

IV

rendering invalid approaches that define economic
integration solely in terms of cross-sectoral com-
plementarity. What is happening in South-east Asia
demonstrates the increasing importance of intra-
industry complementarity in economic integration
processes. :

Bearing these changes in mind, in the following
chapter we will undertake an analysis of the econ-
omic relations between the Asian NIEs and Latin
America, In the course of this examination, we will
seek to identify the complementary aspects of the re-
lationship between integration into trade flows and
the integration of production in the Pacific Basin.

The new economic relations between

the NIEs and Latin America

Latin America’s economic relations with the NIES

have an impact in three arcas: the growth of trade,

potential technological cooperation and new direct in-
vestments in production.

1. The expansion of trade between the NEs and
Latin America In the 19808

Trade relations between Latin America and the NIEs
changed significantly in the 1980s. Even during the
economic crisis, trade between these two regions ex-
hibited an unusual, and relatively unilateral, intensity
(see table 3): while Latin America expanded its trade
with these economies more than with any other world
region, the NIEs were increasing their trade with other
markets (e.g., ASEAN)., Total trade between Latin
America and the NIEs in 1990 was three times as great
as it had been at the start of the 1980s in terms of
value, The member countries of the Latin American
Integration Association (ALADI) accounted for the
bulk of tota! Latin American-NIE trade in terms of
value, although total NIE trade with the Central
American Common Market (CACM) also exhibited an
upward trend.

The Repubhc of Korea has undoubtedly played
the largest role in Latin American-NIE trade. relations:
in the 1980s total trade between. the CACM and the
Republic of Korea soared by over 500% and Republic
of Korea-ALADI trade by 350%. This means that the

value of merchandise trade between Latin America
and the Republic of Korea jumped from US$600 mil-
lion to US$2.8 billion during the decade. Strong up-
turns were also seen in trade between Latin America
and Taiwan (200%), Smgapore (150%) and Hong
Kong (130%).

Latin American imports from the Asian NIFs
doubled during the 1980s. The reasons for this in-
crease included: i) the international competitiveness
of NIE manufactures, which apparently motivated
Latin America to turn away from its traditional sour-
ces of imports in favour of new industrial zones with
more. competitive prices, and ii) the NIEs’ drive to
expand their share of world export markets during the
1980s by opening up new markets for their products,
including that of Latin America.

. Traditionally, Latin American imports from the
NIES. have been manufactures, whereas most of its ex-
ports to the NIEs have been natural resource-based
Boods. Since the continuation of this situation perpe-
tuates an existing form of cross-sectoral complemen-
tarity, it follows that this type of trade will tend to
widen the technological gap that separates Latin
America from the Asian NIEs.

The value of total Latin American exports to the
Asian NIEs increased more than fivefold between
1980 and 1990, the largest buyers of Latin American
exports during this period being the Republic of
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TABLE 3
Newly industrlalizing Asian economies (ASIAN NIES} and Lailn America:®
merchandise trade, 1980 and 1990
(Percentage variation and millions of dollars)
Exports to Imports from Total trade
ALADI & CACM ALADIL & CACM {exports + impors)
Variation Variation Variation
1980 1990 (%) 1980 1990 (%) 1980 1990 (%)
Republic ALADI 27142 10932 298.6 320.3 15623 3877 594.5 2655.5 346.6
of Korea CACM 21.2 126.4 496.2 29 258 789.6 24.1 152.2 53L5
Total 295.4 12194 3128 323.2 1 588.1 3913 618.6 2 807.7 3538
Taiwan ALADI 458.0 1547 64.7 190.8 12815 571.6 648.8 20362 2138
CACM 30.1 98.0 255 19.5 8.1 -41.5 49,6 106.1 1138
Total 488.1 852.7 74.6 210.3 1289.6 7513.2 698.4 21423 206.7
Singapore ALADI 2373 273.0 - 118.8 605.8 4099 356.1 878.8 146.7
CACM - 12.5 - - 8.7 - - 21.2 -
Total 237.3 285.5 20.3 118.8 614.5 417.2 356.1 900.0 1527
Hong Kong ALADI 263.9 265.6 0.6 111.9 609.6 444.7 3758 875.2 1328
CACM 8.8 30.7 2488 32 279 843 12,0 334 178.3
Total 2727 2966.7 8.6 115.1 612.3 431.9 387.8 908.6 134.2
NIEs ALADI] 12334 2386.5 934 741.8 4 059.2 4472 1975.2 64457 226.3
(total) CACM 60.1 267.6 345.2 5.6 45.3 76.9 85.7 3129 265.1
Total 12935 26541 105.1 767.4 4348 20609 6758.6 2219

4 104.5

Source: International Commeodity Trade Data Base (COMTRADE) and others.
® Latin American Integration Association (ALADI) and Central American Common Market (CACM).

Korea (a fivefold increase in value) and Taiwan (with
a sixfold increase).

Thanks to this trend, Latin America’s 1980 trade
deficits with all these economies had been trans-
formed into large surpluses by 1990. A product-
by-product analysis of NIE-Latin America trade flows
for the period 1980-1990 brings to light severa) fea-
tures. First, NIE exports to the Latin American region
became considerably more diversified in most cases
(the Republic of Korea was the exception, since its
exports exhibited a marked degree of specialization),
as did Latin American exports to the NIEs {except for
those sold to the Taiwanese market). Second, the type
of trade taking place between Latin America and the
Asian NIEs changed during the decade from an intra-
sectoral flow of commodity trade in combination with
inter-sectoral trade ® 10 a type of trade marked by

9Except in the case of Hong Kong, which at the start of the
1980s maintained a vertical intra-industry trade link with ALAD]
(ALADI exported ships and boats while Hong Kong exported
watches.and clocks).

greater inter-industry complementarity. 10 The si-
zeable increase during the 1980s in inter-industry
trade between Latin America and South-east Asia
(including Japan, the NIEs and ASEAN) appears to her-
ald the emergence of a new and different produc-
tion/trade paitern whose potential should be
explored. 11 ‘

It is of interest to note that (primarily vertical)
intra-industry trade accounted for a targer share of
total trade between the two regions than it did in the
trade flows for the period 1986-1990 between Latin
America and the United States, between Latin Ameri-
ca and Europe and among the Latin American coun-
tries themselves.

'®The exception here was commerce between Singapote and
ALADI, which as of 1990 involved three types of trade: intra-
sectoral trade in primary products (mainly semi-finished goods),
inter-sectoral trade, and vertical inter-industry trade (Stngapore
supplies colour felevision sets and ALADI provides photographic
film, plates and paper).

" We do not feel that the resulis of this new pattern will affect
our hypothesis regarding the relationship between Latin America
and the NIEs.
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The trend towards more intra-industry trade be-
tween Latin America and South-cast Asia may be
illustrated by comparing their manufacturing indus-
tries” shares of total exports. For example, if we use
the Grubel-Lloyd index, we see that in the period
1980-1988, the manufacturing sectors of three Latin
American countries considerably increased their
shares of inira-industry trade with South-east Asjan
countries: Chile’s index jumped from 0% to 21%;
Mexico’s rose from 1% to 16% and Colombia’s
from 4% to 24%. In these Latin American countries,
the relative importance of South-east Asia in intra-
industry trade within the manufacturing sector is
between 15 and 20 times greater than that of Europe
(EcLAC, 1991).

This would seem to point to a budding oppor-
tunity for increased economic cooperation between
South-east Asia and Latin America, especially with
regard to the establishment of intra-industry trade
links and of new reciprocal ties between their econ-
omies. To make such cooperation a reality, however,
Latin America will have to meet the challenge of ac-
tually changing its production patterns in order to in-
crease its exports’ value added through systematic
cfforts to promote the development of endogenous
scientific and technological capabilities and coopera-
tive links in this field while at the same time mod-
ifying its institutional structures to promote Asian
investment in the manufacturing sector. The dynam-
ism of trade between the NIEs and Latin America pro-
vides us with a suitable environment for exploring
these possibilities.

2. The potential for cooperation in the field of
technology

Unlike the United States and post-1992 Europe, the
Asian-Pacific region encompasses a broad spectrum
of highly diverse countries, some of which are in situ-
ations similar to those of some Latin American coun-
tries. This raises the possibility of integrating some
aspects of production through greater intra-industry
trade between Latin America and Asian-Pacific
countries or groups; for example, such trade could be
increased with Japan, as the world’s main source
of technological innovations, particularly in high-
technology products; with the NIEs, which are in-
creasingly concentrating on products requiring intens-
ive use of high technology and of human and physical
capital; with ASBAN, which is primarily an exporter of
natural resource-based and labour-intensive goods;

and with China, which had one of the highest growth
rates in the world during the 1980s and is an increas-
ingly competitive exporier of manufactures involving
abundant inputs of low-cost labour.

Latin America could attain greater integration of
production, both vertical and horizontal, with any one
of these countries or groups of countries. 12 Indeed, in
terms of the new strategy for changing Latin Ameri-
ca’s production patterns, the Asian-Pacific region
could be the area that offers the greatest potential for
economic cooperation in the 1990s; in order to de-
velop that potential, however, we will have to set
aside our traditional view of Latin America’s com-
parative advantages in favour of a new concept based
on dynamic, competitive advantages.

In the present process of reorganization of the
global economic order, such an increase in inte-
gration will be possible only if the countries move up
to more advanced technical/industrial levels. Since
the Asian-Pacific region is where this process is tak-
ing place most rapidly today, Latin America’s integra-
tion with that region is essential, especially in view of
the impact that the realignment of technological sys-
tems is likely to have on the world economy in the
near future.

3. Trends in Asian NE foreign direct investment
in Latin America

During the second half of the 1980s, foreign direct
investment by the Asian NIEs (particularly the Repub-
lic of Korea and Taiwan) in Latin America was
stimulated by: i) the NIEs’ incorporation into the
Generalized System of Preferences (Gsp) of the
United States; ii) their labour force’s rising wages;
iif) the revaluation of their currencies; iv) their
labour-intensive industries’ declining ability to com-
pete against ASEAN and China; v) the need to diver-
sify their production base in line with the
globalization process; vi) the growing protectionism
of developed countries, which pressured Korean and

2 This statement is based on (he following line of reasoning:
When intra-industry trade predominates, the reallocation of re-
sources takes place chiefly among the companies in the same
industry, rather than between different companies in different
industries; it follows that, ail other factors being equal, an intra-
industry adjustment will therefore be less-costly than an inter-
industry  adjustment. Moreover, the changes in income
distribution brought about by the liberalization of trade will be
less dramatic if the industrial adjustment is based primarily
on intra-industrial, rather than inter-industrial, specialization
(Fukasake, 1992).

THE PACIFIC BASIN AND LATIN AMERICA + DAE WON CHOI



36 CEPAL REVIEW 49 .

APRIL 1993

Taiwanese exporters to relocate their production
bases so that they could re-export to the North Ameri-
can market; and vii) the need to adapt swiftly to tech-
nological change, which led to a rapid recycling of
the types of technologies that require less capital,

Circumstances in Latin America that have helped
to attract dircct investment from the NIEs include:
i) the region’s inexpensive labour; ii) its geographic
proximity to the United States re-export market;
iii) the hemispheric integtation process called for by
the Bush Administration's Enterprise for the Americas
initiative, the incentives offered under the Caribbean
Basin Initiative and the GsPp; iv) the tax incentives
available to enterprises in the region’s export process-
ing zones; v) the ready local supply of raw materials;
vi) access 1o the region’s internal market potential;
vii) the growing stability of Latin American democ-
racies; viii) a greater receptiveness to the technologies
of the Asian NIEs, whose direct investments are con-
centrated in the manufacturing sector; and ix) the
growing openness of the capital market and the intro-
duction of legal modifications that have made the
regulations pertaining to FpI more flexible.

Let us now see what factors could draw a greater
volume of FDI to Latin America in the next few years.
The first wave of NIE investment in Central America
~much of which came from the Republic of Korea
and Taiwan— took place under the terms of the incen-
tives provided by the Caribbean Basin Initiative (CBI);
in fact, almost all the resulting production activities
re-exported their goods to the United States market.
There are two constraints, however, that will have an
increasing effect on this first wave of investment:
from an internal standpoint, NIE investment is over-
concentrated in one industry (textiles and wearing
apparel), while from an external angle, Central
American exports are limited by United States quotas,
This means that if greater concentration in the textiles
and clothing industry does not lead to increased te-
exports to the United States, then NIE investors will
have only two options: to diversify their production
base, relocating it in countries eligible for CBI incen-
tives that are not subject to quotas; or to diversify
their activities to include other product lines for
which incentives are provided under the Generalized
System of Preferences. The recent increase in Korean
FDI in Honduras is a clear example of the first option;
for examples of the second, we might look to the
diversification of FDI into other manufacturing acti-
vilies, such as the electrical equipment/electronics

industry. In this last regard, there is one variable ~the
Latin American countries’ free trade agreements with
the United States- that is having a greater impact
than expected on the inflow of NIE investment to
Latin America, as is illustrated by the massive flow of
Korean investment recently received by Mexico.

If Latin America can manage to attract more NIE
investment to its manufacturing sector —i.e., Lo attract
a “second wave” of NIE investment and channel it into
industries that are not only labour-intensive but also
technology-intensive— this could lead (o a realign-
ment of the region’s technological systems, given the
greater technological content that products would then
have and the speed with which technologies are
recycled by the Asian NIEs. This means that what
Latin America needs to do is to see to it that this first
wave of NIE investment in the textiles industry is fol-
lIowed by a second wave of FDI into other, more tech-
nology-intensive, manufacturing activities. It would
seem that, in a sense, Latin America’s chances of suc-
cessfully changing its production patterns may in-
creasingly depend on whether or not it joins in the
process of economic renewal now taking place in the
Asian Pacific. The grounds for such a statement in-
clude the fact that the NIEs will be the world’s most
important new source of FDI during the 1990s (since
their investments are concentrated in the manufactur-
ing sector, are technology-intensive and are recycled
rapidly) and the observation that, in order for Latin
America to change its production patterns, it will
need to undertake a more comprehensive realignment
of its technological systems as it enters into the third
industrial revolution.

It may therefore be assumed that during the
1990s the framework for the region’s new form of
integration into the world market will be shaped by
the lead “quartet” (United States, the EEC, Japan and
the NIES + ASEAN) and that the framework for the
integration of its production activities will have to be
based on the realignment of technological systems
now under way in the NIEs and the ASEAN countries
—a realignment which is having a direct impact on the
effort to change Latin America’s production patterns,

If a general trend towards a reduction of trade
barriers within the framework of GATT occurred, then
an increase in trade would be possible, especially in
view of the following factors: the NIEs’ recent move
towards trade liberalization and the important poten-
tial of this market, which has not yet been fully
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explored; the fact that the NIEs have a higher import
coefficient than such developed countries as the
United States and Japan;, and the inhcrease in

\%

complementarity to be expected as progress is made
towards more complete vertical (inter-sectoral) and
horizontal (intra-sectoral) integration of production.

From trade integration to a new

type of integration of production

in the Pacific Basin

Up to the early 1980s it was commonly believed,
first, that Latin America’s trade with South-east
Asia would grow less rapidly than its trade with de-
veloped countries owing to competltlon from South-
east Asian countries that are rich in natural resources
(e.g., Thailand, Malaysia and Indonesia) and, second,
that greater economic cooperation between these two
regions was therefore not feasible.

Events in ASEAN during the final years of the
1980s proved, howevet, that the growth of commerce
is increasingly determined by trends in intra-industry
trade. Although it is true that until the early 1980s the
inter-sectoral complementarity between Japan and the
NIES, on one side, and ASEAN, on lhe other, was the
linchpin of vertical integration in the Asian-Pacific
region, from the mid-1980s onward intra-sectoral
complementarity has come to play an increasingly
important role in that region’s horizontal integration.
As was said earlier, the expansion seen during that
period in intra-industry trade flows between the NIEs
and ASEAN was the result of the former’s mvestments
in the latter’s manufacturing sector,

These events have direct implications for the ef-

fort to change Latin America’s. production patterns.
After all, less than a decade ago, conditions in many
countries of the Asian-Pacific region were less condu-
cive to a transformation of production patterns than
in many Latin American countri¢s. Today, however,
these Asian countries” economic development outlook
is radically different: Malaysia is the world’s largest
producer of semiconductors; Thailand has become a
paradigm of development by virtue of its ability to
combine the growth of natural resource-based indus-
tries with the development of its electronics industry
and has taken up the leadership position in ASEAN;
Indonesia boosted the percentage of manufactures in

its total exports from under 5% in 1980 to nearly 40%
in 1990; the Philippines is regaining its political sta-
bility and hopes to find its way on to the Asian econ-
omic growth path with the help of a mounting inflow
of FDI, and China’s “sleeping giant” economy is be-
ginning to wake up. All these Asian countries except
the Philippines grew at an average pace of between
7% and 10% per year in the 1980s. Furthermore, the
fact that the Philippines was an exception to this rule
suggests that geographic proximity is not. always a
decisive factor in gaining access 1o a process of rapid
economic growth,

The common denominator for all these Asian
economies that grew so rapidly between 1979 and
1989 is that they carved out a position for their
economics in the world market by creating new
competitive advantages rather than by relying on the
traditional sort of comparative advantages. It may
be supposed that the changes to be made in Latin.
America’s production patterns should incorporate this
same sort of “upward and onward” approach which is
so characteristic of the technology of the thlrd indus-
trial revolution.

An analysis of the Asian experience suggests
some guidelines for such an effort. First, the change
in the ASEAN export mix brought about by its shift
from the primary to the manufacturing sector was as-
sociated not only with FDI from Japan and the United
States, but also with a greater flow of FDI from the
NIEs. There may thus be reason to belicve that the
increased flow of NIE investment into Latin America,
which has been directed primarily to its manufactur-
ing sector, may help to expand Latin America’s intra-
industry trade with South-east Asia. A considerable
increase in such trade has already been seen in, for
example, Mexico, Colombia and Chile.
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In this era of economic globalization, an increase
in investment prompts an increase in trade flows. In
the case of the NIEs, because of their need to raise the
technological content of their products in order to re-
main competitive, the recycling of technology is car-
ried out in countries having lower production costs.
Thanks to this relocation, the ASEAN countries were
blessed with the lion’s share of NIE-soutce FDI during
the second half of the 1980s. The data for 1991,
however, indicate that FDI in the ASEAN countries is
now growing more slowly, which the experts attribute
to shortcomings in their infrastructure, rising costs
{chiefiy wages) and over-investment, i.e., a level of
invesiment that exceeds these countries” production
capacity and is thus fueling inflation. This demon-
strates that although geographic proximity, along with
ethnic identity, is still important -as is commonly
asseried in connection with the Chinese “diasporas”
in Hong Kong, Singapdre and Malaysia- it is not the
only determinant. Today, NIE investmment tends to flow
to whatever country in the world offers the best com-
petitive opportunities in production and trade. Latin
America is no exception, as is demonstrated by the
fact that the Republic of Korea’s investments in the
region more than doubled during the second half of
the 1980s.

NIE-source FDI differs from other types of FDI in
the following ways: first, the pace at which it recycles
technology is among the fastest in the world —owing
to the double “push” it gets from the NIEs’ efforts to
catch up with Japan while the ASEAN countries try
to catch up with them- and encompasses everything
from labour-intensive to technology- and human capi-
tal-intensive technologies; second, as a consequence
of the above, this FDI is made on the “cutting edge” of
competition between Japan’s highest-technology acti-
vities and the ASEAN countries’ greater capacity for
technological endogenization (Emst and O’Connot,
1992); and third, both the trajectory of strategic
change in NIE technological and industrial develop-
ment and the way in which it is being accomplished
suggest what the future course of development of
technology-intensive products is likely to be and
serve as a frame of reference for developing countries
such as those of ASEAN and Latin America as they
take decisions regarding the positioning of their
technical and industrial activities within the world
economy. There is no question but that the
ASEAN couniries benefited from this sirategic frame
of reference during the 1980s, as may be inferred

from Malaysia’s policy of “looking eastward” (Onn,
1989), which has sparked imitative measures in
Indochina (especially Vietnam) and in the islands of
the Pacific (Alagh, 1989; Choo and Ali, 1989,
Schlosstein, 1991).

Moreover, as we have been saying throughout
this article, the liberalization of Asian-Pacific trade is
spreading from the export processing sector to other
activities and is coupled with the deregulation of
commodity prices, wages, interest rates and exchange
rates. Consequently, production bases could expand,
in a geographic sense, throughout the region. And
this, with the support of increased investment in the
Asian-Pacific region, has swelled intraregional (from
Japan and the NIEs) and interregional (with the United
States) trade flows based on competitive advantages.
Thus, in considering the possibility of the linkage of
the Latin American economies under the terms of the
Enterprise for the Americas initiative (and the North
American free trade area), we must also consider
the possible linkages entailed by regional and he-
mispheric integration, vis-g-vis integration within the
framework of the Pacific Basin.

For example, Japan/ASEAN and NIE/ASEAN,
NIE/China and United States/asEaN production link-
ages with the North American market hint at new
types of production relations between, for instance,
the Nies and Latin America (at present such a rela-
tionship exists only with Central America) and ASEAN
and Latin America. So long as Japan does not act as a
substitutive recipient of the products generated by the
above-mentioned production linkages, the North
American market will continue to be of vital import-
ance for exports of manufactures. Under these cir-
cumstances, the global extension of the production
chain from South-cast Asia to Latin America could be
a feasible option in view of the Latin American re-
gion’s proximity to the main market for such exports,
the United States.

On the other hand, if an inward-looking regional
Asian economic bloc were to be formed -such as
the East Asian Economic Caucus (EAEC) proposed
by Prime Minister Mahattir of Malaysia in 1990,
which would include Japan, the NIEs, ASEAN, China,
Myanmar and Vietnam but would exclude the
United States, Canada; Australia and New Zealand—
it could inhibjt Latin America’s participation in the
integration of the Pacific Basin. Fortunately, in view
of the characteristics of the Asian-Pacific production
and trade structure within the context of the Pacific
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Basin, many Asian countries are opposed (o this
introverted type of regionalization. In other words,
since the United States is -at least for the time
being-13 an irreplaceable economic linchpin for
intra-Pacific integration, this means that if Asian re-
gionalization is carried far enough, it will inevitably
lead to fuller globalization of the Pacific Basin.
This became evident at the Asia-Pacific Economic
Cooperation Council meeting in Seoul in 1991, when
China, Taiwan and Hong Kong joined this group, pre-
viously made up of the United States, Canada, Japan,
the Republic of Korea, Singapore, the ASEAN coun-
tries, Brunei, New Zealand and Australia (making a
total of 15 participants). Clearly, the possibility of
Latin America’s incorporation will be one of the tasks
of the 1990s.

13 As noted in the intreduction to this article, Japan is already
one of Latin America’s largest markets. What we are suggesting
here, however, is that in the new global economic order that is
taking shape as we approach the year 2000, the United States
will continue 1o play a predominant role in the globalization of
the Pacific Basin,

In summary, within the framework of intra-
Pacific cooperation, Latin America has two options:
it can join the group of Pacific Basin countries by
means of inter-sectoral specialization, or it can
achieve integration through the intensification of
intra-industry trade with the Asian countries. All the
indications. are that it would be “easier” for Latin
America to accomplish this through inter-sectoral
economic cooperation, However, if broader variables
are taken into consideration —such as the globalization
process, the third industrial revolution, the realign-
ment of technical/industrial systems, and the “catch-
ing up” path to integration, then intra-industry
integration appears to be the best option. This task
must be accomplished in order for the region to
change its production patterns (ECLAC, 1992); in other
words, the success of Latin America’s ¢conomic de-
velopment effort will increasingly depend upon the
new economic configuration emerging in the Pacific
Basin, which is the epicentre of the economic global-
ization process and of the realignment of technical/
industrial systems at the world level.
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