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PREFACE

The SEACEN Centre's programme of research has evolved out of
the various proposals and priorities identified by the directors of re-
search of the member central banks and monetary authorities, as well
as the Board of Directors and the Research Division of The SEACEN
Centre. In view of the increasing number of research topics proposed
every yedr, a priority listing is usually done using the following criteria:
topics related to core central bank business (monetary policy, bank
supervision, payments system) and the external sector; currentness of
topics; in-house expertise; and staff constraint.

Rapid globalisation has characterised the economic environment
over the past decade. Increased interaction among naticnal economies
has intensified competition. Until recently, a number of SEACEN coun-
tries have achieved an impressive annual growth rate averaging more
than 8 percent.

There has been a vigorous debate on the causes of this phenom-
enal growth: whether it was driven by accumulation of inputs or by
productivity gains. Although productivity is often associated with inter-
national competitiveness, the latter concept is not easily defined nor
assessed. Indeed, international competitiveness reflects overall econormnic
potential and perfermance under a common external and perhaps
unique domestic environment each country faces.

This study on International Competitiveness in the SEACEN Coun-
tries attempts to analyse the current competitive performances of SEACEN
countries and to suggest policies for their improvement. Since competi-
tiveness can be addressed from various viewpoints and assessments
‘based on different approaches can lead to contrasting policy implica-
tions, the focus is on a discussion of analytical frameworks than on
drawing specific conclusions about each country’s competitive standing.
It is hoped that this approach encourages further studies on this topic.

This in-house research, the second of sixteen research projects to
be published in 1998 and which follows the first published volume,
edited by Dr. Villanueva, Financial System Soundness and Risk-Based
Supervision, was conducted by Kyung-Ho lee, Senior Economist sec-
onded by The Bank of Korea to The SEACEN Centre. He is indebted
to : Dr. Dan Villanueva, Deputy Director in charge of Research for
guidance and supervision; colleagues in the Research Division for
comments; Seow Yun Yee for research assistance; Sally Ho and

iii



Kanaengnid Tantigate Quah for editorial assistance; and, Karen How
and Haslina Muda for reformatting the final manuscript. The Centre
wishes to express its gratitude to member central banks and monetary
authorities for their many useful comments and suggestions. It is hoped
that this and subsequent research publications will stimulate discussion
and experience-sharing among policy-makers in and out of the SEACEN
membership.

The views expressed are those of the author and do not necessar-
ily reflect those of the member central banks/monetary authorities nor
those of The SEACEN Centre's Board of Directors and Governors.

Tan Wai Kuen Dan Villanueva
Officer-in-Charge Deputy Director (Research)
The SEACEN Centre The SEACEN Centre

Kuala Lumpur
May 1998
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Chapter 1

INTRODUCTION

The notion of international competitiveness has become one of the
central preoccupations of government and industry in every nation as
well as a new “buzz-word” of daily economic talks. It literally means
an ability of a country to compete in the world market and is mean-
ingful only in the context of an open economy. Since the conclusion
of the Uruguay Round negotiation and the establishment of the World
Trade Organization (WTQ), most countries have sharpened their com-
petitive edge in preparation for the new era of global competition.

The effort to reinforce competitiveness is an endless task for a
couniry to maintain and enhance its living standard as long as a tension
between scarce resources and unlimited wants of human beings re-
mains unresolved. The law of the fittest has demonstrated the intensity
of competition ever since human society was formed, and is continuing
even in the current era of enhanced cooperation and mutual under-
standing. It is unfortunate but true that the weak can hardly play an
equal role as the strong either in competition or in cooperation. The
increasing formation of economic blocs, motivated and initiated under
a slogan of cooperation, essentially reflects efforts to enhance an indi-
vidual country’s competitive edge by integrating itself into a bigger and
stronger economic group.

International competitiveness of a country reflects its overall eco-
nomic potential in the world market. Measurement of international
competitiveness should therefore be based on an appropriate definition
and a comprehensive study of trade theory. However, competition in
the real world is far more complicated than the trade theories postulate.
Therefore, it is necessary and worthwhile to review the world trading
environment as a starting point.

1. World Economic Environment in Trade Perspective

The past three decades can be characterised by the evolution of
globalisation' that has been a major force behind the increasing preoc-

1. We define globalisation as an increasing interaction of domestic economies with the
world economy. See Carl Dahlman, et al., “The World Trading Environment,” Trade,
Technology, and International Competitiveness, EDI, 1995, p. 156.
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cupation with international competitiveness. The growth of exports as
a share of world output and the increased capital mobility, including
foreign direct investment, are clear signs of globalisation. Such devel-
opments have been brought about largely by the rapid technological
progress and a pervasive role of the multinational corporations (MNCs).
At present, about 30 percent of world trade is intra-firm trade initiated
by the MNCs.?

Consequently, the structure of world trade has changed with a
substantial rise in the share of manufactured products as compared
with a fall in primary products. This change has been dramatic in
developing countries, especially for the Asian New Industrial Econo-
mies (NIEs). A shift towards industries that require a greater use of
technology can be seen from the falling share of rescurce-based indus-
tries, while the shares of industries classified as scale intensive, differ-
entiated, and science-based have risen. It is noteworthy that while the
labour-intensive industries’ share has stayed nearly unchanged from the
world perspective, it has dropped sharply for the Asian NIEs (Table
1.1). This situation seems to result from these countries’ export-ori-
ented strategies, which have focused upon manufactured products,
particularly electronics.

As mentioned above, the globalisation of production and the changes
in the structure of trade have been made possible by technclogical
change that has had a profound impact on the production process. The
falling costs of information as well as the increasing emphasis on R&D
and education are the keys to innovation. The rapid pace of techno-
logical change, the rising number of innovators, and the accelerated
diffusion of technology have led to shorter technological life cycle for
both production process and products. Thus, there is an increasing
pressure to capture technological rents as quickly as possible before an
innovation becomes obsolete. This in turn compels major firms to
develop new competitive strategies and to form strategic alliances with
overseas firms.

Technological progress has a significant implication for developing
countries. Created endowments such as physical capital and manage-

2. James R. Markusen, “The Boundaries of Multinational Enterprises and the Theory of
International Trade,” Journal of Economic Perspectives, Vol. 9, No. 2, Spring 1995,
p. 171.
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ment skills have become more important than given factor endowments
such as natural resources and abundant labour force. It is no longer
sufficient for producers to take market conditions as given, instead,
they need to create market opportunity or at least to anticipate market
trend and adapt their production decisions accordingly. Even so, a
rapid technological change can be either a blessing or a threat, depend-
ing on whether a country is able to take advantage of such an oppor-
tunity.

Meanwhile, globalisation has progressed within the framework of
free trade regime coordinated by the GATT and more recently by its
successor - the WTO. This global trading regime is guided by such
principles as multilateralism and non-discrimination, reciprocity of
members and a reduction of trade barriers. The past three decades
have witnessed some measure of success from multilateral trade nego-
tiations to liberalise the world trading environments. However, the
periods have also witnessed a proliferation of regionalism in both
developed and developing countries as well as the emergence of pro-
tectionism in the industrial countries.

Although the latest Uruguay Round, after seven years of negotia-
tion, has been concluded with some success including the creation of
the WTO, a high degree of uncertainty in the enforcement mechanism
to mitigate protectionist measures still remains. Of particular concern
to developing countries is the protectionist measures against imports
from countries that are perceived to maintain unacceptably. low envi-
ronmental and labour standards. “Techno-nationalism” or national
protection of technology transfer is another area of concern. As tech-
nology has become a key element of international competitiveness,
more efforts are being made to privatise knowledge emphasising intel-
lectual property protection and the exploitation of “first mover” advan-
tage. With sluggish economic growth, industrial countries seem to be
less willing to transfer technology to developing countries than they
had been during the 1980s.

The proliferation of regional arrangements are well demonstrated
by the integration and the subsequent expansion of the European
Union as well as the establishment of the North America Free Trade
Agreement (NAFTA). Many other regional arrangements have also
been established or are under negotiation, especially among develop-
ing countries. Regional trading arrangements are generally intended to
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reduce or eliminate trade barriers among member countries while giv-
ing discriminatory treatment for outsiders. It may seem questionable,
therefore, whether regionalism will contribute to or detract from global
trade liberalisation. However, the recent trend among developing
countries shows that the emphasis have shifted to developing an out-
ward orientation, in contrast to earlier schemes that focused on enlarg-
ing the protected markets for import substitution. Thus, regionalism
does not necessarily conflict with globalism; rather, it is more likely to
contribute to trade liberalisation as a second-best approach since it is
relatively easy to implement as well as effective as compared to mul-
tilateral agreement which takes much longer to conclude.

Indeed, the world economic environment characterised by an in-
creasing competition at a global level, a proliferation of regional eco-
nomic blocs and the growing importance of technology makes it im-
perative for a country to reappraise its economic conditions and
international competitiveness. The SEACEN countries are no exception
and the issue is crucial for them, especially with the increasing trend
of techno-nationalism. Most of them lack the necessary advanced
technology and infrastructure which are vital to enhancing competitive-
ness. They also tend to depend heavily on foreign direct investments
from the MNCs for both domestic production and exports.

2. Objectives and Scope of the Study

The main objective of this study is to analyse the current competi-
tive performance of the SEACEN countries based on the appropriate
indicators and to suggest policy implications for improvement. How-
ever, the study will focus more on providing analytical frameworks
than on coming up with a hasty conclusion of each country’'s competi-
tive standing. This is not only because competitiveness can be ad-
dressed from various points of view, but also because assessments
based on different approaches may lead to contrasting results, making
policy implications pointless.

This paper is organised into 4 chapters. Chapter II gives a broad
review of literature covering the questions of how to define interna-
tional competitiveness, the rationale behind the issue of competitive-
ness, and the recent methodologies available to assess it. Chapter 111
assesses international competitiveness of the SEACEN member countries
using a selected analytical framework. A brief overview of this metho-
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dology is discussed before a country analysis in which competitive
industries are identified and analysed in relation to the underlying
factors. Issues and problems faced by each country are also discussed.
Chapter IV summarises and concludes with some general suggestions.



Chapter II

CONCEPTUAL FRAMEWORK:
A LITERATURE REVIEW

1. Issues on Defining International Competitiveness

The analysis of international competitiveness should begin with
questions of what is international competitiveness and how to define
it, because it is not a simple concept to define and the choice of a
definition will determine the methodology of assessment. As a matter
of fact, determinants of competitiveness and the criteria of measure-
ment may also change depending on the definition, subject analysed,
and time horizon.

There are several reasons why it is not easy to define international
competitiveness. First, the coverage is so broad that it can be ap-
proached from virtually all perspectives. Indeed, international competi-
tiveness is a multi-dimensional concept which can refer to firms, indus-
tries, sectors, or countries. It also encompasses almost all factors
affecting market performance, such as policies, market structure, and
busingss practices with respect to trade, investment, technology, and
regulation. Second, it is not a straightforward answer to the question
of who competes, nations or firms. A controversy over this issue has
been raised by academicians, notably Paul Krugman who is opposed
to the discussion of competitiveness at the national level, arguing that
nations do not compete in the same way as companies do. Instead,
they may compare themselves with others. He went on to say that the
concept of national competitiveness is elusive and competitiveness is a
dangerous cbsession.? Krugman’s contention that obsession with com-
petitiveness might skew domestic policies and threaten the international
economic system is a valid point. However, it is equally true that the
economic responsibilities of a country have increased so much that it
is simply impossible to ignore its influence, and countries do compete
in the sense that they choose policies to promote higher living stan-
dards.® Although the common image of competitive struggle is one of

3. Paul Krugman, “Competitiveness: A Dangerous Obsession,” Foreign Affairs, Vol. 73,
No. 2, 1994, pp. 28-44.

4. “The C-word strikes back,” The Economist, June 1, 1996, p. 86. For further discus-
sion, see “The World Competitiveness Yearbook 1996,” International Management
Development, 1996, pp. 10-12.
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winners and losers, the pursvit of international competitiveness is not
necessarily a zero-sum game, at least in the long run. From this point
of view, it is meaningless to ask whether or not competitiveness is a
dangerous obsession. What is more important is the competitive entity
in focus, whether at a firm, industry or national level as this yields a
significant difference in measurement as well as policy implications.

In the broadest sense, strength in macroeconomic performance has
generally been considered as a country’s international competitiveness.
The ability to sustain a high rate of growth in a dynamic sense and a
high level of living standard in a static sense is the most popular
criterion. This approach looks at the GDP growth or per capila income
as the most significant indicator. One of the advantages of this view
is the simplicity of the indicators. However, GNP and GDP are not
adequate indicators because they do not include all aspects of value
added although it is assumed to be so. For example, they only account
for the monetary aspect of the economy. Progress in education, sci-
ence and technology, and social harmonisation, which are increasingly
thought to be more important in determining a country’s long term
growth potential, are not taken into consideration. Moreover, they do
not distinguish the cause of competitiveness from the result of it.’

Productivity is often deemed as synonymous with competitiveness.
Productivity in this context goes beyond the simple definition of output
to input ratio, Rather, it encompasses the elements of efficiency in
producing goods, process technology that affects the quality of the
products, economies of scale, ability to develop new products that can
be marketed at higher price, and marketing ability. Strictly speaking,
however, it is one of the underlying factors that affect competitive
standing rather than revealing competitive performance.

Export performance and current account balance have also been
used as indicators of changing competitiveness position by both jour-
nalists and academicians. It is often said that a declining export market
share is a clear sign of waning competitiveness. This aspect will be
discussed in more detail later to determine the causes with an emphasis
on either cost factors or non-cost factors.

5. “The World Competitiveness Yearbook 1996 International Management Develop-
ment, 1996, p.7.
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In the meantime, the increased importance of the MNCs compli-
cates the definition and measurement of competitiveness as it raises a
controversial question of whether it is nations or firms that compete in
the world market. For instance, let us assume that the export market
share best represents a nation’s competitiveness, and a certain country
is the home base for the MNCs specialising in electronic products with
many foreign subsidiaries manufacturing and exporting the same prod-
ucts. Assume further that exports from the subsidiaries comprise 80
percent of total exports of MNCs worldwide whose world market share
is 20 percent. The home country’s export share in the world market is
no more than 4 percent, while the host country’s export share stands
at 16 percent, four times as much as that of the home country. Does
this mean that the host country is more competitive than the home
country? Although this seems to be a technical problem concerning
measurement, it actually involves a fundamental issue of defining the
dimensicn of competitiveness.

There are several market performance indicators to look into, and
the choice will determine the subsequent policy implications. There
are also several factors that account for these market performances at
either a micro or a macro level. According to a BIS study, “Competi-
tiveness can be used to cover almost any aspect of market perfor-
mance. Product quality, the ability to innovate, the capacity to adjust
rapidly to customers’ needs, and the absence of restrictive practices in
the labour market are frequently evoked in discussions of competitive-
ness. In narrower meaning, that based on relative prices or costs.” An
OECD paper also stated that “The concept of competitiveness encom-
passes many factors that impact on a country’s macroeconomic perfor-
mance. They include productivity and technological innovation, which
in turn depend on investment in human and physical capital, and on
the institutional and structural policy environment.”” These general views,
however, are too general to provide a systematic and precise concept
of competitiveness.

6. Philip Turner and Jozef Van ‘t dack, “Measuring International Price and Cost Com-
petitiveness,” BIS Economic Papers No. 39, BIS, Nov. 1993, p.9.

7. Martine Durand, Jacques Simon and Colin Webb, “OECD's Indicators of International
Trade and Competitiveness,” Economics Department Working Paper No. 120, OECD,
1992, p. 5.
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It was not until the early 1980s when the notion of competitive-
ness, in comparison with the traditional terminology of comparative
advantage, first gained significance. Interestingly, the study of interna-
tional competitiveness was initiated in the United States which is the
biggest and the most influential economic power in the world. Accord-
ing to the Report of the President’s Commission,® “Competitiveness is
the degree to which a nation can, under [ree and fair market condi-
tions, produce goods and services that meet the tests of international
markets while simultaneously maintaining or expanding the real in-
comes of its citizens.” This is the first and one of the most often
referred to definition of international competitiveness in literature.

Since then, there have been extensive studies on the issue of
definition. Among others, the World Competitiveness Report published
since 1989 as a joint-research effort by the Institute for International
Management Development (IMD) and the World Economic Forum (WEF)
concluded that “Competitiveness is the ability of a country or a com-
pany to, proportionally, generate more wealth than its competitors in
world markets.” This definition is very similar to the Report of the
President’s Commission. Moreover, it took an eclectic approach by
defining competitiveness at both the national and firm level. Since
1996, however, due to disagreement over the approaches, the IMD and
the WEF have begun to publish separate reports. The IMD redefined
competitiveness as the ability of a country to create added value and
thus increase national wealth by managing assets and processes, attrac-
tiveness and aggressiveness, globality and proximity, and by integrating
these relationships into an economic and social model.® The WEF
simplified the definition as the ability of a country to achieve sustained
high rates of growth in per capita GDP. The IMD's definition is an
outcome of an effort to specify and stress the process through which
a country achieves competitiveness, while the WEF prefers a simpler
definition focusing on per capita GDP. This difference illustrates the
ambiguity and difficulty in defining competitiveness. However, it should
be noted that both commonly define international compelitiveness as
the ability of a country to compete.

8. “Global Competition: The New Reality,” The Report of the President’s Commission
on Industrial Competitiveness, Vol. 1, January 1985, p. 6.

9. The Institute for International Management Development and The World Economic
Forum, “The World Competitiveness Report,” 1995, p. 36.

10. “The World Competitiveness Yearbook,” IMD, 1996, p. 6.

10
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It is Michael E. Porter who first viewed competitiveness as a sys-
tem consisting of many relevant factors that are dynamically interacting
and reinforcing one another. He is accredited with introducing the
notion of competitive advantage that has been widely accepted in most
contemporary literatures, replacing the conventional notion of com-
parative advantage and even competitiveness. He identifies determi-
nants of competitive advantage in the so-called system of the national
diamond: factor conditions, demand conditions, firm strategy, structure,
and rivalry, related and supporting industries, chance events, and the
role of the government. He avoided the controversy over the entity of
competition by stressing the importance of the national environment in
which firms are born and compete. Specifically, he addresses competi-
tiveness from the industrial perspective in which individual firms strive
to gain competitive advantage. He pointed out that a nation’s firm may
initially draw their competitive advantage from just cne determinant,
but to sustain it will require others. Eventually, the clustering of com-
petitive industries is the key to sustaining and improving competitive
advantage. A nation is deemed competitive if clusters of competitive
industries exist."

Apart from the above, there are many other definitions. TFor
instance, one of the reports from the World Bank'? viewed competitive-
ness as a country’s long-run potential for growth and the creation of
an economic structure and export composition that adjusts flexibly to
the rapidly changing patterns of world demand. The Union Bank of
Switzerland, sharing the view with the IMD, defined it as the ability of
a country to attract and retain enterprises that develop better products
and produce, market, and service these products more cost-effectively
in world markets.”

On the whole, no matter what the definition of international com-
petitiveness is, there is a tendency to analyse it at a national level.
Another common factor is that a country’s competitiveness depends on
its ability to take advantage of opportunities in the international market.

11. Michael E. Porter, “The Competitive Advantage of Nations,” Free Press, 1990.

12. Hamid Alavi, “International Competitiveness: Determinants and Indicators,” The World
Bank Industry and Energy Department, Mar, 1990, p. 2.

13, “Corhpetition Among Nations,” UBS International Finance, Union Bank of Switzer-
land, Autumn 1993, p. 3.
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2. Theoretical Development

The complexity of defining international competitiveness requires
a comprehensive literature review of related theories not only because
it might help to guide the direction and confine the scope of the study,
but also because it might shed some light on the implications of trade
policies for developing countries. A wide range of sub-disciplines in
economic theory should be covered ranging from international trade
and investment theory to technology and growth theory, as the concept
of international competitiveness encompasses almost all these aspects.
However, the need to keep the study within focus requires that the
review of the theories will be confined to core elements only.

2.1 International Trade Theory
2,1.1 Comparative Advantage

The theory of international trade has evolved in line with the
rapidly changing world economic environment. Questions of why
nations trade, what are the gains from trade, how trade pattern is
determined have been the central issues of concern of trade theory.
Determinants of trade and its pattern, however, have been changing as
technology progresses and the trend of globalisation advances.

Adam Smith is accredited with introducing the notion of absolute
advantage, which means a nation specialises in and exports a product
if it is the world’s lowest-cost producer. Since his assertion was based
on the labour theory of value, it can be interpreted that nations have
different labour productivity. In a hypothetical world of two countries
and two products, if one country produces both products at lower
costs, it may follow that either one country exports both products or
they do not trade at all. Both of these results seem to be unrealistic.

Refining this notion, David Ricardo articulated the doctrine of
comparative advaniage, which means that a nation may export a
product even when it is not the lowest-cost producer as long as it can
produce the goods relatively cheaper than the other nation. Conse-
quently, in the same hypothetical world as mentioned above, trade can
still occur.  In this case, each nation can benefit from trade through
the international division of labour which enables both countries to
achieve higher levels of utility. In conclusion, the pattern of specialisation

e

12



Conceptual Framework: A Literature Review

and trade depends not upon the absolute but upon the relative costs
of production, and trade is not a zero-sum game as it offers an oppor-
tunity for mutual gains to all trading nations. Comparative advantage
had been considered a synonym to international competitiveness until
recently when the notion of competitive advantage began to replace it.

The comparative advantage doctrine was further developed and
formalised by neoclassical economists, notably Heckscher and Ohlin.
According to the Heckscher-Ohlin (H-O) theorem, a country has a
production bias towards, and hence a tendency to export, the commo-
dity that uses intensively the factor with which it is more abundantly
endowed. This doctrine is based on fairly strong assumptions that
include: identical tastes and production technology across countries; no
scale economies; no international factor mobility; a perfectly competi-
tive market with two factors of production, namely land and labour;
substitutability among these factors; and, no transportation costs.!

A subtle but important difference between the Ricardian theory
and the H-O theorem lies in the treatment of production technology,
which drew little attention at the time when the theories were first
introduced, but later became one of the most decisive factors of com-
petitiveness. The Ricardian model considered production technology
as different among nations, while the H-O thecrem assumed it is
identical across countries. Under the Ricardian model with one input
and two goods, the only factor that distinguishes the production cost
of one good from the other is labour productivity, which is basically
a ratio of output to input. The H-O model with two inputs and two
goods, on the other hand, specifies the productivity, at least in tech-
nical terms, as identical across countries. Man-hours and acres of land
used in producing each unit of both goods, say cloth and foed, are the
same in both countries. The only difference is the factor intensity. For
example, cloth is more labour intensive while food is more land inten-
sive. The factor intensity is determined by the abundance of factors
of production which is endowed in the country.

14. Ronald W. Jones, and Peter B. Kenen, ed. “Handbook of International Economics,”
Vol 1, North Holland, 1984, pp. 14-21.
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The empirical testing of the theorem has been extensive, yielding
various results.”® The main extension to the simple H-O model is to
take into account explicitly human capital endowment or skill variable
as a third factor of production.’® The skill variable has performed well
in empirical tests which conclude that industrial countries enjoy com-
parative advantage in exporting products that require greater or more
advanced skills, and developing countries in those that require less or
simpler skills.

In general, the notion of comparative advantage based on factors
of production has intuitive appeal, and factor costs have certainly
played a significant role in determining the trade patterns in many
industries.  Nevertheless, the orthodox trade theory of comparative
advantage failed to explain such international trade phenomena as the
growing trend of intra-industry trade, the emergence of the newly
industrialising countries, and so on. Numerous attempts have been
made to overcome the limitation of the traditional trade theory, both
within and beyond the neoclassical framework. They include the new
trade theory, the industrial organisation theory, and the neo-technology
theory.

2.1.2 New Trade Theory

The new trade theory grew out of an attempt to amend and to
develop traditional trade theory within the neoclassical analytical frame-
work. The new theory does not reject comparative advantage as a
determinant of international trade, but supplements it. It expanded the
analytical scope to the firm level and integrated industrial organisation
concepts with international trade theories. It has both positive and
normative aspects. The latter is a basis for strategic trade theory.

15. The Leontief Paradox attracted a whole body of research: on one hand, to save the
theorem; on the other hand, to challenge and to find new rationales for it. The
former developed into neo-factor proporstions theory, while the later developed into
technology theory of trade.

16. In transition to this, capital and labour had been considered two primary factors of
production within the mainstream neoclassical framework replacing traditional factors
of land and labour.
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Positive Theory

The positive version of the theory'” considers the sources and
nature of international trade as well as production specialisation. Tt
relaxes some of the most restrictive assumptions under the traditional
theory, such as assuming economies of scale with monopolistic competi-
tion, and fits them into a general equilibrium framework. Other forms
of market imperfection such as externalities, and technical progress are
also taken into consideration.

It is argued that scale economies can play a crucial role in
determining the pattern of trade. Scale economies apply to individual
product varieties within an industry characterised by a common tech-
nology. In other words, firms in one industry produce differentiated
products even in the absence of comparative factor advantage. Con-
sequently, trade in similar goods that belong to the same industry,
namely intra-industry trade, takes place.” Product differentiation driven
by economies of scale at the firm level is the source of intra-industry
trade, while comparative advantage still applies at the industry level
determining the pattern and volume of inter-industry trade.

In addition, technical change that results from substantial R&D and
a learning curve® also enables firms to export even if they might have
a comparative disadvantage. This explains a predominance of devel-
oped countries in some industries where they take advantage of being
the “first movers” or “head starters” even though they do not have
advantage in terms of factor cost.

In summary, virtually every market imperfection creates a rationale
for trade even if factor costs are equal across countries. Nonetheless,
the central issue as to why firms based in some countries are major
traders of certain products remains unanswered.

17. See E. Helpman and P.R. Krugman, “Market Structure and Foreign Trade: Increasing
Returns, Imperfect Competition, and the International Economy,” MIT Press, 1985.

18. Although it has become a world-wide phenomenon, the initial focus was on the
intra-industry trade among developed countries where industrial structure and tech-
nological progress are similar, because traditional trade theory was not able to
explain it.

19. A learning curve relates unit cost to cumulative output. The curve is downward-
sloping, which reflects the effect of experience gained through production on costs.
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Normative Theory

The normative implication of the theory is the most controversial
area of the new trade theory, because market imperfections not only
prompt strategic moves of firms but also justify an activist government
role. It is argued that government policy can play the same role in
international competition that strategic moves play in domestic compe-
tition. A government, by subsidising exports, could allow national
firms to counter aggressive moves, and thus deter competition by
foreign firms. Such a strategic trade policy can raise national income
at other country’s expense by shifting monopoly rents from foreign to
domestic firms, unless the foreign government retaliates.® A number of
highly sophisticated studies have been conducted on the issue with a
conclusion that policy recommendations in this area are very sensitive
to the subtle aspects of competition.?” Indeed, most of the new trade
theorists tend to display considerable caution in the policy conclusions
of their analysis.?

Also important is the implication of externality of trade policy.
Since technological innovation is likely to generate valuable spill-overs,
it is tempting to say that a promotion of certain high-technology sectors
which generate large spill-overs through protection might raise national
income. Most of the policy makers of many nations seem to be pre-
occupied with this idea. However, the empirical results turned out
mixed.

In the normative sense, the difference between the traditional
theory and the new theory is the question of whether the trade policy
of a country can influence its national income and affects the income
of others. The new theory starts with a premise that there may be
strategic sectors after all, while the conventional approach views that
there are no such sectors where labour and capital either directly

20. James A. Brander, “Rationale for strategic trade and industrial policy,” Strategic Trade
Policy and the New International Economics, Paul Krugman, ed.,’ MIT Press, 1986.

21. For example, Brander and Spencer showed that with Coumot competition, an export
subsidy will raise national income. Eaton and Grossman showed, however, that if
firms compete on prices rather than quantities, then an export tax turns out to be
the right policy. This is due to one of drawbacks of Cournot model which assumes
quantities are set by physical capacity constraints. See Eaton and Grossman (1986).

22. See, for example, Brander and Spencer (1984), p. 204.
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receive a higher return than they would elsewhere or generate special
benefits for the rest of the economy. However, the answer to this
question is not straightforward. There are several reasons for not
supporting the government's strategic policy. Firstly, there is no clear
delineation of strategic sectors. Secondly, the efficacy of policy to
promote the sectors is questionable. And lastly, based on experience,
the implementation of the policy does not guarantee objectivity and it
may cause other governments to retaliate®

The new trade theory was initially developed in an attempt 1o
explain the occurrence of intra-industry trade among developed coun-
tries. However, its policy implications have exerted a pervasive influ-
ence on most developing countries. For example, the success of NIEs
is often attributed to the role of government intervention through in-
dustrial and trade policies. Although the new trade theories are not
intended to advocate protectionism, its conclusion has been widely
used to support protectionism under the guise of strategic industrial

policy.
2.2 Technology Theory of Trade

Technology-oriented theories of trade have grown out of efforts to
explain trade and investment in particular industries where technologi-
cal differences are important. They dated back to early 1960s, even
before the birth of the new trade theory, in line with other efforts to
solve difficulties raised by the Leontief Paradox in 1954. Unlike neo-
classical theorists, this school of thought basically shares the same view
with the Ricardian theory which rests on technological differences in a
broader sense. Their common feature is an emphasis on technological
change and the resulting pattern of trade in new products. The idea
later shed some light on the new trade theory in that technological
innovation itself is an externality.

The first major theoretical study was the technology gap model
conceived by Posner.* He observed that as new products and pro-

23. See Paul R, Krugman, “New thinking about trade policy,” Strategic Trade Policy and
the New International Economics, Paul R. Krugman, ed., The MIT Press, 1986, pp.
15-20.

24, M.V. Posner, “International Trade and Technical Change,” Oxford Economics Papers,
vol. 13, no. 3, Oct. 1961.

17



International Competitiveness Of The SEACEN Countries

cesses are continually being developed, the country in which these
innovations occur will enjoy a technological advantage and higher
exports over its trading partners for some time until this technology
diffuses and the technological gap closes. Although he did not formu-
late a formal model, his contribution was to describe the dynamic
process in which technological progress is continually being made and
existing technologies are being transferred to other countries.

Another attempt to explain trade in terms of technology is the
Vernon’s product cycle hypothesis,® which departs from the theory of
comparative advantage by rejecting both factor proportions and com-
parative costs as factors determining the location of production - and
later export - of new products. Instead, he advocated that new prod-
ucts will be first produced in, and later exported, from the country
where they are first demanded. Then, as the product matures and
becomes standardised, production moves to a location of lower cost.®
However, the adequacy of the product cycle model has been ques-
tioned as the growth and spread of MNCs has lessened the need for
production of new products to start near their markets. The presence
of MNCs and their growing role have indeed undermined part of the
rationale for the model in that production can be initiated in develop-
ing countries even before its life cycle comes to an end in developed
countries. In fact, the model is basically an analysis of the behaviour
of an individual innovating firm in a developed country.”

In contrast, the “flying geese” paradigm describes the situation of
a developing country, where the cycle begins with the product intro-
duced through import rather than innovation. The economic growth
of a developing country is explained through its leadership-emulation
interaction with developed countries. It industrialises and goes through
industrial upgrading step by step by capitalising on the learning oppor-

25. Raymond Vemon, “International Investment and International Trade in the Preduct
Cycle,” Quarterly Journal of Economics, May 1966, pp. 190-207.

26. A major distinction between Posner’s technology gap and Vernon’s product cycle can
be made in that the former emphasizes newness in terms of time while the latter
emphasizes product differentiation as opposed to standardization. However, empiri-
cal test by Hufbauer (1970) shows that advanced countries tend to export products
that are both new and differentiated, which supports both Posner and Vernon.

27. For modified version of the hypothesis, see Raymond Vernon, “The Product Cycle
Hypothesis in a New International Environment,” Oxford Bulletin of Economics and
Statistics, Nov. 1979, Vol. 41, pp. 255-267.
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tunities made available through its external relations with the more
advanced countries.®

Despite its initial purpose of explaining the growth of U.S. multi-
nationals, Vernon’s idea was applied to trade and investment by other
countries and became part of the literature of neo-technology explana-
tion of international trade. The neo-technology theories differs from
the traditional trade theory in that they reject most neoclassical assump-
tions of efficient markets with identical production functions, equal
access to knowledge, identical tastes, small firms and homogeneous
products. Rather, the theories identify differences based on technology
and taste as key determinants of comparative advantage. Comparative
advaniage is created by individual firms operating in imperfect markets
rather than by factor-endowments. Innovation is not only the major
driving force of comparative advantage but also gives rise to trade and
investment. Accordingly, the theory suggests that developing countries
have comparative advantage in low technology industry since
standardised and marture products are not subject to technological in-
novation. In other words, developing countries are by and large
passive recipients of mature technology from industrial countries, and
the best policy is to allow {ree trade and to acquire technology through
direct foreign investment.® It also predicts that much of the trade
resulting from this force is within rather than among industries with
broadly similar factor requirements.

The technology theories have identified an important set of vari-
ables that can help to explain trade. All these variables relate to the
creation of new products or processes by technological changes. They
also relate to the special knowledge of individuals, firms, and countries
that enable them to develop and exploit technologies. Recent literature
on technology theory tends to view technology as a complex bundle

28. The idea was originally conceptualized as a general theory of economic development
in the early 1930’s, and is in essence a “carching-up cycle” model constructed from
a latecomer's point of view. See Kaname Akamatsu, “A theory of unbalanced growth
in the world economy,” Welrwirtschaftliches Archiv, Vol. 86, 1961, pp. 196-215.

29. ‘This prediction is challenged by recent success of the Asian NIEs, where a rapid
development of domestic technology had occurred not only through successive
adaptation of imported technology to local conditions but also efforts to build up
independent capability to develop domestic technologies, although these were minor
technological developments rather than major breakthroughs in the fronter of knowl-
edge.
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of information - both tacit and codified - as well as physical capital.®
Both existing technologies and innovation require tacit knowledge that
is specific to particular products, processes, firms and markets. The
theory also recognises that it is individual enterprises, rather than in-
dustries, that invest in technology creation, and thus, in turn, link up
with the theory of international investment.

Thanks to this philosophy, technological progress has emerged as
the most significant factor determining growth and competitiveness of
a country. The cross-sectional evidence also suggests that the relative
technological capabilities of each sector in each country explain the
export share in the world market, which is used as a proxy for com-
petitiveness.*

2.3 Growth Theory

The use of technological progress to explain trade necessitates a
review of growth theory in which technological change plays a key
role. In addition, given that economic growth can be viewed as an
indicator of international competitiveness, the identification of major
determinants for growth will also be beneficial to our analysis.

A neoclassical growth model developed by Sclow assumed that
the two-input production functions, which are subject to a constant
return to scale, are identical across the border, while savings rate,
population growth rate, depreciation rate of capital, and technological
progress are exogenously determined. Among others, the model shows
that: () each economy converges to its own steady-state regardless of
initial conditions in the long run; (i) the steady-state level of income
depends positively on the rates of savings and negatively on population
growth; and, (i) the steady-state growth rate of per capita income
depends only on the rate of technological progress. As such, it implies
that poor countries tend to grow faster than rich countries with the

30. Conventional wisdom has often said that technology takes two forms: codified infor-
mation or disembodied technology, and capital goods or embodied technology. This
inevitably implies that the technology is readily transferable.

31. See Luc Soete, "A General Test of Technological Gap Trade Theory,”
Weltwirtschaftliches Archiv, Vol. 117, 1981, pp. 638-660, and Jan. Fagerberg, “Inter-
national Competitiveness,” The Economic Journal, Vol. 98, 1988, pp. 355-374.
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magnitude of income differences being proportionate to differences in
savings rate.?

This model has attracted both criticism and support. The main
criticism is the assumption that technological progress is exogenous
when it is commonly accepted that technology is the sole explanatory
factor of a long-run economic growth. The model is alse not sup-
ported by empirical evidence. Income disparity observed across coun-
tries is much greater than the model predicts. Per capita income
growth rates have little correlation with the initial level of income.
Variations in rates of return to capital across the border are observed
to be less than what the model predicts. Finally, the share of capital
is observed to be greater than what can be inferred from the model.®

With new insights, the “endogenous growth theory” was postu-
lated to overcome these shortcomings. It allows technological progress
as an endogenous variable on the basis that such progress results from
capital accumulation and investment in human resource development.®
They expounded the various channels through which growth can occur
endogenously. Lucas examined the interaction of physical and human
capital accumulation as well as the interaction of trade and develop-
ment.* By introducing human capital into the neoclassical model, he
exhibited sustained per capita income growth from endogenous human
capital alone and no external engine of growth was required. With
regard to trade, taking human capital accumulation to be specific to the
production of particular goods and to be acquired on-the-job or through
learning-by-doing in an cpen economy model, he argued that each
country produces goods for which its human capital endowment suits
it. Countries accumulate skills by doing what they are already doing,

32. Robert M. Solow, “A Contribution to the Theory of Economic Growth,” Quarterly
Journal of Economics, 1956, pp. 65-94.

33. N. Gregory Mankiw, “The Growth of Nations,” Brookings Papers on Economic Ac-
tivity, Brookings Institution, 1995, pp. 281-295.

34. The theory varies depending upon the source of technological progress: productivity
improvement through learning-by-doing by Romer (1986) and Young (1991); human
capital accumulation by Lucas (1988), Becker and Tamura (1991); and investment in
R&D by Grossman and Helpmann (1990).

35. Robert E. Lucas, Jr., “On the mechanics of economic development,” Journal of
Monetary Economics, Vol. 22, 1988, pp. 3-42.
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intensifying whatever comparative advantage they begin with. Mean-
while, he also pointed out that a country should not be locked in this
initial pattern of production due to the external forces that would
enable the country to create comparative advantage in other goods
over time. Barro’s empirical study showed that a poor country tends
to grow faster than a rich country, but only for a given quantity of
human capital: that is, only if the poor country’s human capital exceeds
the amount that typically accompanies the low level of per capita
income.*

One of the important implications of this model is that growth
would be higher with more investment in human capital because of the
spill-over effects of human capital accumulation. Hence, 2 government
subsidy to human capital formation or schooling could result in a
substantial economic growth.

2.4 Foreign Direct Investment and Multinational Corporations

Foreign direct investment has emerged as one of the key policy
issues for most developing countries in pursuit of industrialisation.
With a few exceptions, most of them welcomed FDI on the ground that
FDI enabled them to gain access to both resources and market as well
as an opportunity to restructure their economies. FDIs are mainly by
the MNCs which conduct a wide variety of economic activities from
global perspectives with proven efficiency. As noted in the previous
chapter, the past decade has shown that MNCs is the most important
mechanism for international integration. With improvements in transpor-
tation and information technologies, FDI and MNCs have become
preconditions for much deeper economic integration.

Reviewing MNCs from an international trade perspective is impor-
tant as it broadens the conclusions of the new trade theory, which are
basically limited to the notion of clearly defined national firms compet-
ing with the national champions of other countries. The inclusion of
MNCs extends the framework to multiplant and multiproduct produc-
tion which is also subject to scale economies, market imperfection, and

36. He also provided some empirical evidence regarding fertility rates, government ex-
penditure, and so on. See Robert J. Barro, “Economic Growth in a Cross Section of
Countries,” Quarterly Journal of Economics, 1991, pp. 407-443.
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other externalities. Thus, MNCs can be treated as a special case in a
broader framework of trade and technology theories.

As a matter of fact, MNCs can be in non-FDI forms, such as joint-
venture, subcontracting, licensing, and franchising. Despite the unique-
ness of each activity, most studies have centred around FDI and MNCs.*
Since multinationals are defined as firms that engage in direct foreign
investment either by acquiring a substantial controlling interest in a
foreign firm or setting up a subsidiary in a foreign country® it is
difficult to separate FDI and MNCs in any analysis.

Analysis of FDI by MNCs should be approached from two different
perspectives: MNC itself and host countries. For the former, Dunning’s
Ownership, Location and Internationalization (OLI) framework well
describes the rationale behind FDI by MNCs. The ownership refers to
a firm’s advantage in a product or a production process which other
firms do not have. It could also be something intangible, like a trade-
mark or reputation for quality. The concept of knowledge-based firm-
specific assets or knowledge capital is another expression of the own-
ership advantages. It follows that FDI by MNCs is noticeable in particu-
lar industries which require firm-specific assets.®” A location advantage
refers to such factors as tariffs and quotas, transportation costs, cheap
factor prices, and access to customers, which makes it more profitable
to produce the products in the foreign country rather than at home and
subsequently export them. Internationalisation advantage, in spite of
its ambiguity, is based on the argument that the product or process is
better exploited within a firm than farming it out to outsiders through
licensing or selling the blueprints.®©

37. Caves (1971) contributed much to incorporating MNCs explicitly in the discussion of
direct foreign investment.

38. James R. Markusen, “The boundaries of Multinational Enterprises and the Theory of
International Trade,” Journal of Economic Perspectives, Vol. 9, Spring 1995, p. 170.

39. An analysis on FDI in East and South East Asian developing countries shows that FDI
is significant in consumer product industries where international brand name is
important and in high-tech industries where the scope for unpackaging the technol-
ogy is more or less limited, while FDI plays a relatively small role in a range of
traditional labour-intensive industries. See Hall Hill and Brian Johns, “The Role of
Direct Foreign Investment in Developing East Asian Countries,” Weltwirtschaftliches
Archiv, Vol. 2, 1985, p. 373.

40. John H. Dunning, “International Production and the Multinational Enterprises,” Lon-
don, George Allen and Unwin, 1981.
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From the host country’s perspective, focus has been put on FDI by
MNCs towards developing countries, because decisions of FD! among
industrial countries are usually made at firm level while FDI to devel-
oping countries is in most cases determined by the government. FDI
usually provides a package of wealth-creating assets to host countries,
adding to the capital stock and increasing output and employment. It
is generally believed that MNCs not only create assets and provide
access for the firms belonging to their corporate system, but also
provide indigenous firms with access to the resources available in the
parent companies, such as capital, innovation, technology, skilled hu-
man resources and efficient organisational and managerial practices.!
Foreign affiliates in developing countries have often acted as conduits
for the transfer of these resources, presumably contributing to im-
proved performance of the economy as a whole.

The competitiveness of firms in general depends not only on the
access to these assets, but also on their ability to penetrate markets that
are large enough to exploit them fully and most efficiently. FDI tends
to enhance MNCs' capability to reach international market not only
through cross-border trade but also through their foreign affiliates. The
latter is very important in the sense that it enables MNCs to secure
markets that are cotherwise impossible to reach without proximity to
customer, to expand markets that are difficult to service from a distance
and to respond promptly to changing customer tastes and market
conditions. These activities also create market opportunities for other
firms in both host and home countries, as long as they are linked to
the MNC system. For host countries, and especially developing coun-
tries that are striving to industrialise, FDI by MNCs helps directly to
raise output, and indirectly through linkages and competition, on con-
dition that MNCs do not overwhelm the indigenous firms in competi-
tion. 2

The access to various resources and markets provided by MNCs is
a direct and first-hand effect on both home and host countries. In the
longer run, however, countries need to restructure economic activities

41. However, FDI constitutes a relatively small portion of total domestic investment. See
Hill and Johns, op cit., p. 378.

42. “Transnational Corporations and Competitiveness,” World Investment Report, 1995,
U.N.
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to further improve their performances. This must be an ongoing
process across sectors, industries or types of activities within an indus-
try. There are a number of successful industrial restructuring experi-
ences as exemplified in Asia, notably in the case of Japan followed by
Korea and Taiwan in 1980’s and by South East Asian countries more
recently.

The recent version of the “flying-geese” paradigm, which incorpe-
rated an MNC dimension into the Akamatsu’s flying geese paradigm,
well explains the significant role of MNCs in the advancement of many
developing countries. The basic idea is that MNCs set up foreign
production bases at the very beginning of the product cycle without
first exploring the host country market through export. When the host
country imposes both exports and local content requirements, and if it
is successful, both production and exports of producer goods will take
place almost simultaneously at the early stage of industrial development
without much time-lag after the production of consumer goods.®

Although it is true that MNCs have played a main and essential
role in restructuring economies of both home and host countries, we
need to be cautious in generalising the results and in constructing a
model. One of the reasons is that issues concerning MNCs are more
often related to a wide range of policy options that may easily lead to
controversy, depending upon the nature of economies and the degree
of development as well as national attitude or sentiment towards MNCs.
The assessment can become more complex if it is made at the national
level # The issue is whether both home and host countries benefit from
the MNCs' improved competitiveness, taking into account that MNCs
may invest abroad to maintain or increase their own competitiveness.
Does FDI, like trade, create a win-win situation by contributing to an

43. Kiyoshi Kojima and Terutomo Ozawa, “Toward a theory of industrial restructuring
and dynamic comparative advantage,” Hitotsubashi Journal of Economics, Vol. 25,
Dec. 1995, pp. 135-145.

44, For the SEACEN countries, some empirical results show that the impact of foreign
direct investment on GDP growth, exports, and employment varies across the country
with both positive and negative correlations. Moreover, transfer of technology was
revealed as disappointing or minimal. See Azizah Talib, ed. “Foreign Direct
Investment in the SEACEN Countries,” The SEACEN Centre, 1994, pp. 33-48.
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increase in global welfare? The answer is partly found in the recent
trend of joint ventures. Many companies from countries with signifi-
cantly different income levels attempt to complement their strengths
through strategic alliances, because few companies possess all of the
competitive advantages in today’s global competition.®

2.5 Business School Approach to Competitiveness

As competitiveness encompasses almost all aspects of activities of
firms, industries, and nations, it is also a subject of intensive study in
business schools. As mentioned earlier, Porter not only introduced the
term competitive advantage, but also conceptualised it as a system. His
idea is actually best described as a conceptual framework rather than
a testable theory. It is worthy of a review because his framework is
so comprehensive as to embrace most of the relevant theories, It has
also been widely used in most of the recent studies on international
competitiveness, despite certain variations in details. The review here
will be focused on a few salient features, which are considered relevant
to this study.

As mentioned in the previous section, Porter considers competitive
advantage as a system which consists of four major determinants, namely:
() factor conditions; (ii) demand conditions; (iii) existence of related
and supporting industries; and, (iv) firm strategy, structure and rivalry.
Two other determinants are also important, namely the role of govern-
ment and chance (see Figure 2.2.1). While factor conditions are the
most important as a single element, the interaction of all the factors in
the system is what ultimately pushes firms to innovate and attain world
leadership.

45. Robert R. Miller, et al., “International Joint Venture in Developing Countries,” Inter-
national Finance Corporation Discussion Paper No. 29, The World Bank, p. 4.
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46. Michael E. Porter, “Competitive Advantage of Nations,” Free Press, 1990, p. 127.
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Porter’'s framework is basically a microeconomic approach that
focuses on the conditions specific to firms and industries, although he
attempts to analyse competitive advantage of industries in a national
setting.  Arguing that a nation can never be competitive in all indus-
tries, he defined a competitive nation as one in which clusters of
internationally competitive indusiries exist. A nation’s successful indus-
tries are usually linked through vertical or horizontal relationships. In
other words, they have a strong tendency of clustering. Once a cluster
is formed, the whole group of industries becomes mutually supporting,
and eventually challenge its competitor to compete in new ways. The
presence of a cluster of industries expands and accelerates the process
of factor creation as one competitive industry begets another. As clus-
ters develop, resources in the economy flow toward them and away
from isolated industries that cannot deploy the resources productively.
Indeed, industry clustering is observed to be a central feature of ad-
vanced economies.

It should be noted that his framework, unlike the new trade theory,
deemphasises the role of government intervention in promoting
industries. Instead, he argued that government policies should be
confined to facilitating a conducive environment for innovation and
dynamic competition among firms. This includes an efficient educa-
tional system, adequate infrastructure, R&D programs, strict enforce-
ment of standards, strong antitrust policies, deregulation of industries,
and so forth.

3. Indicators of International Competitiveness

Measuring international competitiveness is the central concern of
this research. As a matter of fact, there are as many as or more ways
of measuring international competitiveness than those suggested in the
current literature.” It is also true that one indicator can capture only a
part of the whole picture of competitiveness. Furthermore, many indi-
cators of competitiveness are qualitative. Even with a well-defined
conceptual framework, it is very much a matier of choices and com-

47. For example, a number of different measures of competitiveness may be advanced
for one and the same definition, say REER, depending upon the components used
to construct them, geographical coverage, and the level of aggregation of markets
and competitors.
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promises after taking into account the availability of data, and trade-offs
among different criteria and objectives. It might be tempting to say that
none of the existing indicators of competitiveness can be used satisfac-
torily. However, this does not necessarily mean that no single indicator
is adequate for a given purpose. It may not be crucial to take into
account all influences that determine competitiveness. One indicator
may serve as a good yardstick of competitiveness as long as it is
defined and specifically designed for particular purposes.

This section introduces various indicators of competitiveness with
a view to providing a reference point for further research. The existing
methodologies are grouped into traditional approach and systems ap-
proach. The former provides the measurement in a traditional sense
of comparative advantage with emphasis on the various aspects at both
micro and macro level. The latter which has been developed recently
deals with competitive advantage as a system. Since competitiveness
is increasingly viewed as a systemic and dynamic phenomenon, the
latter is discussed in detail.

At the outset, one should note that competitiveness is a dynamic
and evolving self-reinforcing system. As creative factors are structured
and utilised to enhance economic performances, the performances are
feedbacked to reinforce creative factors. Thus, causes and effects be-
come inseparable, making it difficult to distinguish one from the other
in practice. Nevertheless, it is useful to make a distinction between
competitiveness as a result of economic activities as a whole and the
determinants or factors of competitiveness. An analogy is that the symp-
toms determine the diagnosis, but the causes are what the prescription
is based on. The appropriate prescription can only be made out of
accurate diagnosis and prudent tracking of the relationship between
causes and symptoms. As such, the economic performances should be
the point of departure, with one caveat that wealthy countries are not
necessarily competitive.

3.1 Traditional Approach

The most popular indicators of competitiveness are: the rate of
GDP growth, productivity growth, trade performance, and changes in
relative prices. In fact, GDP growth and trade performance are the two
most commonly used indicators. It can be argued that GDP growth is
the ultimate indicator of a country’s overall competitiveness if competi-
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tiveness is defined to mean an ahility to increase national welfare. It
is also a broad summary measure as it already includes trade balance.
However, competitiveness in the international setting is better and
more directly represented by trade performances. Meanwhile, produc-
tivity growth is one of the major explanatory variables underlying GDP
growth as well as trade performance. Similarly, changes in relative
prices also influence trade performance and GDP growth eventually.

3.1.1 Productivity

Productivity measures the amount of inputs that are needed to
produce a given level of output, and thus reflects the efficiency with
which inputs are used. Depending upon the type of inputs, the most
common measures of a single factor productivity are labour producti-
vity and capital productivity. The former refers to output per unit of
labour input, whereas the latter is output per unit of capital. In the
simplest measurement, labour productivity is calculated as GDP per
total employment, and capital productivity is calculated as GDP per
gross capital stock. According to the Ricardian model, productivity
growth can also be interpreted as a source of changes in comparative
advantage as specialisation of production and thus export of goods
depend upon relative productivity of labour between trading partners.

These measures concentrate on one of the two factors of produc-
tion, reflecting changes in the amount of capital stock used by each
worker, i.e., capital-labour ratio, as well as changes in each factor’s
productive efficiency. Hence, it is often the case that increased labour
productivity has come about through increases in the capital-labour
ratio.  This substitution effect may simultaneously result in slower
increases, and even declines, in the productivity of capital %

In reality, however, the measurement of productivity is extremely
complicated because of the multiplicity and varying quality of inputs
and outputs.” When comparing across countries, differences in price
and quality of inputs and outputs as well as in measurement con-
vention will further complicate the measurement problem, and often
undermine the validity of the study.

48. “World Economic and Social Survey 1995,” United Nations, 1995, p. 228.
49. Irfan ul Haque, op cit,, 1995, p. 24.
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On the other hand, wtal factor productivity (TFP) uses a set of
weights to aggregate multiple inputs and outputs into a single measure.
Although there are many ways to measure TFP, its growth is generally
estimated as the difference between the rate of growth in output and
the average rate of growth of inputs with each input being weighted
by its share of factor income.” In the neoclassical growth theory, TFP
is interpreted as the rate of technological change. Under the assump-
tion of a constant return to scale, the increase in output which is
greater than what is projected by the constant return to scale represents
technological progress. In fact, TFP reflects not only technological
innovation but also improvements in skills and/or motivation of
workforce, in management and organisation, and the presence of in-
creasing returns to scale. In addition, TFP also reflects productivity
changes due to exposure to foreign technology through exports or FDI
inflows.

However, TFP is open to criticism not only for its extremely restric-
tive assumptions but also for using residual as a proxy as it contains
all other measurement errors.” It is also argued that TFP shows only
the weighted average of the increase in factor rewards>  Even so,
considerable empirical evidence showed that there is a close and sta-
tistically significant positive correlation between productivity growth
and per capita income growth, especially for industrial countries. The
same relationship has been found in a cross-section analysis of
industrialising developing countries especially with regard to the pro-
ductivity growth in the manufacturing sector.®

3.1.2 Relative Price

The price competitiveness indicators act as a yardstick of price
competition between producers located in different countries. To com-

50. This holds under standard neoclassical assumptions as proposed by Solow.

51. See J.W. Kendrick, “Totai Factor Productivity - what it does and does not measure,”
Technology and Productivity: The Challenge for Economic Policy, Paris, OECD, 1991,
pp. 133-148.

52. Irfan ul Haque, op cit., 1995, p. 26.

53. For the regression results of developing countries, see Irfan ul Haque (1993), p. 20.
However, Alwyn Young provided contrasting results showing that the East Asian
Miracle was achieved simply by the continuously increased inputs instead of im-
proved total factor productivity, which attracted a lot of debate. See Alwyn Young,
“The Tyranny of Numbers: Confronting the Statistical Realities of the East Asian
Growth Experience,” NBER Working Paper No. 4680, March 1994.
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pute these indicators, one has to clearly specify each of the elements
of competition, namely, the products, the markets and the countries. In
addition, as these indicators are defined as a weighted average of price
differentials, it is important to use an appropriate weighting scheme,
depending on the aspect of competition and trade performance in
focus. For example, the real effective exchange rate (REER) index is
designed to measure price competitiveness from an overall perspective
while the import competitiveness index and export competitiveness
index measure competitiveness from a narrower and more specific
point of view. There are also some other indicators which measure
changes in profitability of producing goods for exports, compared with
producing for the domestic market.

The REER index is one of the most popular indicators of price
competitiveness as it is designed to capture the whole picture of price
competition. It is assumed that movements in the REER are associated
with changes in a country’s balance of trade in goods and non-factor
services.®® The nominal effective exchange rate (NEER) is a weighted
average of various bilateral rates, the choice and weights of which
reflect their relative importance to the economic issue being analysed.
The REER is obtained by deflating the nominal rate by a similarly
weighted average of foreign prices or costs™ relative to those at home.
The choice of the weighting scheme, the base period, and the curren-
cies and prices to be included in their respective baskets, has generated
a large volume of literature. Despite this, the REER is widely used
among policy-makers as well as prominent international organisations
because it is easy to calculate and obtain data.¥

54. For detailed comparison of various indicators, see Philip Turner and Jozef Van ‘t dack
(1993). For import and export competitiveness index, see Martine Durand, et al.
(1992).  For details of indicators based on profitability, see Leslie Lipschitz and
Donogh McDonald (1991).

55. lan W. Marsh and Stephen P. Tokarick, “Competitiveness Indicators: A Theoretical
and Empirical Assessment®, IMF Working Paper, No. 29, 1994, p. 2.

56. Traditionally, a distinction is drawn between REER defined in terms of relative price
and that defined in terms of relative costs. Turner and Van't dack, op cit.,, 1993, p.
26.

57. For the REER indices of the SEACEN countries, see Y.M.W.B. Weerasekera, “Nominal
and Real Effective Exchange Rates for the SEACEN Countries,” Staff Papers No. 42,
The SEACEN Centre, Fely, 1992,
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3.1.3 Trade Performance

Trade performance may include all aspects of international trade,
e.g., growth rate of exports and/or imports, export market share and
its changes, ratio of exports to imports, trade balance, etc. Methodolo-
gies used to measure competitiveness based on trade performance
follow either the Ricardian or neoclassical trade theory. As mentioned
earlier, a country has comparative advantage in a particular product
when it can produce the product more efficiently relative to others.
Thus, the country will eventually dominate the market share of that
product, implying that a country’s competitive position can be mea-
sured by its trade performance, especially exports market share.

It should be noted, however, that the trade performance criterion
represents the realised competitive position, unlike the criteria of changes
in relative prices and productivity which indicate the underlying factors
of competitiveness.

A trade deficit is treated, at least in part, as a sign of losing
competitive edge and corrections are normally made by trade and
exchange rate policies. In many cases, however, such policy measures
achieve the trade balance objective at the expense of the country’s
living standards, an argument which is based on price competitiveness
which was discussed above. Moreover, it is generally accepted that a
trade deficit is not a problem as long as it is sustainable, in other
words, if it can be sustainably financed.

Indices based on export market share has been the most com-
monly used indicator of a country’s competitiveness. While many types
of indices are advocated, this paper will focus on the revealed com-
parative advantage (RCA) index and the constant market share (CMS)
analysis.

Tbe RCA Index

The RCA index broadens the traditional framework that deals only
with relative cost to include differences in non-price factors as deter-
minants of trade pattern. It also postulates that comparative advaniage
determines the structure of exports.® As the notion implies, export

58. Bela Balassa, “Trade Liberalization and ‘Revealed’ Comparative Advantage,” Manches-
ter School, May 1965.
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performance is regarded as a revelation of a nation’s comparative
advantage as a whole.

Although the RCA index can be either the export-import ratio or
export performance index, we will only focus on the latter. This is
because the export-import ratio which includes both exports and im-
ports data may distort the actual export performance especially when
there is substantial domestic market protection.®

The export performance index compares the relative shares of a
country in the world exports of commodities and indicates changes in
relative shares over time. Specifically, it expresses the share of country
i’s export of commodity f in total world exports of that commodity, as
a ratio of the share of country i’s total exports of manufactures in the
world total exports of manufactures.® In symbols,

RCA, = X, y X
e X

wif w

where X denotes exports, subscript i denotes country, subscript j
denotes commodity, and subscript w denotes the world, respectively.

Through appropriate normalisation and transformation to an index
form, the RCA will take the value between zero and infinity, An index
of 1.1 means that the country's share in this commodity’s exports is 10
percent higher than its share in the total exports of manufactured
goods, and thus implies that the country has comparative advantage in
the commodity. An index number below 1 indicates that the country
does not have comparative advantage in that commodity. Clearly, the
index uses the country’s total exports market share as a benchmark. A
rise in the index value over time would suggest that a country’s competi-
tiveness in a specific commodity in terms of revealed comparative
advantage has strengthened.

59. Mohamed Ariff and Hall Hill, “Export-oriented Industrialisation: The ASEAN Experi-
ence,” 1985, p. 223

60. The reasons for the coverage of commodity being confined to manufactured goods
in Balassa’s study were mainly because a large number of primary products were
believed to be subject to subsidies, quotas and special arrangement so that the trade
pattern could hardly reflect comparative advantage under free trade regime, and
partly because these provided the lion’s share in trade among industrial countries.
See Balassa (1965), pp. 47-48.
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The CMS Analysis

The CMS analysis starts with the question of why exports of a
country fails to grow as rapidly as the world average. Among the
possible reasons are: (i) exports may be concentrated on commodities
for which demand is growing relatively slow; (i) exports may be
mainly directed to relatively stagnant regions; and, (iii) the country in
question may have been unable or unwilling to compete. Assuming
that a country’s share in the world export markets should remain
unchanged over time unless relative price changes, the difference
between the export growth under this constant market share assump-
tion and the actual export performance is attributed to the effect of
competitiveness.®

In the CMS methodology, changes in a country’s exports are de-
composed into structural and competitive compenents.  According to
Leamer and Stern’s formula, the increase in exports of a country is
attributed to: (i) the general rise in world exports; (i) the commodity
composition of the country’s exports; (iii) the market distribution of the
country's exports; and (iv) a residual.® In symbols,

AX = Trc X, e M
+ X o X - Zr X, e e (¥)]
+ X JZrV SXij - B, X, e (3)
+AX - X }Zry Xy e e (4)

where X denotes exports of a country and subsequently the changes
in exports, r denotes the growth rate of exports in the world market,
subscript 7 denotes commodity {, and subscript j denotes the country
of destination, respectively. The residual is a competitiveness compo-
nent which reflects the difference between the actual export growth

61. Edward E. Leamer and Robert M. Stern, “Constant-Market-Share Analysis of Export
Growth,” Quantitative International Economics, Allyn and Bacon, Inc, 1970, p. 171

62. ibid, pp. 172-174.
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and the growth that would have occurred if the country had maintained
its share of the exports of each commodity to each country.

The commodity composition term (2) will be positive if the country’s
exports consists mainly of commodities whose import demand has
been particularly strong. The market distribution term (3) will also be
positive if the country exports mainly to the most rapidly growing
destination. The residual term (4) will be positive if there is a net gain
in the country’s export share in the destination in focus relative to the
standard. It should be noted that the market distribution term is
relevant only when the destination refers to a region rather than a
country.

Although one should be cautious in interpreting the results,®
the CMS analysis is useful in providing important information such as
the extent to which a counury is exporting to growing or stagnant
markets. It is also useful as a general index of export performance
because the competitiveness effects can be isolated from the other
effects.

3.2 Systems Approach

Inspired by Porter's concept of competitive advantage, most re-
searches in the 1990s use the systems or holistic approach. The system
includes a number of factors influencing competitiveness as well as the
outcomes of it, and organises both factors and outcomes in such a way
that explain the relationships among them.

63. The technique has several problems. First of all, the estimates of each of the above-
mentioned effects depend on how to define the ‘standard’ used in computation. For
instance, if the analysis uses the world total as the standard, commodity composition
will bear little relationship to the country’s exports. Next, the analysis only includes
the demand side. Thus, it discards the fact that the actual value of residual result
from the interaction of both demand and supply. And lastly, since it assumes the
market share will remain unchanged over time, it is inevitable to set a base year for
comparison, and therefore, subsequent changes during the interval of investigation
may not be taken into account.
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3.2.1 IMD/WEF Approach

The World Competitiveness Report, which is published annually
and used to be an outcome of a joint study® by the Institute of
International Management Development (IMD) and the World Eco-
nomic Forum (WEF), is probably one of the most well-known publi-
cations in the field. The report ranks the competitiveness of fifty coun-
tries consisting mostly of developed countries and some developing
countries of growing importance.

Although the criteria vary from year to vear, the basic framework
- what they termed formula - of competitiveness remains unchanged.
The formula is based on three fundamental components, viz., competi-
tiveness assets such as infrastructure, finance, technology, and human
resources, which are transformed into competitiveness through competi-
tiveness process. An additional factor, internationalisation, plays a cata-
lytic role in reinforcing competitiveness. Competitiveness assets are the
sources or factors that create competitiveness. Competitiveness as a
performance comprises four major aspects, namely, market share, pro-
fitability, growth, and duration, which are the outcome of the competi-
tiveness process. The process is driven by the government at a national
level and the management at a corporate level. This process of trans-
formation is crucial since competitiveness assets will only be a potential
unless processed. Imternationalisation refers to a degree of globality
versus proximity of one economy, a dilemma which can be solved by
finding the right balance in attractiveness, and aggressiveness.® This
relation is illustrated in Figure 2.3.1.

In practice, each country’s score is derived by evaluating numercus
criteria which belong to one of the eight perspectives or factors: do-
mestic economic strength, internationalisation, government, finance,
infrastructure, management, science and technology, and human re-
source. The first factor refers to the strength of the overall domestic

64. From 1996 onwards, IMD and WEF began to publish separately, reflecting their
differences over how to revise the index. The WEF launched a new index under
the guidance of Jeffrey Sachs with several chunges. They are: (i) the index focuses
more upon the ability to achieve sustained growth; (ii) a number of criteria has been
significantly trimmed down; and (i) the openness, the role of government, the
efficiency of financial sector and the labor market are given more weight than other
factors.

65. “The World Competitiveness Yearbook, 1996, IMD, 1996, pp. 6-17.
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economic condition. Internationalisation describes the extent to which
a country participates in international trade and investment flows. Under
the government perspective, the extent to which government policies
are conducive to competitiveness is evaluated. Finance refers to per-
formance of capital markets and the quality of financial services. In-
frastructure represents the extent to which resources and systems are
adequate to serve the basic needs of business. Management refers to
the extent to which enterprises are managed in an innovative, profit-
able and prudent manner. Science and technology evaluates scientific
and technological capacity together with the degree of proficiency in
basic and applied research, which includes availability and qualification
of human resources.®

Following the amendment made in the 1996 Yearbook edition, the
rankings are made for each of the four different facets: assets, pro-
cesses, attractiveness, and aggressiveness. Assets represents a country’'s
past accumulated wealth, which may be inherited or accumulated from
the past processes, and thus are treated as given in the present time.
Processes turn assets into economic results, that is, the creation of
added wealth. The government, the firms, or the households of the
economy are responsible for these processes. Attractiveness explains
the willingness of the rest of the world to trade with or invest in a
certain country, which depends on the culture of openness, labour
costs, fiscal policies, etc. Meanwhile, aggressiveness explains the inter-
national presence of a country in terms of exports, outward FDIs,
internationalisation of management, etc. Even with the problem of
assigning a criterion to an appropriate category, the new rankings are
certainly better than the previously calculated overall ranking which
arbitrarily combined all the factors.

All the criteria are based on both hard and soft data. The former
represents statistical indicators obtained from international and regional
organisations, private institutions, and national institutes while part of
the data gathered are used in the calculation of the ranking, the unused
part are also included in the Report as relevant information. The soft
data, on the other hand, are based on opinions of the worldwide
executives in the Executive Opinion Survey.

66. “The Wortd Competitiveness Report, 1995,” IMD and WEF, 1995, pp. 36-38.
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The rankings are constructed as a sum of a country’s score in each
criterion. A country that showed the highest score is ranked first, while
the country that recorded the lowest score is ranked last. The ranking
of each factor is based on the weighted average of the criteria’s stan-
dard deviation values for each country. Since each criterion has an
equal weight, the weight of each factor of competitiveness depends on
the number of criteria in that factor.” These criteria are reviewed every
year with the content and number being adjusted according to the
rapid change of economic environment,

Relying significantly, say, cne third® on survey data is considered
both as an advantage and a disadvantage. The major advantage is that
the survey provides reasonable numbers to fill up the gaps in hard
data. However, its weakness is the subjectivity nature of the answers.
On the whole, the major shortcoming of the ranking approach is that
it does not distinguish determinants of competitiveness from the results
of revealed competitiveness. Nevertheless, this approach provides link-
ages among the key factors such as macroeconomic fundamentals,
management, public policies, and other socio-economic factors, thereby
merging both tangible and non-tangible factors. An excerpt of the
overall rankings of concerned countries is provided in Table 2.3.1 while
Table 2.3.2 shows the results from the different approaches taken by

" the IMD and the WEF,

3.2.2 An Alternative

An alternative approach was developed in a World Bank research
by Alavi® It places firms and the manufacturing process at the center
of a competitiveness system, and analyses how national environments
affect the firms' competitiveness both domestically and internationally.

67. This is one of the major differences in 1996 rankings of countries between the IMD
and the WEF. The weight can be adjusted and modified by adding or deleting some
of the criteria.

68. All the hard data have the same weight of 1, while the weight of total survey data
is computed in such a way that the total weight of survey data represents one-third
of an overall weight.

09. The idea was first introduced in Hamid Alavi, “International Competitiveness: Deter-
minants and I[ndicators,” Industry Working Paper Series No. 29, The World Bank,
1990. The framework was further developed and applied to the case of Morocco
in “International Competitiveness of the Private Industry and the Constraints to its
Development,” The World Bank, 1993.
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TABLE 2.3.1
WORLD COMPETITIVENESS SCOREBOARD

Country

Indonesia
Korea
Malaysia
Philippines
Singapore
Taiwan
Thailand
Source: The World Competitiveness Yearbook 1996

TABLE 2.3.2
RIVAL RANKERS
1996 Ranking | World IMD *
by: Economic
Forum
Korea 20 27
Malaysia 10 23
Singapore 1 2
Taiwan 9 18
Thailand 14 30
Memorandum:
Germany 22 10
Hong Kong 2 3
Japan 13 4
us 4 i

* International Institute for Management Development.
Source: Excerpt from The Economist, 1 Jung 1996.
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This methodology reveals the sources of competitiveness in different
dimensions.™ It puts the human factors - especially management - as
critical causes of competitiveness, which are as important, if not more
50, as the macroeconomic and industrial factors. They are marked as
“causes behind causes.””

The approach suggests that no single factor is responsible for
shaping a country’s international competitiveness. There is no one-to-
one relationship between true competitive position and the factors
considered to influence competitiveness. What is more important is the
interaction among the multiplicity of these factors. The principal fac-
tors which constitute different dimensions of a competitiveness sysiem
are: (i) macroeconomic dynamism; (i) financial dynamism; (iii) market
dynamism; (iv) infrastructure elements; (v) human resources; and, (vi)
firm-level elements. The first two factors represent the traditional
components of competitiveness. The third factor signifies a comprehen-
sive market orientation and structure as well as government involve-
ment and technological aspects. The fourth factor incorporates physi-
cal and institutional infrastructure that crucially influences productive
performance. The fifth factor shows the competitive advantage in the
skills, motivation, flexibility, and the health of a country’s human re-
sources. The sixth factor considers production process and supporting
elements within firms. Figure 2.3.2 illustrates the system.

Since the main objective of the indicator is to assess the long-term
ability of a nation to compete as opposed to a competitive standing,
the system incorporates both quantitative and qualitative indicators.
The qualitative data are obtained from survey data provided by the
IMD and the WEF. As such, its technical features such as normalisation
of data, weighting scheme, and tabulation both by each factor and at
a consolidated level are not much different from the World Competi-
tiveness Report. The major difference is in the grouping of countries.
In contrast to the Report which ranks each country individually, this
approach categorises countries into four groups depending on their
relative ranking, i.e., high, medium-high, medium-low, and low perfor-

70. In this respect, it shares the view with Porter’s conceptual framework.
71. Hamid Alavi, op cit,, 1990, p. 23.
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mance, on the ground that what counts more is the relative position
of the nation in the sample under survey.”

3.2.3 Competitiveness of Today vs. Tomorrow

In one of their publications,™ the Union Bank of Switzerland sug-
gested two broad competitiveness indices, one to measure competitive-
ness of today, and the other to predict competitiveness of tomorrow.
Sharing the view with the IMD, the method defined competitiveness in
the broadest sense as the ability of a country to attract and retain
enterprises that develop better products and produce, market, and
service these products more cost-effectively in world market.

The methodology tock note of recent econometric studies which
have found that only a few key variables are needed to measure the
differences among countries. The index was constructed based on the
selected variables which have been found significant in these studies,
such as the model of endogenous growth by Lucas (1988) and the
work of Barro(1991).

The competitiveness of today, by nature, is a static measure. The
index gauges the present level of competitiveness and considers why
some nations are more successful than others. It consists of two sub-
indices, namely resource endowment and efficiency. The endowment
part is a combination of natural resources endowment (physical capital
and human capital) and infrastructure (transportation and communica-
tion). The efficiency part which measures how resources are used,
however, can only be measured indirectly by taking a difference be-
tween the output predicted by the resource endowment and what are
actually produced as measured by national output. The index for
resource endowment is composed of five criteria, namely capital to
labour ratic, education, health, communications, and transportation.

72. Values for individual indicators at each sub-factor are calculated first to generate
relevant rankings by weight-averaging them. Taking the absolute difference between
the values of the first and the last ranked countries and dividing it by four yields an
interval of each group. Each country is assigned to a group accordingly depending
on their values. See Hamid Alavi(1993), pp. 7-8.

73. "Competition Among Nations,” UBS International Finance, Union Bank of Switzer-
land, Autumn 1993,
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Each criterion is calculated from hard data such as cumulative invest-
ment, cumulative annual primary and secondary enrolment levels per
capita, premature death per capita, telephone per inhabitant, and rail
freight per land area respectively. The index for efficiency is derived
from per capita GDP based on purchasing power comparison compiled
by the World Bank less the GDP predicted by available resource en-
dowments.

The future compelitiveness index which indicates how competi-
tiveness is likely to change in the future is also composed of two sub-
indices, namely resource growth and momentum. Resource growth is
viewed from three dimensions: fixed asset growth, human capital growth,
and technology growth. Fixed asset growth is computed as a ratio of
gross fixed investment to GDP. Human capital growth consists of two
indices: public and private spending on education relative to GDP and
an average of primary and secondary school enrolment rates per capita.
Technology growth is measured by R&D expenditure relative to GDP.
The momentum of efficiency comprises income growth, industry growth,
productivity growth, and export growth, which are proxied by per
capita GDP growth rate, industrial production growth rate, productivity
growth rate in the manufacturing sector, and merchandise and services
export growth rate respectively.

Several salient features of this approach stand out. It considers
competitiveness in two separate dimensions, a static one which tells the
current status and a dynamic one which predicts the future. It also
attempts to carry out a simulation to see when developing countries
can catch up with the industrial countries by projecting the future
competitiveness index. In addition, it should be noted that it distin-
guishes efficiency of utilising resources from resource endowment and
evaluates them individually. Table 2.3.3 is an excerpt of the compu-
tation results.

3.2.4 Competitiveness of Industry Clusters

Although he advocated the systems approach, Porter’s methodol-
ogy of evaluating competitive advantage basically depends upon the
traditional RCA index. He modified the RCA method by taking into
account direct foreign investment flows in addition to trade flows. As
a first step, each couniry’s RCA index by indusuy is calculated to
identify competitive industries. However, the method excludes indus-
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tries with trade deficits although they may be competitive when the
index is based on export figures alone.

Selected industries are then grouped into a so-called cluster chart
categorised by end-use application: upstream sectors, broad end-use
sectors involving industrial or supporting functions, and final consump-
tion goods and services sectors. The grouping is based on his theory
highlighting the roles of demand conditions and the vertical relation-
ships among industries in stimulating competitive advantage. The clus-
ter chart within each broad sector is also constructed in 2 way that
industries are grouped into primary goods, machinery for production,
specialised inputs to goods, and associated services. Figure 2.3.3 illus-
trates this.”

The cluster chart is a key to analysing a country’s competitive
advantage for the reason that the systemic namre of the National
Diamond promotes the clustering of a nation’s competitive industries.
As mentioned earlier, a nation’s successful industries are usually linked
either vertically or horizontally and have a strong tendency of cluster-
ing. One advantage of the cluster chart is that it makes possible the
analysis of how industries in a country are systemically forming and
enhancing international competitiveness, whereas a simple analysis based
on the RCA alone does not show the systemic relationship among
industries. However, the cluster chart approach requires detailed data
and rigorous studies on firms and industries, including the socio-eco-
nomic environments both in depth and width.

74. Michael E. Porter, op cit., 1990, pp. 282-294.
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CHAPTER I

ASSESSMENT OF INTERNATIONAL COMPETITIVENESS

1. Analytical Framework
1.1 Competitiveness System

As seen in the previous chapters, international competitiveness is
neither a simple and straightforward concept to be monolithically de-
fined nor an easy phenomenon to be assessed by simply aggregating
a handful of relevant indicators. Against this background, the best way
to analyse international competitiveness is to view it as a system which
consists of three elements: factors that create competitiveness; a struc-
ture that systematically organises and utilises these factors; and com-
petitiveness results that are demonstrated by economic and social
performance. The system is completed with a series of procedures in
which creative factors are structured and utilised to improve economic
performances and the performances are feedbacked to enhance cre-
ative factors. The system is illustrated in Figure 3.1.1.

Figure 3.1.1

A COMPETITIVENESS SYSTEM

Creative Factors <+

—_
:—_ Basic Factors Advanced Factors
| “
I Firms
—— a— —— Industrial Structure < <+ —
I Government —1
| R |
l_ [E— Economic Performance 0 6| o — — — _I

GDP, Standard of Living, Trade Balance,
Exports Market Share, Industrial Production,
Domestic Consumption, €etc.
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Numerous socio-economic variables can be viewed as creative
factors, and their respective influences on the outcome of competitive-
ness are diverse. Hence, it is not possible to take into account all these
variables and to relate each one of them to the structure,

The structure is an environment which governs interactive factors
which influence and are being influenced by one another to foster a
competitiveness standing. It encompasses a demand structure, an in-
dustrial structure with both horizontal and vertical linkages, and busi-
ness climate such as a corporate culture, a domestic rivalry and insti-
tutional development. Without the structure, the creative factors cannot
generate a desired economic performance.

Competitiveness ought to be addressed in terms of both economic
and social results which are then feedbacked into the system and
influence both the factors and structure and vice versa. Since competi-
tiveness is in nature a dynamic concept that evolves over time, a good
performance at one particular moment does not promise a future pro-
sperity. Unless reinforced and improved continuously, competitiveness
can never be sustained.

This idea is not different from the composite measure used in the
World Competitiveness Report as the assets, the internationalisation and
the processes in the Report are equivalent to the creative factors and
the structure respectively. It is also compatible with both Porter's
National Diamond model and the World Bank’s approach, in the sense
that it is an interactive and self-reinforcing system, or process. The
most useful feature of this approach is that factors of competitiveness
are distinguished from the results of competitiveness so that the cause
and effect can be better assessed and the areas of focus in terms of
policy implications can be sorted out easily.

1.2 Methodology of Assessment

Having defined international competitiveness as a system com-
posed of numerous interacting factors and processes, we still have a
long way to go in terms of assessment due mainly to its complexity.
Indeed, while it is true that a country cannot be competitive in all
aspects, it is tempting to suggest that we can take an average of the
various performance criteria, rank individual country in order, and then
simply conclude, based on the ranking, that country A, for instance, is
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more competitive than country B. In general, even if we can somehow
conclude that this country is more competitive than the other country,
it does not necessarily mean that the country is superior to the other
in every sense. We need to be more careful and specific in making
such a statement. It is therefore more appropriate to say that a country
is competitive only in certain aspects, sectors or industries.

In this context, the assessment of competitiveness should not be
treated like a beauty contest which ranks each contestant according to
certain criteria in each round of competition, and finally picks the
winner by aggregating all the scores. Rather, it should try to identify
the areas in which countries have shown their strength or seem to have
a great potential. More importantly, it must be recognised that each
country is unique in terms of socio-economic setting such as physical
and human resources, culture and social values, Jocation and history,
which form the basis for its past and present performances. Thus, it
is meaningless to assign competitive ranking to countries which are
vastly different. Tnstead, one should respect each country’s uniqueness
and the diversity should be highlighted as a point of departure for
competitiveness.

This study assesses each country’s competitiveness in the following
manner. Firstly, we will review selected creative factors that are critical
in creating competitiveness. Following Porter's approach,” we will divide
them into basic factors and advanced factors. We will then assess which
factors determine a competitive advantage of the country. Secondly, the
structural aspect will be analysed in conjunction with the results of
competitiveness since a separate and comprehensive analysis is beyond
the scope of the study. Specifically, we will evaluate the export per-
formance by industry, which enables us to assess both the structure
and the performance. The structure of an exports industry will be
analysed in terms of factor intensity and position in the world export
market. Export performance is proxied by the Revealed Comparative
Advantage (RCA) Index, and competitive industries will be identified
accordingly.

1.3 Factors Creating Competitiveness

Factors creating competitive advantage are classified into basic
factors and advanced factors. The basic factors include natural re-

75. See M.E. Porter, op cit., 1990, pp. 77-78.
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sources, climate, location, unskilled and semi-skilled labour, and infra-
structure, which are mostly endowed. These factors are generaily suit-
able for agriculture, mining, and industries which require modest and
commonly available technology and skill. Meanwhile, the advanced
factors include modern digital data communication infrastructure, highly
educated personnel, and research institutes in sophisticated disciplines.
They are necessary to achieve higher-order competitive advantages
such as differentiated products and proprietary production technology.
They are often scarce and more difficult to procure because the devel-
opment of these factors often requires sustained investments in both
human and physical capital. The importance of these factors are espe-
cially emphasised in the new growth theory. It should, however, be
reminded that the advanced factors are often built upon basic factors.
The pool of basic factors must be sufficiently large and of good quality
to generate the related advanced factors. More importantly, possessing
factor advantage at one point in time is unsustainable because most
factors deteriorate over time and become obsolete unless continually
upgraded.

Due to the limited availability of relevant data, however, only
selected factors are reviewed in this study. The advanced factors are
represented by indicators which underline technological capability such
as supply of highly educated human resources, educational environ-
ment, and socio-economic infrastructure. For technological capability,
the indicators used are the ratio of R&D expenditure to GDP and the
number of patents granted per 100,000 residents. The supply of highly
educated human resources is proxied by the ratios of enrolment in
secondary and tertiary education for the relevant age group. The pupil-
teacher ratio at the secondary level of education is chosen to represent
the general educational environment. Energy consumption, telecommu-
nicaticn lines, and the share of worldwide computers in use are added
as socio-economic factors as well as technological infrastructure. Basic
factors include basic factors of production such as population and the
land area, using the ratio of labour force to population, hourly wages
and arable land as proxies. The ratio of fixed capital formation to GDP
and domestic savings rate represent existing physical capital stock as
well as a future potential. The long-term interest rate and the changes
in the wholesale price index stand for economic fundamentals which
will strongly influence the future business climate. These factors basi-
cally capture the cost aspects of competitiveness through their influence
on inputs of industrial production. For comparison purpose, each in-
dicator is normalised.
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1.4 Export Structure and Competitiveness

The ultimate goal to enhance competitiveness is to achieve socio-
economic well-being of a country, normally reflected in per capita
GNP, GDP growth rate, and productivity. Nevertheless, the primary
result of competitiveness is revealed by trade performance, especially
export performance. We are going to focus on export performance not
because import is less important but because it is widely accepted that
export is considered as the most important source of growth, as evi-
denced in the increasing shift towards export-oriented industrialisation
in most developing countries.”® More importantly, GDP growth can be
generated entirely by domestic demand expansion in isolation from the
international market. Thus, export performance is a2 more direct and
better indicator of international competition,

A country’s competitiveness is assessed by the Constant
Market Share (CMS) method and the Revealed Comparative Advantage
(RCA) index. As discussed in the previous chapter, the CMS shows a
direct contribution of the competitive factor as export growth is decom-
posed into four factors, namely a general increase in world exports,
changes in commodity composition, changes in market distribution,
and competitiveness. The OECD countries as a group is proxied as the
“world” because they are the only available aggregate data. The ana-
lysis is divided into three sub-periods of 1985-1987, 1988-1990, and
1991-1993 so as to be able to analyse the trend of changes in competi-
tiveness. Calculation is made for all commodities at the SITC S-digit
level.

The RCA index identifies the industry that is competitive in the
world exports market. The index is slightly modified from Balassa’s in
that any commodity that records a trade deficit is excluded even if it
is greater than the cut-off ratio, i.e., greater than 1. Foreign direct
investment included in Porter’s study is also excluded due to the lack
of data, especially for the detailed industry segment. Although the
index is originally designed to indicate comparative advantage of
manufactured products, it is also calculated for the primary products
because of the fact that some SEACEN countries’ exports depend sig-

76. For further discussion, see Delano Villanueva, “Exports and Econoric Development,”
Staff Paper No. 58, The SEACEN Centre, 1997.
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nificantly upon them.” All data are sourced from various U.N. Trade
Statistics Yearbooks.”™ All commodities are calculated at each SITC level
depending upon the scope of analysis. The periods under consider-
ation are the same as in the CMS analysis.

As for the export structure, industries are examined according to
both factor intensity and characteristics in the world exports market.
For the former, all industries are basically grouped into four categories:
natural resource intensive, unskilled labour intensive, technology inten-
sive, and human capital intensive. Natural resource intensive goods are
sub-divided into agricultural resource intensive and mineral resource
intensive goods. This classification followed Ariff and Hill (1985) which
adopted Krause (1982) and modified by Tyers and Phillips (1984). In
addition to manufactured goods (SITC 5-8), all other commodities of
SITC 0-4, and 9 are reclassified. A detailed list is provided in the
Appendix Table A.6. The changes in factor intensity composition of
exports will provide at the outset an implication of dynamic changes
in a country’s competitiveness orientation as predicted by the tradi-
tional trade theory.

The OECD classification of manufacturing industries could have
been an alternative. It categorises manufacturing industries into re-
source-intensive industries, labour-intensive industries, scale-intensive
industries, differentiated goods, and science-based industries. Scale-
intensive industries include paper and printing industry, manufacture of
industrial chemicals, rubber products, and plastic products. Differen-
tiated goods include engines, industrial machinery, electrical appliances
and supplies, photographic and optical goods, watches and clocks.
Science-based industries include other chemical products, office, com-
puting and accounting machinery, scientific measuring equipment, and
aircraft.” However, the study did not use this classification because it
is based on the ISIC for which a code-matching table with the SITC
classification is not readily available.

77. Tt is, therefore, assumedl that there is no export subsidy on both manufactured goods
and non-manufactured commodities. Otherwise, the validity of the index is ques-
tionable.

78. Since Comtrade data which are more comprehensive are not available, the indices
are subject to inconsistency to a certain degree.

79. OECD, “Structural Adjustment and Economic Performance,” OECD, Paris, 1987, p.
283.
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With regard to the characteristics of industry in the world exports
market, industries are firstly grouped into three categories according to
their market share, namely large (1 percent and above), medium (be-
tween 0.5 percent and 1 percent), and small (less than 0.5 percent).
Each category is further classified according to its corresponding rate
of growth as fast {not less than 12 percent per .annum), medium
(between 6 percent and 12 percent), and slow (less than 6 percent).
Benchmarks for both the market share and the growth rate are the
respective average for the period 1984-1993. Details are provided in the
Appendix Table A7. Even if the classification may seem somewhat
arbitrary, it gives an insight into the potential of competitiveness. Tt can
be argued that a country has a greater potential to compete when it
has industries that are large and growing fast because this will attract
more investment.

Among the 182 industries at the SITC 3-digit level, 12 industries are
classified as large and fast (LF), eight as large and medium (IM), and
four as large and slow (1S). Interestingly, the first group is represented
by the so-called high-tech industries such as computer and telecommu-
nication equipment, electrical and special-purpose machinery, aircraft,
new plastic materials and medicines, which accounts for 18.8 percent
of the total world exports market. Being competitive in these industries
requires sustained investments in R&D and research personnel as well
as high standards both in basic and applied scientific technology. It
follows that possessing competitive advantage in advanced factors is
critical for success. It is not surprising then that these industries are
dominated by the major industrial countries such as the U.S., Japan,
and Germany. The second group, recording 17 percent of market share,
includes automobile, shipbuilding, steel, and paper industries. These
are in general mature industries that require standardised technology
and skilled labour as well as huge investments in equipment. Upgra-
ding of products and production processes which broadly utilise the
latest technology is common in these industries. They also require both
advanced and basic factors to a certain degree. The ability to finance
investments on a large scale also plays a key role in this group. The
third group consists of crude oil and gas industry, which accounts for
11.9 percent of the market share with four industries. This group of
industries depends entirely upon natural resources except for shipbuild-
ing.
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Most of the developing countries are presumed to have competi-
tive advantage in the industries characterised by medium and small in
terms of share but fast in term of growth. They are divided into two
categories according to factors of production: industries in which un-
skilled labour is the most important factor, including textile and cloth-
ing, footwear, leather and rubber products, and furniture and wood
products; and, industries that require relatively standardised technology
and skilled labour, such as electrical and electronic appliances, pumps
and machinery, and primary products of iron and steel. A country’s
competitive advantage tends to shift from the former to the latter as the
country becomes more industrialised.

Meanwhile, it should be noted that the so-called light industries are
still important to developing countries not only because they have the
comparative advantage of cheap labour supply, but also because the
industries are in general mature enough to be segregated into’ detailed
sub-industries yielding a number of niche markets and the market size
which tends to be underestimated. At the SITC 2-digit level, for ex-
ample, textile and garment industries (SITC 65 and 84) account for 6.9
percent of the world exports market following transportation equip-
ment (SITC 78 and 79) of 14.6 percent, petroleum and related products
(SITC 33) of 10.7 percent. Textile industry alone stands in the seventh
place and the garment industry in the ninth place (see Table 3.1.1).
More importantly, these industries have room for upgrading towards
products of higher value-added which have been dominated by brand
holders in the developed countries.

Attempts have been made to compile the RCA index at the SITC
5-digit level and to construct cluster charts. However, meaningful
cluster charts could not be constructed because data at disaggregate
level were not consistent over time as well as across the country. As
a consequence, it is not possible to make extensive use of the cluster
chart analysis as in Porter’s study which requires in-depth investigation
of both the industries and the firms. Nonetheless, cluster charts are
provided in the Appendix for future research. The cluster charts of
each country are prepared for the two periods, 1985 and 1992, to show
each cluster’s export share as compared to the country’s total exports
and as compared to world exports in the cluster (see Tables A.8.
through A.15)).
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TABLE 3.1.1
WORLD EXPORT SHARE OF SELECTED INDUSTRIES

SITC TITLE SHARE OF WORLD EXPORT MARKET, 1992
{In Percent)
33 Petroleum and Products 10.7
78 Road Vehicles 10.4
77 Electric Machinery Nes, etc. 5.8
79 Other Transport Equipment 4.2
75 Office Machines, ADP Equipment 4.1
89 Misc. Manufactured Goods Nes 39
65 Textile Yarn, Fabrics, etc. 3.5
67 [ron and Steel 3.4
84 Clothing and Accessorles 34
76 Telecomm. Sound Equipment 33
74 General Industrial Machinery Nes 2.8
72 Machines for Speclal Industries 25
71 Power Generating Equipment 23
51 Organic Chemicals 2.1
68 Non-Ferrous Metals 2.1
&9 Metal Manufactures Nes 2.1
&6 Nonmetal Mineral Manufacturés Nes 2.1
58 Piastic Matertals Nes 1.9
87 Precision [nstruments Nes 1.7
59 Chemical Materials 1.6
64 Paper, Paperboard and Manufactures 1.6
88 Photo Equipment, Optical Goods, etc. 1.4
34 Gas, Natural 1.3
54 Medicinal, Pharmaceuttcal Products 1.2
28 Metalliferous Ores, Scrap 1.1
24 Cork and Wood 1.0
82 Furnlture 0.9
85 Footwear 0.9
62 Rubber Manufactures Nes 0.8
32 Coal, Coke and Briquettes 0.8
73 Metatworking Machinery 0.7
1 Beverages 0.7
25 Pulp and Waste Paper 0.6
12 Tobacco and Manufactures 0.5
63 Wood, Cork Manufactures Nes 0.5
56 Fertilisers 0.5
29 Crude Animal, Vegetable Materials Nes 0.5
61 Leather, Dressed Fur, etc. 0.4
52 [norganic Chemicals 0.4
22 Qil Seeds, Qleaginous Fruit 0.4
55 Perfume, Cleaning etc Products 0.4
42 Fixed Vegetable Qil, Fat 0.4
53 Dyes, Tanning, Colour Products 0.4
27 Crude Fertiliser, Minerals Nes 0.3
39 Other Mineral Fuels 0.3
81 Plumbing, Heating, Lighting Equipment 0.3
83 Travel Goods, Handbags 0.3
21 Hides, Skins, Furs Undressed 0.2
23 Rubber, Crude 0.2
26 Textile Fibres and Waste 0.2
43 Processed Animal Vegetable OIl, etc. 0.1
41 Animal Oils and Fats 0.1

Source: Author's computations based on UN Trade Statistics Yearbook, 1995.
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2. An Overview of Competitiveness in the SEACEN Countries
2.1 Export-oriented Industrialisation

Before we assess each country’s international competitiveness, it is
worthwhile to trace the development, particularly of export orientation,
in the manufacturing sector. This is because the manufacturing sector
has mostly been the engine of growth in the SEACEN countries, form-
ing the backbone of the economy and undergoing a major transforma-
tion towards export orientation. The share of manufactured exports in
total exports is used as a proxy of the export-cutput ratio, indicating
a degree of export-orientation.®

Table 3.2.1 shows a marked increase in manufactured exports as
compared with the pace of industrialisation during the 1983-1993 pe-
riod. The trend is particularly noticeable in the ASEAN countries, as
a result of the export-oriented structural reforms in the late 1980s in
response 10 a severe recession in 1985 when oil and commodity prices
dropped sharply. Even from an already large base, the share of
manufactured exports in Singapore rose by nearly 50 percent. Indo-
nesia also stands out with an almost ten-fold increase, followed by
Malaysia, and Thailand with an increase of roughly two and a half
times. For the Philippines, while the degree of industrialisation seems
to be rather stagnant due partly to the political instability in the mid
1980s, a pronounced growth of manufactured exports was also ob-
served.

For Nepal and Sri Lanka, the rising growth of manufactured ex-
ports as a proportion of total exports largely reflects the success of their
export-oriented industrialisation policies. However, their manufacturing
sector is still relatively small, accounting for under 20 percent of GDP.
The scope of exports is also limited by a narrow range of products.

Korea and Taiwan can be distinguished from other SEACEN coun-
tries in that over 90 percent of their exports consist of manufactured

80. The export-output ratio can only be calculated by using both the domestic output
data and the exports statistics. However, the former is based on the ISIC while the
latter is based on the SITC. Since a reliable table for matching ISIC code with SITC
code is not available while the code-matching task goes beyond the scope of this
project, we used the proxy.
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goods and the level of industrialisation as measured by manufacturing
products as a percent of GDP is more than 30 percent. This is partly
due to the early adoption of export promotion policies which bore
results within a short period of time.

2,2 Competitiveness as a Source of Export Growth - The CMS
Analysis®

In our analysis, the OECD is proxied as the world market on
account of two factors. Firstly, it is comparatively the most free market
where trade takes place in almost perfect competition. Secondly, it has
a comprehensive database which enables us to include all the SEACEN
countries.

As shown in Table 3.2.2, the competitive factor has been the most
prominent factor in explaining export growth, particularly during the
1991-93 period, in nearly all the SEACEN countries. The standard growth
effect (demand factors), on the other hand, has heen declining signifi-
cantly. This probably reflects the increasing trend of world competition.

Based on the CMS analysis, Korea and Taiwan have lost their
competitive edge in 1991-1993. Korea, in particular, already experi-
enced deteriorating competitiveness since 1988 as reflected in a sharp
drop of its exports to the OECD market. On the other hand, the
contribution of commodity composition and market distribution effects
have been substantial in both countries, reflecting their efforts to diver-
sify commodity as well as destination of exports. On the whole,
deterioration in competitiveness resulted in a decline in total exports in
Korea, while Taiwan still enjoy a positive growth of exports.

The waning competitiveness of both Korea and Taiwan in the
OECD market partly reflects the enhanced competitiveness of their
competitors such as Malaysia, Indonesia, Thailand, and the Philippines.
In addition, although their market shares are still negligible, Sri Lanka,
Nepal, and Myanmar have recorded remarkable growth rates in exports
to the OECD countries during the period under review. This growth is
mainly explained by the increased competitiveness, regardless of the
source of competitiveness.

81. The author is indebted to Ms. Lee, Hyun-Soo, Research Fellow with Korea Institute

for Industrial Economics and Trade (KIET), for her assistance in processing data from
the OECD database.
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TABLE 3.22
DECOMPOSITION OF EXPORT CHANGES BASED ON THE CMS ANALYSIS (SITC 5-D1GIT)

Standard Commodity Market Competitiveness Changes
COUNTRY Growth C Di in
Effect Effect Effoct Exporta
Vake | C vae | & vae |G i Valse | Composition| Vale | Composition
(US Mil (Percent) (US Ml {Percant) US Ml {Percen; {US Mify Percent) (US Mih Percent)
indanesia
1985-1987 5622.2 259.6 -7878.8 -363.8 290.0 13.4 -199.4 9.2 -2165.7 100.0
1986-1980 3975.6 84.4 63.5 15 -439.3 93 1104.6 234 4710.4 100.0
1991.1993 428922 53 -90.3 LAl 2187 5.1 39273 a1.7 4282.2 100.0
Korea
1985-1967 6519.1 388 28534 170 971.0 5.8 8381.5 4930 167831 100.0
1988-1990 114048 877.5| -13450.4 -798.1 4521 26.9 857 -53 -1683.3 100.0
1991-1993 463.6 538 22209 257.9 24460 2840 -59917 -895.7 -861.2 100.0
Malaysia .
1985-1987 3207.3 168.1 -1418.0 74.3 -253.0 -133 3718 19.5 1907.9 100.0
1988-1990 3290.0 83.6 -2649.2 67.3 6747 174 339714 1009 3937.5 100.0
1991.1993 209.3 28 2617.7 324 465.0 58 4778.8 59.2 8070.9 100.0
Myanmar
1985-1987 411 1313 11 3.6 41 -13.0 -69.5 -221.8 3.3 100.0
1988-1990 206 §5.5 -13.8 373 12.9 34.7 17.5 471 ar.2 100.0
1991-1993 13 15 28 2.4 1.5 13.4 69.7 81.7 854 100.0
Nepal
1985-1987 31.3 1203 224 859 -13.6 -52.1 -14.1 -54.2 28.0 100.0
1688-1990 43.7 112.0 -57.4 -146.8 -11.4 -29.1 €4.0 164.0 381 100.0
1991-1993 2.6 21 17 14 105 85 109.1 88.1 123.9 100.0
Philippines
1985-1987 1587.0 228.2 66.1 9.5 -330.1 -475 -627.5 -80.2 695.5 100.0
1988-1990 16486 149.9 -2481.6 -225.7 18%.1 17.2 1743.4 158.5 1099.6 1000
19911993 865 45 7304 379 276.6 144 8328 43.2 1926.2 100.0
Singapore
1985-1987 29498 795 -149.8 -4.0 83.8 23 8243 22.2 a708.1 100.0
1968-1990 3938.9 63.0 -5668.5 -89.4 -260.4 -4.1 82734 130.4 6343.3 100.0
1991-1993 240.4 4.7 1831.0 376 659.8 129 2302.9 449 51341 100.0
Sri Lenka
1985-1987 2641 953 -23.8 8.8 -21.8 79 58.7 2.2 277.2 100.0
1888-1980 280.5 80.8 2845 -82.0 217 8.2 329.3 949 347.0 100.0
1991-1993 17.4 23 155.6 209 728 9.8 4%9.5 67.0 745.2 100.0
Talwan
1985-1987 8775.7 46.6 47781 25.4 -2544.3 -135 7822.9 41.5| 188324 100.¢
1988-1990 12219.9| 24192.0| -15927.1| -31531.3 1728.2 3421.3 1928.5 3818.0 -50.5 100.0
19911993 5510 301 3825.3 2088 38745 217.0 -6518.8 -355.8 1832.0 100.0
Thailand
1985-1987 1535.1 491 488.1 15.6 -88.1 -3.1 12005 384 31257 100.0
1988-1990 2624.4 47.5 -2359.2 -42.7 -251.4 -4.6 5508.9 99.7 55228 100.0
19971-1993 202.2 4.0 13451 268 380.6 75 3129.1 61.9 5056.9 100.0

Seurce: Authors computations based on OECD Forelgn Trade by Commeodities, Various lssues.
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The above results must be interpreted with due recognition that in
the CMS methodology, the competitive factor is computed as a residual,
hence the sources of competitiveness cannot be identified. Nonethe-
less, it is fair to say that the increased competitiveness has become an
important factor in explaining export performance of the SEACEN
countries.

2.3 Factors of Competitive Advantage .

It can be argued that some of the factors listed in Table 3.2.3 may
not be the cause but the outcome of competitiveness. As noted earlier,
however, competitiveness should be assessed as a system in which
factors and outcomes interact and reinforce each other. While indica-
tors such as the ratios of fixed capital formation to GDP and R&D
expenditure are achieved rather than endowed, they clearly show the
present status as well as a potential and intention of the economy. As
such, in a dynamic system of competitive advantage, they can well be
considered as factors of competitive advantage.

In general, Table 3.2.3 demonstrates the different factor conditions
in the SEACEN countries. However, the incompleteness of data pre-
vents an in-depth analysis of the undetlying factors. It can only be
generally concluded that while the basic factors such as capital forma-
tion and savings play a significant role in explaining the difference in
economic development, the advanced factors such as expenditure on
R&D are critical in maintaining the rapid pace of development ahead
of the others. In addition, the factor conditions have to be reinforced
by effective policy measures. For example, the benefit of a relatively
high educational level of the work force in the Philippines is not fully
realised due partly to problems in policy implementations.

It is worthwhile to survey the SEACEN country’s natural resource
endowment which is not presented in the table but can serve as a basis
for analysing competitiveness by industry. In the food and live animals
category, Indonesia is a major producer of spices, coffee, cocoa, and
fish; the Philippines - fish, fruit, and sugar; Sri Lanka - tea; and Thailand
- rice, fish, vegetable, and sugar. In the non-fuel crude materials group
Indonesia is the second largest producer of natural rubber and the
leading exporter of log and timber, copper and nickel; Malaysia is the
largest producer of natural rubber (accounting for almost one third of
world exports), and also produces lumber from its tropical rain forest
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TABLE 3.2.3

FACTORS OF COMPETITIVE ADVANTAGE

INDONESIA | KOREA | MALAYSIA | NEPAL | PHILIPFINES | SINGAPORE | SRILANKA | THAILAND
BASIC
1. POPULATION (WL}
1945 195.28 44,85 20.10 18.49 &/ 70.27 299 22.00b 59.50
[2. LABOR FORCEPOPULATION (%)
1980 43.39 4312 39.30 42.90 39.94 55.24 37.50 55.42
1995 43.17 46.37 39.10 42.90b. 40.39 58.54 37.90 by 56.47
3. HOURLY LABOR COSTE (USY] 1
1885 0.22 1.23 1.08 n.a, 0.64 2.47 030¢ 0.49
1995 0.30 7.40 1.58 n.a, 071 7.28 0.41bt & 0.46
4. LAND AREA (000 S50 KMy
1992 1904.8 99 329.8 140.8 300 086 65.6 5131
|S. ARABILE LANC {000 hoctarea)
1970 4370 1184 282 M7 826 ma. 4865 1960
1990 8177 1345 342 1000 1560 n.a, 520 4300
6. AXED CAPITAL FORMATION/G DP (%}
1980 28.41 37.08 32.61 19.99 d/ 24.00 31.79 20,39 39.05
1995 29.05 37.01 4512 20.56 of 21.95 35.41 227V 43.82
[7. DOMESTIC SAVINGS RATIO (%)
1993 36.93 35,11 38.33 10129/ 1477 47.89 16.86 g/ 35.18
[. 89 GAP/GDP (%)
1985 -3.64 -1.29 -8.34 -6.33e/ -5.20 1/ 17.60 -5.45 -8.72
[9. LONG-TERM INTEREST RATES (% aa)
18-YA GOVERAMMENT BOND YIELD
1995 na. 9.24 8.38 h/ 10.50 v/ n.a. 275h/| 14.00 h/ 10.80
10. WP1 {% CHANGE)
nasevEar (1983=100) i(1990=100){(1978=100) (1978=100) 1 (1990=100) |(1974=100){{1985=100)
1985-90 (AVERAGE) 8.41 1.38 1.23 n.a. 9.98 -1.33 7.37 3.83
1991-95 (AVERAGE) 6.89 a1 3.36 na 6.63 -2.69 8.31 1.40
ADVANCED
1. AAD EXPGDR (%)
18983, o7 208 017 n.a. n.a, 1.18 n.a, Q.16
1994 0.16 229 017 na n.a. .18 n.a. 0.16
2. PATENTS PER 100,000
1992 n.aj 9.25 0.08 n.a. 0.06 na n.a. 0.09
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in East Malaysia; Nepal's leading exports are jute fibres, hides and
skins; the Philippines’ main exports are iron and copper; Sri Lanka
exports charcoal and vegetable fibres; and, Thailand is also a major
producer and exporter of natural rubber. Indonesia and Malaysia
export crude oil and gas, while Singapore specialises in the down-
stream products of petroleum. Malaysia, the Philippines, and Indonesia
are the main suppliers of palm oil and coconut oil.

2.4 Preview of Competitive Industries - The RCA Index and
Factors of Competitiveness

The RCA indices are calculated at the SITC 1-digit level with a view
to providing a preview of competitive industries of member countries
except for Taiwan and Myanmar for which data are not available in the
U.N. trade statistics. Using annual data for 1983-1992, the RCA indices
are grouped into 3 sub-periods, each of which is represented by a 3-
year average. This will help to identify the pattern of competitiveness.
Table 3.2.4 reports the results.

In general, the competitiveness profile by industry in the SEACEN
countries seems to conform to both the neo-classical trade theory based
on factor proportion and the strategic trade theory based on industrial
policy. Most countries that are abundant in natural resources have
shown competitiveness in such primary industries as food, crude ma-
terials, mineral fuel, and oil and fat.®> However, most countries have
also pursued import-substitution industrial policies which were later
replaced with export-promotion strategy. By and large, every country
underwent import-substitution policies albeit at different degrees and
durations. To a certain extent, import-substitution policies have been
implemented in tandem with export promotion policies.® Overall, the
progression of industrialisation has transformed the economies from
resource and unskilled labour based one to capital (both physical and
human) and technology based one. Increasing competitiveness in either

82, Singapore is the only exception. As one of the most efficient entreport in the world,
the advantage of proximity to neighbouring countries that are abundant in natural
resources has been well utilised.

83. For further discussion on the early policies of import-substitution, see Ariff and Hill, ’
“Export-oriented Industrialization: The ASEAN Experience,” Allen & Unwin, 1985, pp.
7-23,

04



“sanss| SNOLEA “UeE PlUOM ‘Lodey ueiudoiered PHOM

‘GGG | HOOQIES A SSRUSAIBLLOD PIOM

'GBE1 ‘Lodel ssausAledWoD PUCM
966} 'SONSNEIS [BROUBUY NIOVIS
'166) Aerugaq 'erodeBu)g jo Auoyny Areloudiy ‘une|ng [ealisnels Alyruop
“pB6 | "Hueg wewdojeas UBISY 'saLILN0D Jyided pue Ueisy Buldosaeq jo siolesipu| Aey :se3In0g
BjUET IS 10 B1E) SENUN0BS Juawusenob wie-6uo) pue esodebuls o) pla A senunoes wewuianct 1esk-g
‘ledapy Joy selel Buyieo puog luswdojeasp JusluuieAob 'eisABBW 10} 066 10} 812 SONLNGSS wewusrob rek-0| Ol $i8j8H Y

‘2661 Jo4 /B
‘P661 404 /)
w661 Anr Buipue 1eeA jeosiy o4 @

Ainp Buipue JeaA |2s) J0) S8aud JUBLND e UoleuL) |endea paxy C1 s1ejey /P
‘g AQ pepIAp SeTe) ebem Alep WO peALep 612 |S00 Joge| AUnaH /o

‘€661 104 /q
1661 404 fe
“Joes Buunioejnuew sy Ul S1S00 Joge| AUnoy o) siejed /1
5661
661
{%} 38N NI SY3 LNdNTD 30 FHYHS L
[:.1
0661 w
{000k 1ed) GINM MODTTAL 'S O
€664
Y113
(dw2 430 apnol %) 'SNDY ADHANT &
€66}
661
%) OLLVH JIHIYALTANA T
ThE1L
166}
Aumpuooes (@)
2661
LE6}
Areiuay (v}
(%) OLLYY 1NN TOUNG NOLLY 13 UIHOIH 'E

2vo e ¥20 reQ ey L20 v 680
80 BY 20 120 e'u ey 660 120
3 8 SLy oL € 13 LSE 8
ve L G8E 0t € 68 oLe ]
8.9 0+l €859 :f43) cc 6251 £98e L2E
841 08 96€ 1 cce 9 9EY £05 ¥4
6l ¢ ic ve ety 8 €C vl
8l ve [44 f~> eu 8 ve €l
£e vi ey 175 9€ 8% 06 ge
£t vL 472 vL (B 8s8 88 Sy
6l 9 8t 14 L L 14 /]
9l [} :153 az Fa L oy ol
ANY1IVHL | V)INYTIHS | SHOdVONIS | SINIddINIHG V43N VISAYIVIN LE] VISINOANI

(panujjuog) £2°€ 318VL



International Competitiveness Of The SEACEN Countries

basic manufactures or miscellaneous manufactured goods is observed
in most countries, except for Korea and Singapore, which have already
advanced to a higher level of industrialisation. There is also a percep-
tible trend of diminishing competitiveness in primary products and
basic materials which are directly influenced by the availability of
natural resources.

As for manufactures, the SEACEN countries can be divided into
two groups: one that is competitive in the capital (both physical and
human) intensive industries and the other in the unskilled or semi-
skilled labour-intensive industries® In our classification of broad industry,
only the SITC 7, i.e., machines and transportation equipment, falls into
the first group. Countries that show competitiveness in this industry
are Korea, Malaysia, and Singapore. Indonesia, Nepal, the Philippines,
Sri Lanka, and Thailand on the other hand belong to the second group.
This reflects the difference in policy orientation as well as the socio-
economic environment,

Among the 3 countries in the first group, Korea is distinguished
from Malaysia and Singapore as it is also competitive in unskilled and
semi-skilled labour-intensive industries. This is partly due to the fact
that Korea started industrialisation with light industry such as textiles
and apparels in the 1960s before moving on to a ‘Heavy and Chemical
Industry (HCI) drive from the 1970s. Thus, the textiles and apparels
industry continue to be fairly competitive although it is on a declining
trend. Notwithstanding several critical comments, the HCI has provided
a foundation for both the steel industry and the electrical and electronic
industry, as reflected in their competitiveness in the SITC 6 and 7
category.

Malaysia’s industrial policy started with the extracting and process-
ing of oil and gas followed by an intense drive towards heavy industry
in the late 1980s. However, as shown by the RCA index, the competi-
tive gains in the steel and auto industries have not yet been substantial.
The inadequate supply of labour due to a smaller population base also
explains the relative weakness in the unskilled and semi-skilled inten-

84. It may be argued that this grouping is somewhat ambiguous at the broadest level
of industrial classification. However, it is fair to say that this is stll helpful as an
overview.
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sive industry. On the other hand, competitive strength in the machines,
transport equipment (SITC 7) is mainly due to the successful deve-
lopment in the electrical and electronic industry, brought about by the
massive inflows of foreign investments following the establishment of
the Export Promotion Zones (EPZs) in the 1970s. Malaysian exports of
transistors and microchips accounted for 7 percent of the world total
exports during 1990-1992.

Equipped with a well-educated and skilled labour force as well as
good infrastructure, Singapore went into the electronic industry much
earlier than Malaysia. During 1990-1992, exports from the city state
accounted for more than 10 percent of the world exports of automatic
data processing equipment, 7 percent of transistors and microchips, and
7 to 11 percent of TV, VCR and audio receivers.

The other SEACEN countries have generally shown competitive-
ness in the miscellaneous manufactured goods (SITC 8), mostly in the
garments industry. For Indonesia, however, the RCA index also indi-
cates competitiveness in the basic manufactures (SITC 6) consisting of
textiles, wood products and mineral products. The competitive gain in
both garments and textiles industries promises a more sustainable
competitive position because textiles and garments industries form a
cluster that expedites the upgrading of competitiveness. Competitive-
ness based solely on downstream industries without upstream linkages
cannot be sustained, especially in the ordinary garments industry in
which cheap labour cost is the most decisive factor of competition.

It is interesting to note that none of the member countries has
shown competitiveness in petro-chemical industry even though a few
countries are rich in oil and gas fields. This is probably because the
petro-chemical industry is generally technology intensive as well as
capital intensive, the requirements of which are beyond reach of most
of the developing countries. Even for Singapore and Korea which are
the most advanced in technology among the SEACEN countries and
have invested heavily in this industry, such as the HCI drive by Korea,
the competitive gain has not been sufficient to raise the competitive-
ness of the broad industry category.®

85. However, several countries have shown competitiveness in basic chemicals and
fertilisers at a more disaggregate level. Korea and Singapore have recorded competi-
tiveness in polymerised plastics such as polyethylene, polypropylene, and polysty-
rene.
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3. Country Analysis

This section reports an in-depth analysis of the competitiveness of
each SEACEN country from different perspectives. It begins by exam-
ining the changing composition of exports in terms of factor intensity
to see whether the experiences in the SEACEN countries conform to the
neo-classical explanation of growth and trade patterns based on com-
parative advantage. A deviation from the comparative advantage pre-
diction can be analysed from the perspectives of strategic trade theory
and technology theory of trade with the implication of endogenous
growth theory. For example, departures from the predicted pattern of
changes in export structure based on factor endowment can be ex-
plained by institutional and policy factors as the new trade theory
suggests.

The section then proceeds to assess the competitiveness of the
individual industry by examining the RCA indices at the SITC 3-digit
level. Calculations were done in the same manner and for the same
period as in the previous section. We will investigate how the pattern
of competitive industries has changed over time. We will further
analyse the RCA index in view of the nature of the individual industry
according to its position in the world export market as well as factor
intensity. Policy implications for future challenges are then discussed
with an emphasis on upgrading factors from basic to advanced.

3.1 Indonesia
3.1.1 Changes in Competitive Position

Indonesia’s large size and geographic diversity give it a rich agri-
cultural base and an abundance of mineral resources. Producing a
diversity of crops, agriculture has been an important source of export
earnings as well as employment and output. It not only has a substan-
tial forestry base which covers approximately 59 percent of total land
area, but also has a significant potential for animal husbandry and
fishery rescurces, the rapidly expanding industries in recent years.
Mineral resources include petroleum and natural gas, coal, tin, copper,
nickel, bauxite, gold, silver and iron ore. For the past three decades,
agriculture has dominated economic activity. The mining sector, led by
crude oil and natural gas, has significantly contributed to the improve-
ment of the country’s balance of payments.
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On the other hand, the manufacturing sector had a slow start,
despite the implementation of industrialisation programmes since the
mid-1960s. The share of manufacturing exports to total exports had
been less than 10 percent until 1985. As a proportion of GDP, its share
only reached 20 percent in 1990.% This is mainly because Indonesia’s
industrialisation strategy had been almost exclusively an import-substi-
tuting one until the early 1980s% It is also pointed out that the
abundant natural resources often induces complacency which hinders
a country’s industrialisation drive.

A concerted push towards export-oriented industrialisation took
place after a decline in the world petroleum prices in 1983. This led
to a remarkable increase in the exports of unskilled labour-intensive
goods as illustrated in Figure 3.3.1. As a result of a policy shift, a
dramatic transition from a predominant export of natural resource based
goods to unskilled labour-intensive manufactured goods has taken place.
The share of the former dropped sharply from 93 percent to 46 percent
during 1983-1993, mainly on account of the reduction in mineral re-
source intensive goods. In the meantime, agricultural resource inten-
sive goods have maintained their share. Although the share reached
only 11 percent in 1993, the increase in the share of human-capital
intensive industries is also noteworthy.

Table 3.3.1 lists competitive industries as identified by the RCA
index. Classified by the 3-digit SITC commodity group, the competitive
industries have been steadily increasing from 20 in 1983-1985, to 36 in
1986-1989 and 41 industries in 1990-1992. This indicates that the country’s
competitiveness has been strengthening with the formation of a broader
industry base, even though the country’s exports share in the world
market did not change much during the period.

86. Since 1991, the output of the manufacturing sector has caught up with the
agricultural sector, and has since surpassed agricultural output by more than 50
percent.

87. Although economists are generally sceptical of infant industry arguments, it is fair to
say that import substitution helps pave the way for export-oriented industrialisation
by building up infrastructure, labour, and entrepreneurial skills through learning by
doing. At issue is the timing of the transition from import substitution 0 export
orientation. See Adiff and Hill, op cit., pp. 17-37.
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Half of the competitive industries falls into the manufacturing sector,
i.e., SITC 5-8 excluding SITC 68. They include wood products, textiles
and garments, footwear, basic chemical products such as resinoid and
fertiliser, glassware, and cement, most of which are unskilled labour-
intensive products. However, their share represents only one-third of
the total exports, while total manufactures account for more than half
of total exports in 1993 (see Table 3.2.1). This implies that a large
segment of the manufacturing sector is not competitive yet. Although
another half of competitive industries belong to the non-manufacturing
sector, they also involve a certain degree of processing. This is typical
for an early stage of industrialisation. These processing activities will
subsequently form a basis for further industrialisation.

By and large, Indonesia’'s competitiveness still rests on
natural resource intensive industries, most of which comprise the
non-manufactured goods industry. Except for plywood, textiles
and garments, and footwear, the top twenty competitive industries
are natural resource intensive such as natural rubber, vegetable oil,
natural gas and crude petroleum, tin as well as primary commodities
like spices, coffee, tea, and cocoa. As shown in Table 3.2.4, the
vegetable oil industry is the most competitive at an aggregate level,
while veneer and plywood tops at the disaggregate level. On the
whole, however, the unskilled labour-intensive manufacturing indus-
tries show increasing competitiveness, in line with the rising share of
these industries in total exports.

With reference to the industry’'s position in the world exports
market, Indonesia has no competitive industry in the large and fast-
growing industry group in which the advanced factors are the prereq-
uisites. Instead, Indonesia’s competitive advantage lies in industries
which are small and medium in size, medium to fast in growth, and
depend mostly on basic factors. Figure 3.3.2 illustrates this.

The growth of manufactured exports is closely related to both the
country’s resource endowment and industrial policy. For example, the
strength in wood products basically stems from the abundant forestry
base. However, the progress from log and sawn timber to plywood
and furniture was due to the government’s policy to encourage exports
of processed wood while banning the log exports in the 1980s. The
growing importance of the fertiliser industry is not unrelated to the
country’s substantial dependence upon the agricultural industry, in which
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the government implemented the expansion programme of rice pro-
duction and also encouraged investment in the tree crop sub-sectors,
namely rubber, palm oil, and coconut.

Manufacturing activities in Indonesia were mostly undertaken by
state enterprises which once accounted for 20 percent of manufacturing
firms and more than 60 percent of the manufacturing output. They
dominated oil refinery, petrochemicals, fertilisers, steel, aluminum, ce-
ment, basic chemicals, capital-goods manufacturing and shipbuilding.®
However, these shares have fallen over time due to the government’s
structural adjustment policies to improve efficiency and productivity,
rather than merely to change ownership.

In pursuing technology development, the Indonesian government
has been using both functional and selective interventions under a
series of ambitious five-year development plans (REPELITA). The former
is to promote the use of technology through functional interventions
such as maintaining competitive and open product markets; allowing
unrestricted imports of machinery, technology and services; providing
incentives for private investment in technology R&D; developing hu-
man resources; helping to establish industrial standards and testing
services; and providing extension and information services. Selective
intervention, on the other hand, promotes technological development
through selective strategic interventions such as providing import pro-
tection for selected technology-intensive industries, direct public invest-
ment or subsidies to induce private investment in such industries; and
developing highly trained manpower for such industries.®

The functional intervention explains Indonesia’s progress in the
textiles industry. The textiles and garments industry was initially de-
veloped as a heavily protected producer of import substitutes on the
basis of cheap and abundant unskilled labour force. It eventually grew
to become the second largest foreign exchange eamer after petroleum.
The major export drive of the industry occurred in the mid-1980s
through a deregulation of trade and investment under the functional
intervention scheme, which considerably enhanced technology develop-

88. Marcus Noland, “Pacific Basin Developing Countries: Prospects for Future,” 1990, p.
100.

89. The World Bank, “Indonesia: Sustaining Development,” A World Bank Country Study,
1994, p.87.
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FIGURE 3.3.1

SHARE OF EXPORTS BY FACTOR INTENSITY
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TABLE 3.3.1

COMPETITIVE INDUSTRIES BASED ON THE RCA INDEX

(INDONESIA)
SITC TITLE FACTOR WORLD 1943- 1986- 1980-
INTENSITY MARKET 1885 1689 1992

634 |VENEERS, PLYWOQOD, ETC FU SF 18.369 28.649 37.077
232 |NATURAL RUBBER, GUMS FA Ss 18.114 29.656 26.128
489 |PROCESD ANMLVEGCOIL, ETC FA S8 3.404 27.660 20.075
687 |TIN FM SN 11.264 17.318 13.864
424 |FIXED VEG QILS NONSQFT Fa ss 4.972 12.631 13.524
341 GAS, NATURAL AND MANUFCT FM L3 10.231 14.151 12,918
075 |SPICES FA 55 9.491 19.849 12.781
656 |LACE, RIBBONS, TULLE, ETC FU SF 0.000 2.622 10.5%1
074 |TEA AND MATE FA S8 8.426 9.133 7.395
287 |BASE METAL ORES, CONC NES M MS 2.392 5.382 8.379
071 |COFFEE AND SUBSTITUTES FA MN 2822 6.827 4.810
431 |PROCESD ANMLVEG OIL, gTC FA SM 3.532 4.222 4.740
299 |CRUDE VEG MATERIALS NES FA SM 1.449 1.480 4.700
653 |WOVN MAN-MADE FIB FABRIC FU MF 0.842 1.830 4130
635 |WOOD MANUFACTURES NES FU SF 0.000 1.183 4.022
072 |COCOA FA s8 0.000 2.372 3744
851 FOOTWEAR FU MF 0,000 0.482 3.668
333 |CRUDE PETROLEUM ™M LS 5.314 4.897 3643
842 |MENS OUTERWEAR NON KNIT FU MF 0916 1.491 2935
899 |OTHER MANUFACTURED GOODS FU SF 2.285 2577 2.703
844 |UNDERGARMENT NON KNIT FuU SF 1.947 2747 2.643
843 |WOMENS OUTERWEAR NON KNIT FuU MF 0.796 1.805 2.600
846 |UNDERGARMENTS KNITTED FU SF 0.552 1901 2.506
322 |COAL, LIGNITE AND PEAT FM MM 0.000 0.000 2127
652 JCOTTON FABRICS, WOVEN FU MM 0.375 1.654 2.077
6551 |ESSENTL OILS, PERFUME. ETC FH SM 0.000 0.000 1.664
845 |OUTERWEAR KNIT NCNELASTIC FU MF 0.140 1.006 1.979
248 |WOOD SHAPED, SLEEPERS FA MM 1.634 4610 1.888
562 |FERTILIZERS, MANUFACTURE T MM 0.677 1.477 1.740
034 |FISH, FRESH, CHILLED, FROZEN FA MF 0.000 0.802 1.724
658 |TEXTILE ARTICLES ETC FU SF 0.000 0.000 1.534
665 |GLASSWARE FU SM 0.000 0.000 1.474
334 |PETROLEUM PRODUCTS, REFIN M Ls 0.986 1.426 1.446
821 FURNITURE, PARTS THERECF Fu MF 0.000 0.394 1.437
847 |TEXTILE CLTHNG ACCES NES FU SF 0.00¢ 0.000 1.386
861 LiIME, CEMENT, BLDG PRODS FM SM 0.000 1.925 1.338
037 |FISH ETC PREPD. PRSVD NES FA SF 0.000 0.000 1.215
697 |BASE MTL HOUSEHOLD EQUIP FU SM 0.000 0.000 1.168
036 |SHELL FISH FRESH, FROZEN FA SF 3.787 6.562 1.021
651 |TEXTILE YARN FU MM 0.000 0.526 1.005
Memorandum
672 |IRON, STEEL PRIMARY FORMS FH MF 0.000 1.001 0.732
292 |CRUDE VEG MATERIALS NES FA SM 1.853 1.929 N.A.
121 TOBACCO UNMNFCTRD, REFUSE FA 88 0.808 1.818 N.A.
659 |FLOOR COVERINGS, ETC FU SM 0.000 1.036 N.A.
247 |OTH WOOD ROUGH, SQUARED FA SM 3.245 N.A. N.A,

Note: -

L: Large (1.0%) FA : Agriculiural resource intensive

M : Medium (0.5 - 1.0%} FM : Mineral rasource intensive

S Small (below 0.5%) FL : Unskilled labor intensive

F : Fast {12%) FH : Human capital intensive

M : Medium {6 - 12%) FT : Technology intensive

S : Slow, negative (below 6%)
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ment by allowing larger flows of foreign direct investment and foreign
technical experts.

In contrast to this, the selective intervention scheme seems to have
been less effective. Supported by heavy protection, domestic produc-
ers in the targeted technology-intensive industries, such as steel, engi-
neering, shipbuilding, telecommunications, and aerospace, supply the
small protected markets at relatively higher cost. Few linkages have
developed between these industries and the rest of the Indonesian
manufacturing sector. They also absorbed scarce technical and profes-
sional manpower and public resources to train such manpower that
could have been used for more productive purposes if deployed in the
private sector.

Foreign direct investment seems to have played a less significant
role in Indonesia than in the neighbouring countries such as Malaysia,
the Philippines, and Thailand, mainly due to the government’s rather
restrictive approach. For example, with the aim to develop domestic
companies, foreign investments have to be in the form of joint-ventures
with Indonesian partners. After realising the positive contribution of
FDI in the textile industry, however, the government began to welcome
more FDL® There was also an increasing awareness of the importance
of FDI as a source of financing as compared with the already high
dependence on foreign debt financing. It is generally accepted that
FDI provides resources for investment without creating debt in addi-
tion to an access to new ideas, technology, and managerial skills.

3.1.2 Challenge for the Future

Thanks to the rich natural resource endowments in variety as well
as in quantity, Indonesia has a highly diversified manufacturing base
which includes iron and steel, petroleum refining, petro-chemicals,
cement, pulp and paper, and textiles and garments. It has also made
some headway into automobile assembly, and aircraft industry owing
much to the governments’ ambitious vision. Although the progress has
been somewhat mixed, the potential and possibility remains. When a
critical mass of better educated human resources is achieved to match

90. Azizah Talib, ed., “Foreign Direct Investment in the SEACEN Countries,” The SEACEN
Centre, 1994, pp. 104-105.
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the abundant natural resources, Indonesia will surely realise its poten-
tial to become a leading economic power in the South-East Asian
region. As the income level increases in line with robust economic
growth in recent years, the huge domestic market will further enhance
the country’s competitiveness.

Although the structural reforms helped to diversify the economy by
expanding the private sector’s role and reducing the reliance on oil,
competitive industries have heen basically formed around the abundant
factors of production. Raising the efficiency and productivity will be
the key to sustaining the dynamism of non-oil exports. The entry of
new competitors to Indonesia's key export products in recent years has
intensified this requirement, resulting in a strategic shift from basic cost
advantages to productivity gains. This involves a wide-ranging policy
agenda such as maintenance of macroeconomic stability, incentives to
raise efficiency and productivity, and substantial investment in both
human and physical capital. These policies can only be implemented
through institutional development and reform. Given that each item in
the agenda is broad encugh to be a research topic by itself, we shall
confine the discussion to the issues concerning technology and the role
of the government.

In general, the acquisition and assimilation of technology are best
achieved by maintaining an open regime for trade, investment, and
technology licensing, as well as by emphasising on education and
training. Supporting infrastructure, such as R&D facilities, standard
setting and quality control, that is well-focused and responsive to the
private sector needs will undoubtedly quicken this achievement. Thus,
the policy measures that enhance the supply of better educated and
skilled workers while promoting the flexibility in the labour market
stand a good chance of being successful. In contrast, the selective
intervention scheme or a so-called “technological-leapfrogging” strategy
has proven costly and ineffective in most countries.

In this context, the importance of investment in human resource
development cannot be overemphasised. For this task, the public
sector is best suited. While provision for basic education will continue
to be a major part of public spending, more resources are needed to
improve the quality of education, particularly at a higher level and
vocational training. Moving up the technology ladder and success in
high-technology industries cannot be achieved without high-quality
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human capital. Setting up a factory which manufactures - or strictly
speaking, assembles or packs - high-tech electronic products with
imported machinery under the foreign supervisor will not take the
industry far in the road to competitiveness, unless supported by a large
pool of indigenous qualified engineers and technicians as well as semi-
skilled workers.

In addition, the government should provide a competitive environ-
ment for the private sector to raise efficiency and productivity. With
the private sector leading in productive capacity, the government’s role
is to ensure an efficient functioning of the markets and to provide
public services effectively and transparently. Fostering competition
both at home and abroad is critical to this, and any industrial targeting
should be pursued more cautiously. In addition, although the long-run
perspective of structural reforms may point toward more downstream
processing and higher value-added activities, labour-intensive industries
will still continue to be competitive as long as the labour supply is in
abundance. The ability to attract more FDI will depend on the attrac-
tiveness of investment incentives, capital market regulations, availability
of infrastructure, and reforms in the legal framework and accounting
systermm.

3.2 Korea
3.2.1 Changes in Competitive Position

Compared with the other SEACEN countries, Korea is poorly en-
dowed with natural resources. Except for some raw materials such as
tungsten and limestone as well as some modest fishing ground, it lacks
significant reserves of minerals and forest. Its arable land is also limited
because almost 70 percent of the country is mountainous terrain,
Moreover, the country suffered from a devastating civil war and is still
divided by difference in political ideology.

Due to the Korean War, Korea only began to industrialise in the
early 1960s, relying mainly on imported materials, cheap and fairly
abundant domestic labour, and foreign capital. After a series of suc-
cessful Five-Year Plans, Korea has emerged as one of the Asian NIEs
and the industrialisation process seemed to have matured by the mid-
1980s, with the share of manufacturing to GDP peaking at 30.3 percent
in 1984 and being maintained around 30 percent since. Manufactured
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exports have accounted for more than 90 percent of the total exports
since the early 1980s (see Table 3.2.1).

The most distinguished feature of Korea as a developing country
is the high average level of education on account of the commitment
of Koreans to education. The higher education system is extensive,
including numerous technical colleges, universities and graduate schools.
Both major companies and the government invest heavily to enhance
technical capability not only through supporting students to overseas
study and training but also through encouraging joint research with
university and specialised research institutes. This supplements the
general education level which is already of a relatively high standard
for a developing country.

Korean companies have also made conscious efforts to develop
their own technology and product models since the early stage of
industrialisation. Although many companies still depend on original
equipment manufacturing (OEM) sales for most of their business, oth-
ers, especially the conglomerates, are less OEM-oriented and more
willing to invest in international marketing and in-house technology
than companies in other NIEs. They are also well known for their
willingness to take risk in investments and compete among themselves.
The competitive spirit is perhaps the single greatest source of advan-
tage that they have” Besides domestic rivalry, they always aim high,
benchmarking against the world leaders in strategic industries. Lagging
behind the developed countries by more than a decade in terms of
technological capability, they have strived to overcome technological
gaps with aggressive investments in the R&D, shift from licensing to
technelogical alliance with the market leaders, and acquisition of for-
eign firms.

Unlike other SEACEN countries, human resource intensive industry
has had the lion’s share in Korea's export structure since the 1980s due
to the success in the exports of electronic and steel products. As
shown in Figure 3.3.3, its share of exports still continue to show a

91. The rivalry among Korean companies has often been so intense that the government
has intervened to prevent “destructive” competition. However, the tendency to
intervene in rivalry is a dangerous one. See Michael E. Porter, op cit., 1991, pp. 464-
474.
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moderate increasing trend. In contrast, the unskilled labour-intensive
industry which has the second largest share shows a declining trend
mainly because of the waning textiles and apparel industry. Although
the textiles/apparel industry still accounts for 22.8 percent of the coun-
try’s export as of 1992, making up the top single export earner, its
share has dropped sharply from 48.6 percent in 1985 (see Table A.9 in
the Appendix). Also noticeable is a moderate but increasing share of
technology-intensive industry that includes chemical products and
machinery.

A common feature of industries which have gained a higher share
is that they are capital intensive requiring a certain level of technology.
This was financed by domestic savings which rose rapidly in the 1980s
as well as foreign savings. The dependence on foreign Joans marks
a significant difference in financing strategy from other NIEs which
depend largely on foreign direct investment. High real interest rates
seem to have coniributed much to the rapid increase in domestic
savings in the 1980s. However, since the propensity to consume tends
to increase as the income level grows, domestic savings have not
grown in parallel with the income level. Thus, the high real interest
rates not only constrain the investment required to deepen and broaden
the economy, but also further increase the dependency on foreign
capital.

In terms of the RCA index as shown in Table 3.3.2, Korea has 49
competitive industries for the 1990-1992 period average, slightly lower
than the 51 industries in the 1987-1989 period. Conforming to our
findings based on the CMS analysis in the previous section, competi-
tiveness is ohserved to be weakening in the majority of the competitive
industries, except for transistors and memory chips, synthetic fibres,
knitted fabrics, special fabrics, leather and fur products, telecommuni-
cation equipment and parts, and polymerised plastics. Increasing strength
in special fabrics indicates the country’s efforts to improve competitive-
ness even in the so-called ‘sunset’ indusiry, and the aim to survive by
finding niche markets. On the other hand, watches and clocks, optical
goods, and fertilisers have lost competitiveness recently. Based on the
RCA index, passenger cars and other road motor vehicle industries

one. See Michael E. Porter, op cit,, 1991, pp. 464-474.
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have not shown competitiveness except for 1987 and 1988, while non-
motor vehicle trailer has maintained its competitiveness.

Factor intensity alone cannot fully explain Korea’s waning com-
petitiveness, since most of the industries were experiencing it regard-
less of their factor intensity. For example, human resource intensive
industries like TV receivers and VCRs have been losing their export
share to a certain degree although they remain competitive at the
moment. One explanation for declining competitiveness is that Korean
manufactures which have been facing increasing production costs at
home, have moved their production sites abroad to serve the regional
market closer to the host country. Exports from the overseas subsid-
laries are not counted as Korean exports, although they have become
an important source of earnings.”? Another reason is that Korea’s com-
petitiveness in these industries lies in ‘medium-quality low-price’ prod-
ucts using standardised technology that are mostly licensed from devel-
oped countries. Although they are classified as human resource indus-
try, they are also capital intensive. As most of the multinational corpo-
rations operating in the so-called new NIEs, China, Tatin America, and
Eastern Europe using similar production technology but at much cheaper
costs in terms of labour, land, and capital, Korea is at a competitive
disadvantage in the same market segments.

As shown in Figure 3.3.4, four competitive industries are identified
in the large and fast-growing industry category, namely, memory chips,
telecommunication equipment, polymerisation products, and automatic
data processing equipment. The presence of competitiveness in these
industries suggests that Korea has thus far been adapting to changes in
the world export structure successfully. 1t also shows Korea’s ability
to keep up with the trend. This is not only because of the newness
of the industries, which often requires risk-taking, and advanced com-
petitive factors such as investments in R&D and higher education, but
also because of the entrepreneurship of Korean companies.

By and large, Korea's competitive advantage used to lie in its low-
cost positions in various industry segments, which have been created
by a combination of skilled and productive labour and aggressive

92, If the outward FDI had been included as in Porters study, these industries could
have shown swengthening competitiveness. Due o data constraints, however, the
FDI factor was not taken into consideration.
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investment to acquire technology to build modern, large-scale facilities.
Of equal importance, however, is the government’s role in developing
the Korean economy. This role includes sound macroeconomic man-
agement, provision of appropriate incentives and regulatory environ-
ment as well as a wide spectrum of infrastructure, and direct interven-
tion in individual industry, the so-called targeting strategy, either through
protection or subsidy.

As a numerous number of literature pointed out, the success of the
government’s role has been mixed. While the interventionist strategy
has brought much benefits, declining competitiveness is counted as one
of its side-effects.”® Industrial targeting policy works best when the
economy is at a developing stage, but it often causes distortion when
the economy matures. Thus, targeting policy could be wrong as well
as right. It often leads to an underestimation of the significance of
market mechanism while overestimating its ability”* to address market
failure. Experiences in the past couple of years show that such a belief
is not well founded in a rapidly changing economic environment.

Economic concentration on the conglomerates, the chabeol,, made
the problems more complicated. While it is true that the breakthrough
of almost all Korean products in the international market was attributed
to them, their competitive base has been diluted through the expansion
of business beyond the areas of their expertise. The rapid expansion
of their business was made possible by support both in terms of
financial and initial entry into the business. The chabeol is often
compared to the Japanese keiretsu with a significant difference that the
members of chabeol are managed with a high degree of central con-
trol.% This results in horizontal expansion of the chabeol which pre-
vented the small and medium size firms from developing material and
parts industries which are critical to deepening the industrial structure.

93. Tt is argued that less government in trade is linked to higher productivity growth and
in fact industrial and trade policies have little correlation with trade performance. See
Lee, Jong-Wha, “Government Interventions and Productivity Growth,” Journal of
Economic Growth, September 1996, p. 392.

94. This partly stems from the traditional preference of civil service as profession. Most
of the first echelon university graduates in social science discipline have preferred
a career as elite government officials until recently.

95. M.E. Porter, op cit., 1990, p. 472.
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TABLE3.3.2

COMPETITIVE INDUSTRIES BASED ON THE RCA INDEX

(KOREA)
SITC TILE FACTOR WORLD 1484~ 1967- 1880-
INTENSITY | MARKET 1986 1989 1992

848 |HEADRGEAR, NONTXL CLOTHING FU SF 12.049 10.826 9.279
653 [WOVN MAN-MADE FIB FABRIC FU MF 8.030 6.241 7.223
786 [TRAILERS, NONMOCTR VEH, NES FH sM 7.855 7.978 7.096
851 FOOTWEAR FU MF 8.786 7.074 6.062
793 |SHIPS AND BOATS ETC FH LS 12.829 3.634 5.928
831  |TRAVEL GOODS, HANDBAGS FU SF 12.462 7 415 5.495
761 ITELEVISION RECEIVRS FH MF 7442 6.024 4718
847  [TEXTILE CLTHNG ACCES NES FU SF 5808 47389 4620
776 [TRANSISTORS, VALVES, ETC FH LF 3.382 3.483 4569
266 |SYNTHETIC FIBRES TO SPIN FA 58 0.000 2512 4.445
762 |RADIO BROADCAST REGEIVRS FH SF 5.698 5.942 4.379
763 |SOUND RECORDRS, PHONOGRPH FH MM 2.037 4972 4.374
696 |CUTLERY FU SM 5992 5048 4.337
655 [KNITTED, ETC FABRICS FU SF Q.000 1716 3.855
844  [UNDERGARMENT NON KNIF FU SF 11.713 6.008 3.495
656  |LACE, RIBBONS, TULLE, ETC FU 8F 5.449 2.087 3.061
693 |WIRE'PRODUCTS NON ELECTR FH SM 5.435 3.327 2.952
697 |BASE MTL HOUSEHOLD EQUIP FU SM 4.308 3.645 2943
611 [LEATHER FU sk 0.000 0.899 2.867
625 |RUBBER TYRES, TUBES ECT FH MM 3.815 2710 2814
898  |MUSICAL INSTRUMENTS, PTS FH MF 3.162 3.324 2728
857 |SPECIAL TXTL FARBC, PRODS FU SF 1.882 2.208 2877
845 [OUTERWEAR KNIT NONELASTIC Fu MF 6.377 4108 2664
654 (OTH WOVEN TEXTILE FABRIC FU SF 303 2.321 2561
845 |UNDERGARMENTS KNITTED FU SF 6.639 4.192 2.378
€74 |IRN, STL UNIV, PLATE SHEET FH w 1.943 1.425 2.372
842  |MENS OUTERWEAR NON KNIT FU MF 7518 4748 2357
037 |FISH ETC PREFPD, PRSVD NES FA SF 3.392 2.667 2310
899  |OTHER MANUFACTURED GOQDS FU SF 2708 2183 2150
884 TOYS, SPORTING GOODS, ETC FL} MF 5936 3711 2129
034 |FISH, FRESH, CHILLED, FROZEN FA MF 4768 3.188 2108
775 |HOUSEHOLD TYPE EQUIP NES FH MF 2581 3023 2.059
681 [LIME, CEMENT, 8L.DG PRODS FM SM 2.844 2.782 1.980
764 |TELECOM EQPT, PTS, ACC NES FH LF 1.456 1.677 1.958
843  [WOMENS OUTERWEAR NON KNIT FU MF 4.552 3.163 1.956
651 TEXTILE YARN FU MM 2.72¢ 1.770 1.893
658 [TEXTILE ARTICLES ETC FU SF 3518 2123 1.802
583 POLYMERIZATION ETC PRODS FT LF 0.000 0527 1.746
681 |STRUCTURES AND PARTS NES FH M 6.102 2.3%1 1.616
771 |ELECTRIC POWER MACHY NES FT SF 2961 1.770 1.557
036 |SHELL FISH FRESH, FROZEN FA SF 2.974 2.205 1.487
209 |CRUDE VEG MATERIALS NES FA SM 2.451 1.503 1.444
752 |AUTOMTIC DATA PROC EQUIP FH LF 1.008 1.439 1.375
678 1IRON, STL TUBES, PIPES, ETC FH MS 2,044 1.526 1.311
202 |CRUDE VEG MATERIALS NES FA SM 1.234 1.228 1.249
673 |IRON, STEEL SHAPES ETC FH MM 2.168 1.362 1.240
662 (COTTON FABRICS, WOVEN FU MM 1.702 1.089 1.106
897 |GOLD, SILVERWARE, JEWELRY FH MM 0.000 1.067 1.086
Memorandum

B85 |WATCHES AND CLOCKS FH MF 1.669% 1.066 0.616
562 |FEATILIZERS, MANUFACTURE FT MM 1.747 0.425 N.A,
884 (OPTICAL GOODS FT SM 1.867 1.845 N.A,
781 |PASSENGER MOTOR VEHICLES FH LM 0.440 0.971 0.602
783 |ROAD MOTOR VEHICLES FH SF 0.000 0.000 0.439

Note: -

L : Large (1.0%)

M : Medium (0.5 - 1.0%)

S :Small (below 0.5%)

F : Fast{12%)

M Medium (6 - 12%)

S : Slow, negative (below 6%)

FA : Agricultural resource intensive
FM : Mineral resource intansive
FU : Unskilled laber intensive

FH : Human capital intensive

FT : Technology intensive

Saurce: Authar's computations based on UN Trade Slatisiies Yearbook, Various 1ssuss.
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FIGURE 3.3.3
SHARE OF EXPORTS BY FACTOR INTENSITY
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Overall, the present economic structure of Korea is characterised
as high-cost and low-efficiency. On the cost side several factors are
at work. Nominal wages have increased well over the corresponding
productivity growth. High real interest rates have burdened most firms
which depend heavily on debt financing. Increase in the land price
for industrial use has even exceeded that for residential and commercial
purposes. Lastly, complicated distribution channels and saturated lo-
gistics infrastructure have added to the costs. On the efficiency side,
the major factors are: per capita labour productivity remains one-third
of Japan’s; high dependency on imports of intermediate inputs and low
linkages between industries, which result in a low level of value added
to output ratio; and, less efficient use of energy compared to its com-
petitors,

3.2.2 Challenge for the Future

The persistent current account deficit in recent years casts a shadow
on the future competitiveness of Korea. Most of the sunset industries
like textiles and apparel are losing ground to competitors abroad despite
efforts to create a niche market. In this respect, Korea has to compete
with developed countries in terms of quality and design, as well as
developing countries in term of price. The situation is quite similar in
the present core industries, namely electronic and mechanical equip-
ment, steel, and petro-chemicals, due to competition from China and
the South-East Asian NIEs which have cost advantages over Korea.
Likewise, strategic industries such as micro-electronics, new materials,
bio-technology, and renewable energies in which the country has made
extensive efforts and made progress to a certain degree, are still strug-
gling to catch up in the face of intensifying protectionism in technology
from developed countries.

The task of restructuring from a high-cost, low-efficiency economy
to a low-cost, high-efficiency one requires a wide range of policy
measures. Obviously, both macro- and micro-economic measures are
needed. On the macroeconomic front, top priority should be given to
price stability through aggregate demand management of tight fiscal
policy and flexible monetary policy. Although this may require sacri-
ficing short-term economic growth, price stability is a prerequisite, It
must be remembered that growth cannot be sustained unless it is
consistent with its long-term potential that can only be achieved through
price stability as well as efficiency gained across the economy.
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The micro-economic front should also be given equal or more
emphasis, since it is more difficult and takes longer for the economy
to upgrade, deepen, and breaden its activities. It should include con-
tinuous investment in R&D with more focus on basic science and
processing technology, reforms of the higher education system, en-
hancement of organic linkages in terms of both inter- and intra-indus-
try, increased efficiency in the factor markets such as labour, financial,
and land market, sufficient infrastructure under efficient management,
innovative and forward-looking entrepreneurship, and the balanced
role of the government with respect to the private sector’s increasing
importance.

For developing countries’ standard, Korea has achieved a remark-
able economic growth led by export drive. However, since its admis-
sion as a new member of the OECD countries, it can no longer be
evaluated by such a standard. In this context, promoting an open and
competitive business environment which is transparent with a clear set
of the rules of the game as well as information disclosure requirement
is urgently needed, because this factor is often cited as the weakest
factor in the competitive position of Korea.

3.3 Malaysia
3.3.1 Changes in Competitive Position

Relatively well-endowed with natural resources, Malaysia's
industrialisation progress is unique and remarkable. The manufacturing
sector accounted for 33.1 percent of GDP in 1995, the highest among
the SEACEN countries, and more than 60 percent of exports in 1993.
This achievement is mainly attributable to successful industrial policies
which focused on export promotion in tandem with attracting foreign
direct investments.

Like other developing countries, Malaysia pursued import-substitut-
ing industrial policy at the early stage of development. With the launch-
ing of the New Economic Policy (NEP) in 1971, the strategy was shifted
towards combining import substitution with export promotion with
more emphasis on the latter. Export-processing zones (EPZ), free trade
zones, and licensed manufacturing warchouses were established to
support the policy. MNCs from the U.S. and Japan began to invest in
the manufacturing industries, particularly the electronic and household
electrical equipment.
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FDI inflows have witnessed a record high in the late 1980s on-
wards, when the economy regained rapid growth after a brief recession
in the mid 1980s caused by the decline in the prices of oil and other
primary products. FDIs from the Asian NIEs, especially from Taiwan,
as well as Japan and the U.S., made important contributions. Rising
production cost, i.e., soaring land price and wage, pushed many of the
unskilled or semi-skilled labour-intensive industries in these countries
to relocate abroad where land and labour are in ample supply. The
yen’s appreciation after the Plaza Accord also compelled the Japanese
firms to move their production bases overseas. Malaysia is well placed
to take advantage of these developments as it has sound macroeconomic
management, political stability, well-developed infrastructure, and cheap
but relatively well-educated labour force. Most of the FDIs to Malaysia
are export oriented, reflecting its focus on promoting manufactured
exports and the fact that it has a small domestic market size.

Figure 3.3.5 well demonstrates the structural changes in Malaysian
exports according to factor intensity. The export share of human
resource intensive industry, dominated by electrical and electronic
products, has more than doubled during the period 1983-1992 and took
the leading position in 1992. On the other hand, the natural resource
intensive industry, whose share used to be more than twice as much,
has halved. The unskilled labour-intensive industry has kept a low
profile, accounting for only 10 percent in 1992. Unlike neighbouring
countries with larger population, Malaysia is not abundant in labour
force. Most of the demand for unskilled labour is met by cheap labour
imported from neighbouring countries.®® However, the share of labour-
intensive industry has shown a steady growth mainly due to the wood
products industry such as plywood, wood manufactures, and furniture.
The shortage in unskilled labour supply also accounts for a decline in
natural resource intensive industries such as rubber and tin which
critically require a large unskilled labour supply.

Competitiveness measured by the RCA in Table 3.3.3 reveals that
Malaysia is gaining competitiveness with the competitive industry in-
creasing from 21 industries in 1983-1985 to 34 industries in 1990-1992.
However, the most competitive industries are still natural resources

96. At the height of economic growth, about two million immigrant unskilled labour
force are reportedly estimated to work in Malaysia.
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base, which conforms to the H-O prediction. This finding is not
surprising because these industries are nation-specific by nature. Since
Malaysia is the world’s largest producer of palm oil, palm oil related
industries topped the competitiveness scoreboard accounting for three
out of the top five industries. The continued efforts to increase the
processing activities of the primary materials domestically is exempli-
fied in the outstanding gain in competitiveness for the processed veg-
etable oil during the late 1980s.

Despite this static competitiveness strength in natural resource based
industries, dynamic competitive advantage gains have been led by
electronic-related procducts, namely audio receivers, TV, telecommuni-
cation equipment, office machines, and computer parts. Recent gains
to a lesser degree are also recorded in other manufactures such as
lumber, plywood, furniture, and garments. On the other hand, most
of the natural resource based industries including the top five, namely
palm oil, natural rubber, and tin, have recorded a sharp drop in com-
petitiveness. This is also the case for some manufactured goods such
as transistors and microchips industry which showed a slight decline in
competitiveness, although they still topped the country’s exports share
accounting for an average of 14 percent in 1990-1992 and had a share
of 6.9 percent in the world export market. This is partly because of
the increasing competition from neighbouring countries. The Philip-
pines, for example, also produces the Intel microchips although it still
has a more moderate market share. As mentioned earlier, this industry
generally benefits from the inflows of the FDI either in the form of
joint-ventures or wholly owned foreign subsidiaries that are in principle
required to export all the products they manufactured. However, the
fact that foreign investors may move their manufacturing sites to other
countries whenever the envirocnment becomes less attractive may leave
the host country in a vulnerable position.”

97. In early 1996, Quantum of Japan, HewlettPackard of the USA, and Grundig of
Netherlands either transferred their factories from Penang, one of the most prominent
industrial states in Malaysia, to other countries or shut them completely. A severe
shortage of skilled workers as well as wage increases partly accounts for this. See
“The Economist,” Sept. 21, 1996, p. 72.
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FIGURE 3.3.5
SHARE OF EXPORTS BY FACTOR INTENSITY
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TABLE 3.3.3
COMPETITIVE INDUSTRIES BASED ON THE RCA INDEX

(MALAYSIA)
SITC TITLE FACTOR WORLD 1983- 1986- 1990-
INTENSITY | MARKET 1985 1989 1982

424  |FIXED VEG QiLS NONSOFT FA 85 59.729 66.824 46.539
499 |PROCESD ANML VEG OIL, ETC FA 85 2.990 150.518 31577
232 |NATURAL RUBBER, GUMS FA SsS 43612 45720 23.887
687 |TIN FM SN 35.827 31.146 21.731
431 |PROCESD ANML VEG OIL, ETC FA SM 8.847 21.714 21.643
247 |OTH WOOD ROUGH, SQUARED FA SM 34.947 28.080 17.351
762 |RADIO BROADCAST RECEIVRS FH SF. 2.885 7.016 9.953
248 |WOOD SHAPED, SLEEPERS FA MM £6.785 6.971 7.189
776 |TRANSISTORS, VALVES, ETC FH LF 10.459 9.475 7.045
072 |COCOA FA 38 4938 g.122 5.926
634 (VENEERS, PLYWOQD, ETC FU SF 4423 5.021 5.447
761 |TELEVISION RECEIVRS FH MF 0.891 2.480 4.283
763 |SOUND RECORDRS, PHONOGRPH FH MM 0.000 1.261 4.282
848 |HEADGEAR, NONTXL CLOTHING FU SF 0.000 2.799 4.249
621 [MATERIALS OF RUBBER FH SF 0.000 2873 3.582
897 |GOLD, SILVERWARE, JEWELRY FH MM 0.000 0.887 3.299
341 |GAS, NATURAL AND MANUFCT FM LS 2.690 3.939 3.104
764 |TELECOM EQPT, PTS, ACC NES FH LF 0.686 1.198 2.702
771 |ELECTRIC POWER MACHY NES FT SF 1.555 2.702 2.662
881 [PHOTO APPARAT, EQUIP NES FT SM 0.000 0.533 2.256
759 |OFFICE, ADP MCH PTS, ACCES FH LF 0.000 0.348 2.188
333 |CRUDE PETROLEUM M LS 2.427 2414 2,025
001 |LIVE ANIMALS FOR FOOD FA SM N.A. 1.535 1.869
5§12 |ALCOHOLS, PHENOLS ETC FT SM 0.426 1.303 1718
844 |UNDERGARMENT NON KNIT Fu SF 2.084 2070 1.693
299 |CRUDE VEG MATERIALS NES FA SM 2.799 2.397 1.578
671 |PIG IRON ETC FM SF 0.000 0.992 1.474
635 |WOOD MANUFACTURES NES FU SF 0.000 0.657 1.466
845 |OUTERWEAR KNIT NONELASTIC FU MF 0561 1.071 1.328
846 |UNDERGARMENTS KNITTED FU SF 1.292 1.314 1.183
894 |TOYS, SPORTING GOODS, ETC FU MF 0572 0.745 1.057
036 |SHELL FISH FRESH, FROZEN FA SF 1.389 1.203 1.050
Memorandum
075 |SPICES FA 83 5.256 5963 N.A.
037 |FISH ETC PREPD, PRSYD NES FA SF 2277 1.941 N.A.
781 |PASSENGER MOTCR VEHICLES FH LM 0.000 0.000 0.055

Note: -

L :Large {1.0%)

M : Medium (C.5 - 1.0%)} FA : Agriculwral resource intensive

S : Small (below 0.5%) FM : Mineral resource intensive

F : Fast (12%) FU : Unskilled labor intensive

M : Medium (6 - 12%) FH : Human capital intensive

S : Slow, negative (below 6%} FT : Technology intensive

Source: Author's compulalions based on UN Trade Statisites Yearbook, Various Issues.
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3.3.2 Challenge for the Future

More recently, Malaysia has emerged as the most prosperous de-
velopment hub in the South East Asian region owing not only to the
economic dynamism but also to its leadership in the international
political scene. Behind its unprecedented economic growth at an
average of 8.5 percent per annum during 1991-1995, the fastest in the
region, has been the investment in export-oriented manufactures and
the rapid growth in export earnings of these industries. Malaysia has
been able to take advantage of the FDI waves as companies in the
developed countries relocate their production bases to low-cost areas.
Its ability to attract FDI through its well-developed infrastructure, fairly
efficient administration, and a reasonable pool of semi-skilled workforce
has reduced its requirement to rely on debt financing either domesti-
cally or abroad. FDI has also made it easier to penetrate into new
markets through the existing worldwide network of the investing com-
panies.

As mentioned earlier, rising labour costs and exchange rates in
Japan and the Asian NIEs led to offshore investment in Malaysia, par-
ticularly for the industries that require higher skilled labour not easily
available in the other Asia’s low-wage countries. However, as com-
petition to induce FDI becomes stiffer, coupled with its limited pool of
skilled labour, Malaysia is challenged with the possibility of FDI flow-
ing to other more attractive locations. In fact, the inflow of FDI has
been stagnant since 1993 when there was a surge of FDI in China.
Besides competing for FDI, it is likely that Malaysia will soon face the
same difficulties in sustaining competitiveness in the export market as
the Asian NIEs, namely, increasing price competition from the cheaper
cost neighbours on the one hand, and the limited ability to upgrade
quality on their own on the other,

As the country tries 1o become a fully developed country by the
year 2020, the task of widening and deepening the industrial base has
been given high priority. As for the manufacturing sector, a potential
weakness lies in its heavy concentration on the electrical and electronic
industry. This industry has been heavily dependent on import technol-
ogy as well as raw materials while the R&D activities has been largely
insignificant, leading to limited product development and design capa-
bilities. In addition, the small domestic market and unsophisticated
consumer demand have hindered the upgrading of product quality.

90



Assessment Of International Competitiveness

The national car project, despite its dominance in the domestic market
due mainly to the high import tariff barrier, has yet to show competi-
tiveness in the world export market. In any case, it still relies on the
foreign partner’s technology and imported core parts.

A chronic and large deficit on the service account coupled with a
heavy dependence on imported machinery and parts are the main
causes of Malaysia’s growing concern over the widening current ac-
count deficit despite its strong performance in exports and economic
growth. The local content requirements of FDI is often aimed at
mitigating this problem. In the medium to long term, it is crucial to
promote the small- and medium-scale industries which are expected to
play a pivotal role in developing the local parts industry. It will not
be achieved overnight, however, because this requires an educational
and business environment that will produce innovative and competitive
entrepreneurs as well as effective training facilities that will enhance the
skill of workers for new business.

An ambitious Multimedia Super Corridor (MSC),”® which is often
dubbed as Malaysian Silicon Valley and will provide a regional launch
site for international companies to develop or to use leading multime-
dia technologies, seems to grow out of the efforts to make up for the
sluggish assembly-oriented FDIs as well as to step up a technology
ladder based on the country’s strength in the electronic and electrical
industry. It is too soon to assess the success of this initiative because
it has just begun. It is also a fact that the latest and most crucial
information technology are not likely to be released or transferred
easily but instead tend to be kept close to the chest. Moreover,
Singapore’s recent declaration to transform the country into an Intelli-
gent Island, or another Silicon Valley in the region, may be a threat to
the MSC. However, Malaysia can still benefit from the project as at
least it will function as a testing field for the high-tech information
industries, which will eventually spill over to the entire economy.

98. Seven multimedia industries are designated as “Flagship Applications,” namely elec-
tronic government, smart school, telemedicine, R&D clusters, national multipurpose
card, borderless marketing centres, and worldwide manufacturing webs. Only the
companies awarded MSC status wilt be able to apply for these contracts and other
incentives such as tax holidays.
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Given the country’s abundant natural resources, there is still a lot
of room for exploitation. The introduction of new labour saving tech-
nologies and the intensified R&D in both upstream and downstream
products would be crucial to maintain and upgrade its competitive
advantage. In this respect, wood products and palm oil have the
highest growth potential. The greater expansion of resource-based
industries will help to widen and deepen the manufacturing sector.

3.4 Nepal
3.4.1 Changes in Competitive Position

Nepal’'s economic structure i{s predominantly agricultural. The
agricultural sector accounts for more than 40 percent of GDP as well
as 90 percent of employment while the manufacturing sector contrib-
utes less than 10 percent to GDP. The country is not well-endowed
with natural resources. Productivity in the agricultural sector is rela-
tively low due mainly to the predominantly weather-dependent method
of farming and moderately efficient irrigation system. Development in
manufactures has also been constrained by the small domestic markert,
strong Indian competition, the country’s landlocked position, and the
lack of infrastructure, skilled manpower and capital.”®

Major export items are carpets and garments, which account for
more than 85 percent of total exports in 1990. Leather, vegetable
materials and jute are also important items of exports. The
industrialisation strategy has been to encourage private investment,
especially for labour-intensive exports, import substitutes, and cottage
industries. As illustrated in Figure 3.3.7, exports of labour-intensive
industry represented by carpets and garments has picked up since the
mid-1980s with its share in toral exports rising steadily to above 90
percent in 1990. Meanwhile, the export share of food and live animals
as well as non-fuel crude materials declined steadily.

Competitiveness measured by the RCA index in Table 3.3.4 reveals

that, despite having a small share in the country’s exports, jute topped
the competitiveness list because of its relatively large share in the world

99. EIU, “Country Profile: Nepal, 1996-1997,” The Economist Intelligence Unit Ltd., 1996,
p. 90.
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FIGURE 3.3.7
SHARE OF EXPORTS BY FACTOR INTENSITY
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export market. It is followed by carpets (floor coverings) and under-
garments whose index values exceed 1. While carpets and under-
garments have steadily increased their competitive strength, the other
industries show inconsistent trend. Metal handicraft (SITC 697), hides
and skins, and gold, silverware, and ornaments have also shown in-
creasing competitiveness.

3.4.2 Challenge for the Future

Export promotion policies pursued so far have not been much
different from other developing countries. They include a wide range
of tax and financial incentives, establishment of Export Promotion Zones,
privatisation of state enterprises, and so on. However, these policies
have had limited success due mainly to some structural constraints. To
begin with, its land-locked position raises a number of difficulties in
transporting its exports and imports. The transit of these goods through
India not only raises cost but also subject the country to a treaty with
India which may not always be to its advantage. It is also difficult, if
not impossible, for Nepal to benefit from economy of scale in view of
its small population base and consequently narrow industrial base.
This inevitably leads to a concentration of industrial activities on labour
intensive, small-scale industries such as carpets, garments and handi-
crafts. In fact, these factors have also been responsible for the rela-
tively small FDI inflows to Nepal and further limit the country’s
industrialisation efforts.

Since industrial development is at an infant stage, it can be argued
that import substitution is as important as export promotion in the short
run so that the essential consumer goods imported to meet domestic
demand can be substituted by local products.*® It should be kept in
mind, however, that the success of import-substitution policies, as
experienced by other countries, depends critically on the availability of
abundant natural resources or well educated human resources. Since
Nepal has limited natural resources, it needs to improve the quality of
its workforce by emphasising education in the longer run.

Although the landlocked position is a major obstacle, this problem
is not insurmountable. Notwithstanding the limitation of the contagion

100. Azizah Talib, op cit, p. 227.
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TABLE 3.3.4

COMPETITIVE INDUSTRIES BASED ON THE RCA INDEX

{NEPAL)
SITC TITLE FACTCOR WORLD 1983- 1986- 1989-
INTENSITY | MARKET 1985 1988 1990

264 |[JUTE, OTH TEX BAST FIBRES FA SN 585 540 302.669 242.032
658 |FLOOR COVERINGS, ETC FU Sht 69.351 103.246 182.210
844 |UNDERGARMENT NON KNIT FU SF 3276 39.843 130.625
075 |SPICES FA S5 54.428 39.626 35.602
223 |SEEDS FOR OTH FIXED OILS FA 88 96.358 119.622 30.467
611 LEATHER FU SF 30.473 24.628 18.927
292 |CRUDE VEG MATERIALS NES FA SM 6.010 3t 9.757
424 |FIXED VEG OILS NONSOFT FA sS8 11.220 13.269 6.358
273 |STONE, SAND AND GRAVEL FM SM 5.781 1.297 5.705
023 |BUTTER FA S5 14825 6.892 5.155
081 |FEEDING STUFF FOR ANIMALS FA MS 6.639 3.906 4.470
697 [BASE MTL HOUSEHOLD EQUIP FU SM 0.000 2176 3.662
211 |HIDES, SKINS, EXC FURS, RAW FA SM 0.000 0.674 3.085
054 [VEG ETC FRSH, SMPLY PRSVD FA MM 14.214 14.658 2.964
057 |FRUIT, NUTS, FRESH, DRIED FA MM 0.155 0.247 2.493
001 |LIVE ANIMALS FOR FOOD FA &M 24.607 10.061 2.238
897 |GOLD, SILVERWARE, JEWELRY FH MM 6.000 0.350 2.11%
654 [OTHWOVEN TEXTILE FABRIC FU SF 32,962 10.779 1.928
931 SPECIAL TRANSACTIONS FU LF 6.824 1731 1.874
658 |TEXTILE ARTICLES ETC FU SF 35.726 6.355 1.660
Memorandun
657 |SPECIAL TXTL FARBC, PRODS FU SF 8.048 1.982 0.395
866 |[WORKS OF ART ETC FH SM 2876 2.302 N.A,
843 |WOMENS OUTERWEAR NON KNIT FU MF 13.133 14.024 NA.
532 [DYES NES, TANNING PROD FH SM 234.685 58.545 N.A.

Note: -

L : Large (1.0%)

M : Medium (0.5 - 1.0%) FA : Agricuttural resource intensive

S : Small (below 0.5%} FM : Mineral resource intensive

F : Fast {12%) FU : Unskilled laber intensive

M : Medium (6 - 12%) FH : Human capital intensive

S : Slow, negative (below 6%} FT : Technology intensive

Source: Authors computations based on UN Trade Statisitcs Yearsook, Various Issues.
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hypothesis,'" it may be worthwhile to study how Switzerland which
itself is a land-locked country with poor resource endowment and
multiple cultures, became one of the world’s richest countries.'?

3.5 The Philippines
3.5.1 Changes in Competitive Position

The Philippines is endowed with relatively moderate natural re-
sources, not as abundant as Indonesia and Malaysia but much better
than Korea and Nepal. The tropical climate brings occasional devas-
tating typhoons on the one hand, but provides sources for agriculture,
fishery, and forestry on the other. The 68 million population which are
relatively well-educated provide a pool of both skilled and unskilled
low-cost workforce, of which some 3.3 millions are reported to work
abroad as overseas contract workers remitting foreign exchange earn-
ings back home.

An assessment of the Philippines’ export structure during 1983-
1992 reveals that the exports of unskilled labour-intensive products,
notably garments, have been gaining importance with its share in total
exports rising steadily to be the top export earner. The export share
of natural resource intensive products, on the other hand, has been
declining. For the human resource intensive products, their export
share is increasing due to rapid growth in the electronic industry. The
change, however, is not as dramatic as in the case of Indonesia be-
cause industrialisation in the Philippines began much earlier with less
abundant natural resources. It is also different from Malaysia in that
the Philippines’ manufacturing sector has been more evenly distributed
between garments and electronic components while in Malaysia, it has
been heavily concentrated on electronic and electrical products.

The Philippines has shown competitiveness in 35 SITC 3-digit
industries during 1990-1992 (Table 3.3.5). The top 20 industries are:

i01. Individual economies might have been more successful together than they would
have been in isolation through the imitation of each other's policies, technologies,
and business strategies as well as expedited international trade. The contagion
hypothesis has some aspects in common with the “flying geese” model. See Peter
Petri, “The Lessons of East Asia,” The World Bank, 1993, pp. 78

102. For details, see Michael E. Porter, op cit., 1990, pp. 307-331.
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copra and coconut (copra) oil which topped its competitiveness list;
metal ores such as copper, iron, and chrome; shrimps and prawns;
banana and pineapples; various garments; prefabricated wood prod-
ucts; and SITC 931 consisting of all the export items from the EPZs'®
which is the single biggest industry in terms of export share accounting
for more than 20 percent of the country’s exports and mainly consists
of garments and electronic components.

The electrical and electronic industry, excluding the EPZ portion,
accounts for about 20 percent of total exports during 1991-1993.
Competitive products are electrical distributing equipment such as in-
sulated wire and cable (SITC 77310); telecommunication egquipment
such as microphone, transmitter, and radar apparatus; and audio receiv-
ers (see Table A.2). Although the transistors and microcircuit industry
(SITC 776) accounts for 9.6 percent of total exports and seems to be
competitive with the RCA index greater than 1, they are excluded
because their imports exceeded the exports. As is often the case in
developing countries, most of the companies in the electronic sector
are foreign owned or related.

The Philippines economy had suffered some setbacks caused by
economic mismanagement during the 1970s and the early 1980s as well
as frequent changes in economic and industrial policies due partly to
political instability in the late 1980s. Industrialisation through import-
substitution strategy prevailed until the mid-1960s, before switching to
export promotion policies giving a wide range of subsidies and duty
exemption as well as establishing the EPZs in 1972 only to be reversed
soon after the declaration of the martial law.

Despite the efforts to develop labour-intensive manufactured ex-
ports through the EPZs, the manufacturing sector in general has been
oriented towards the domestic consumer goods market until the mid-
1980s. The sector remains largely inefficient due to the complacency
induced by a long experience in protection under the import-substitu-
tion era. In addition, the export sector industries have had little
linkages to the rest of the economy because the garment and electronic
industries are mainly based on highly labour-intensive assembly and

103, Exports from the Export Processing Zones are classified as SITC 931 in the Phil-
ippines, which are also classified as unskilled labour intensive in this study.
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FIGURE 3.3.9
SHARE OF EXPORTS BY FACTOR INTENSITY
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TABLE 335

COMPETITIVE INDUSTRIES BASED ON THE RCA INDEX

{THE PHILIPPINES)
SITC TITLE FACTOR WORLD 1983- 1966- 1880-
INTENSITY | MARKET 1985 1988 1892

424 \FIXED VEG CILS NONSOFT FA 85 45.743 53.775 36.682
499 |PROCESD ANMLVEG OIL, £ETC FA 85 9261 9.288 35.908
289 [PREC MTAL ORES, WASTE NES M SN 30.021 40.375 27.073
931 |SPECIAL TRANSACTICNS FU LF 24738 17.274 10.290
036 |SHELL FISH FRESH, FROZEN FA SF 4.224 8.501 B.576
058 [FRUIT PRESERVED, PREPARED FA ss 8.963 9.422 7.056
846 UNDERGARMENTS KNITTED FU SF 6.404 5116 6.550
037 |FISH ETC PREPD, PRSVD NES FA SF 7.430 6143 6.484
635 |WOOD MANUFACTURES NES FU SF 6.369 5.578 6.279
898 |OTHER MANUFACTURED GOODS FU SF 8.698 8.026 6.088
287 |BASE METAL ORES, CONC NES FM MS 6718 6.274 5.848
057 |FRUIT, NUTS, FRESH, DRIED FA MM 7.350 8.739 5.402
773 |ELECTR DISTRIBUTNG EQUIP FT SF 0.000 0.000 5.250
682 [COPPER EXC CEMENT COPPER FM MM 3829 6.425 4134
845 |OUTERWEAR KNIT NONELASTIC FuU MF 2912 3.055 4,030
061 |SUGAR AND HONEY FA MS 9.283 3.352 3.98%
299 |CRUDE YEG MATERIALS NES FA SM 3777 4.968 3.868
843 |WOMENS OUTERWEAR NON KNIT FU MF 2.308 1.412 3.402
848 |HEADGEAR, NONTXL CLOTHING FU SF 0.000 0.000 2.904
842 |MENS OUTERWEAR NON KNIT FU MF 3.456 1.776 2.890
844 |UNDERGARMENT NON KNIT FU SF 1.870 1.324 2584
634 |VENEERS, PLYWOOD, ETC FU SF 7.796 5.602 2295
821 |FURNITURE, PARTS THEREOF FU MF 3312 2.851 2.291
t21  |TOBACCO UNMNFCTRD, REFUSE FA SS 2.432 2173 2.218
831 |TRAVEL GOODS, HANDBAGS FU SF 0.000 0.785 2.142
764 |TELECOM EQPT, PTS, ACC NES FH LF 0.000 0.175 1.540
847 |TEXTILE CLTHNG ACCES NES FU SF 0.000 0.000 1.714
658 |TEXTILE ARTICLES ETC FU SF 0.000 0.822 1.627
292 |CRUDE VEG MATERIALS NES FA SM 1.265 1.414 1613
884 |[TOYS, SPORTING GOCDS, ETC FU MF 0.998 0.687 1.589
851 FOOTWEAR FU MF 1675 0.805 1.430
081 |FEEDING STUFF FOR ANIMALS FA MS 1.710 2.377 1.376
762 |RADIO BROADCAST RECEIVRS FH SF 0.600 0.104 1127
261 JRON ORE, CONCENTRATES FM S5 0.000 0.000 1.039
Memorandum
671 PIG IRONETC FM SF 2.937 2.640 0.990
79¢ |SHIPFS AND BOATS ETC FH w 1.183 0.882 0.518
072 |COCOA FA ss 1172 0.359 N.A.
683 |NICKEL FM SF 9.894 1.382 NA.
071 |COFFEE AND SUBSTITUDES FA MN 1.83% 2.063 NA.
431 PROCESD ANML VEG OlL, ETC FA SM 4.001 3.216 N.A.
265 |VEG FIBRE, EXCL COTN JUTE FA sS 29737 33.975 N.A.
248 |WOOD SHAPED, SLEEPERS FA MM 4.612 2.603 N.A.

Note: -

L : Large {1.0%})

M : Medium (0.5 - 1.0%) FA : Agricultural resource intensive

S : Small (below 0.5%) FM - Mineral resource intensive

F : Fast (12%) FU : Unskilled labor intensive

M : Medium {6 - 12%) FH : Human capital intensive

S : Slow, negative {below 6%} FT : Technology intensive

Source: Author's computations bassd on UN Trade Statishcs Yearboeok, Various lssues.
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packaging activities and operated by the foreign firms on consignment
basis. They also have very high import content. The import compo-
nents accounted for 70 percent of the value of electronic exports. For
garment, the inputs are entirely imported duty-free, hence virtually no
integration of the textile and garment industries to the rest of the
economy has occurred.'™  Judging from the relatively small share of
manufactured exports in total exports, its role has not been as signifi-
cant as in other countries (see Table 3.2.1).

The government’s extensive ownership in productive activities such
as airlines, steel, oil, sugar and coconut also, to some extent, retarded
the productivity growth in the manufacturing sector in general. In fact,
the pervasive role of government peaked during the financial crisis in
1983, when it took control of private firms engaging in the mining;”
textile factories, construction companies, and hotels which were suffer-
ing from financial difficulty. The heavy involvement of government in
major industries were often blamed for further compounding the prob-
lem of inefficiency.

The current government’s industrialisation policy which encour-
ages exports and competitiveness seems to bear fruit. Under the
economic reform package under the IMF stand-by agreement and the
rescheduling of external debt, the measures have been focusing on
improving productivity in the agricultural sector, as well as enhancing
efficiency by privatising state-owned companies and liberalising trade.
The privatisation programme has been extensive and impressive, in-
volving big government owned institutions such as the Philippines
National Bank and the National Power Corporation.

Despite a long history of industrialisation dating back to the early
1950s, the primary sector including agriculture, forestry and fishery had
been a major factor contributing to both output and exports until
recently. The recent policy emphasis seems, in a sense, to underesti-
mate the importance of this sector which absorbs more than 40 percent
of total employment. Like many other low- and middle-income devel-
oping countries, there are great scope and benefits to obtain from
enhancing the productivity of the primary sector.

104. Marcus Noland, “Pacific Basin Developing Countries,” Institute for International
Economics, 1990, p. 82.
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3.5.2 Challenge for the Future

The severe econemic crisis in 1983 coupled with political instabil-
ity caused a major setback in the country's economic development,
However, the Philippines’ potential in terms of both natural and human
resources has not been fully realised. In this respect, enhancing ef-
ficiency is crucial in overcoming economic and political crisis. There
are, however, a few obstacles that need to be overcome to gain effi-
ciency. Long beset by external debt problems, the country is just be-
ginning to be able to compete with other countries in attracting FDI
which offers the best available short-cut to industrialisation. Besides
the external debt problem, infrastructure bottleneck is another impedi-
ment to improving competitiveness as well as attracting FDI. The key
areas of concern here are the transportation network and the electrical
generating capacity. Not only should the capacity be expanded, but
also the tariff structure be revised so that Philippines’ exporters can be
placed on the same competitive footing as their competitors in other
countries.!® While it is true that upgrading infrastructure requires huge
investment, mostly through public investment, the private sector should
be encouraged to participate. As for electricity, geothermal power
generation seems to have the greatest potential, as it is time-tested to
be cost effective. In fact, it has been commercialised in the Philippines,
and become the second largest source of energy.

The Philippines’ education system is relatively strong and the overall
educational level of the workforce can be comparable to the Asian NIEs
and reportedly exceeds several ASEAN countries. However, it has been
pointed out that the indigenous capacity to adapt new technology,
which is critical to technological advancement, does not seem to match
its general education level reported in Table 3.2.3. This is partly
because the universities traditionally have produced more lawyers than
engineers, and partly because private firms have paid litle attention to
technical training or upgrading of staff. In order to step up on a higher
technology ladder, greater emphasis should be on engineering training
in the formal tertiary level, while more technical training facilities should
be established in cooperation with private firms.

As for the FDI, there were many reasons why the Philippines
lagged behind the other developing countries in the region in attracting

105. Marcus Noland, op cit.,, 1990, p. 69.
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FDI (see Table A.5). These are, among others, political instability,
poor macroeconcmic performance and inability to adapt existing tech-
nologies to local conditions. However, thanks to the country’s im-
proved political profile, the inflow of FDI has been increasing substan-
tially in the recent years. The economy should gain momentum further
with stronger macroeconomic achievement, and make use of every
sources of competitiveness for greater efficiency.

Lastly, the Philippines’ competitiveness thus far has been heavily
dependent on natural resources and cheap labour cost. lIts relative
strength in cheap labour cost, however, has not been fully realised vet.
Labour-intensive industries can be further developed to promote in-
dustrial clustering, for instance, by deepening and widening the textile
and garment industry. With regard to the agricultural sector where
most of the population are involved in and most of the poverty exist,
it really requires improvement in productivity. The government’s policy
should focus more on developing the local processing industry even if
trade barriers of developed countries to processed products are increas-
ingly high.

3.6 Singapore
3.6.1 Changes in Competitive Position

As a city-state virtually without any natural resources, what distin-
guishes Singapore from other SEACEN countries is its openness and the
major role played by the foreign firms in the economy. Foreign
companies, defined as firms with more than 50 percent foreign equity,
produced 76 percent of Singapore’s total output and accounted for 74
percent of value added and 86 percent of direct exports in 1989.'%
However, it is the human resources that turned Singapore into a high-
income industrialised country as well as attracted foreign firms to maintain
their operations. For all this, the government’s role has been instru-
mental.

Singapore has developéd from an entrepot into a manufacturer,
and subsequently a provider of services. A relatively high share of
natural resource intensive exports demonstrates its traditional entrepot

106. Azizah Talib, op cit., 1994, p. 363.
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status. As globalisaton proceeds, however, the importance of entrepot
trade decreases, and the share of natural resource intensive exports
declines correspondingly.’” A rapidly increasing share of human re-
source intensive exports is a reflection of Singapore’s growing elec-
tronic industry, which is at a more advanced level than the neighbouring
countries. While the electronic industry in those countries is still
characterised by assembling and packaging, Singapore has moved to-
wards high-value-added and more sophisticated products. Technology
intensive industry also recorded relatively high shares, averaging 17.4
percent during 1983-1992, which reflects its strength in the petro-chemi-
cal industry. Figure 3.3.11 illustrates this.

The number of industries identified as competitive in terms of
the RCA index adjusted for trade deficit is relatively small. This is
mainly due to the country’s heavy reliance on imported inputs. Inter-
estingly, natural rubber and tin topped the competitiveness list even
after the adjustment, reflecting mainly entrepot trade with Malaysia.
However, on account that these industries form only 1 percent of total
exports and the fact that detailed re-exports data by industry are not
readily available, we will disregard them in our analysis.

Thus, it is fair to say that Singapore’s competitiveness is led by
electronic industry which includes audio receivers, computers and
peripherals, TV receivers, VCRs, and office machines. Singapore is the
world leading producer of computer disk-drive, mostly by foreign MNCs.
It is noteworthy that some domestic firms have carved out niches in the
manufactures of certain computer peripherals, among which PC sound
card stands out. However, efforts to develop advanced integrated
circuits (SITC 77640) do not seem to bear [ruit yet (see Table A.2).

Several sub-sectors in the petro-chemical industry, which has been
targeted for promotion by the government, also have shown competi-
tiveness. Despite the decreasing share in exports, from 22.3 percent
during 1984-1986 to 13.8 percent during 1990-1992, they remain among

107. The share of re-exports, which are defined as exports without undergoing the
process of transformation, in total exports has remained at around 16 percent
during the period under study. S$ee Danda Pani Paudel, ed., “Export Promotion
Strategies of the SEACEN Countries,” The SEACEN Centre, 1994, pp. 255-259.
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FIGURE 3.3.11
SHARE OF EXPORTS BY FACTOR INTENSITY
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TABLE 3.3.6

COMPETITIVE INDUSTRIES BASED ON THE RCA INDEX

(SINGAPORE)
SITC TITLE FACTOR WORLD 1983- 1886- 1990-
INTENSITY | MARKET 1985 1989 1992
232 |NATURAL RUBBER, GUMS FA S5 17.240 13.444 $.323
687 |TIN FM SN 11.443 9748 8.717
762 |RADIO BROADCAST RECEIVRS FH SF 7.122 8.162 7016
752 |AUTOMTIC DATA PROC EQUIP FH LF 2.889 4715 6.491
334 |PETROLEUM PRODUCTS, REFIN FM LS 6.798 4.373 5.803
761 |TELEVISION RECEIVRS FH MF 4779 5.633 4.965
515 |ORG-INORG COMPOUNDS ETC FT SM 2.186 2.298 3.295
759 |OFFICE, ADP MCH PTS, ACCES FH LF 2.012 2.407 2.662
072 |COCOA FA 8s 2.423 3.291 2.537
751  |OFFICE MACHINES FH SM 1.221 1588 1.814
845 |QUTERWEAR KNIT.NONELASTIC FU MF 1.782 1.639 1.464
785 |CYCLES, ETC MOTRZD OR NOT FH SF 0.000 0.000 1.389
655 |KNITTED, ETC FABRICS FU SF 0.000 0.000 1.360
743 |PUMPS NES, CENTRFUGES ETC FT MF 1.550 1.498 1.341
634 |VENEERS, PLYWOOD, ETC FU SF 3.872 2.434 1.328
846 |UNDERGARMENTS KNITTED FU SF 1.260 1.404 1.298
583 |POLYMERIZATION ETC PRODS FT LF 1.088 1.241 1.287
872 |MEDICAL INSTRUMENTS NES FT SF 0.000 0.000 1.180
e32 |PRINTED MATTER FH MM 0.871 0.991 1.076
Note: -

: Large {1.0%)
: Medium {0.5 - 1.0%)

: Fast (12%)

: Medium (6 - 12%)

- Slow, negative (below 6%}
Source: Author's computations basac an UN Trade Statisites Yearbook, Vadous Issuss.

[N
M
5 : Small (below 0.5%)
F
M
s

FA : Agricultural resource intensive

FM : Mineral resource intensive
FU : Unskilled labor intensive
FH : Human capital intensive

FT : Technology intensive
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the top ten competitive industries. While petroleum refinery products
such as gasoline and lubricant have shown stagnant competitiveness,
chemical products such as compounds and polymerised plastics have
strengthened in competitiveness in recent vears.

Printed matter deserves a special mention, not only because it has
emerged as a competitive industry, but also because extensive
computerisation is a major source behind its competitiveness. In ad-
dition, the ability to produce high-quality printing requires highly edu-
cated and skilled human resources, which is in line with Singapore’s
underlining competitive strength.

In general, Singapore’s competitiveness profile does not conform
to a traditional explanation of a comparative advantage based on factor
endowment. Rather, it is better explained by a strategic trade policy
of strong government intervention.

As mentioned above, Singapore is practically a free-trade economy,
with minimal import duties since 1981 and virtwally without any
physical trade restrictions. Except for a short import-substitution period
in the early 1960s, trade policy has been directed toward export pro-
motion, which includes export subsidies and the development of over-
seas marketing services. Policy measures to attract FDI have been
extensive with tax incentives and no restrictions on the establishment,
equity participation, profit repatriation, and local-content requirements.
Moreover, the labour law was revised in 1969 to enhance the attrac-
tiveness of Singapore as a place to invest. Among others, the law
allowed for the extension of the standard work week, reduction in the
number of holidays, tightening of labour union’'s power, and restric-
tions on various fringe benefits %

It is foreign investment that initially drove the manufacturing sec-
tor, mainly in the form of assembly and packaging of electronic prod-
ucts and components. However, the government successfully guided
the manufacturing sector to become more sophisticated using high-
technology. In order to develop higher-value-added industries that are
producing human capital intensive engineering products, the govern-

108. Marcus Noland, op cit.,, pp. 23-24.

106



Assessmeni Of International Competitiveness

ment encouraged and invested in education, training, automation, and
R&D through appropriate financial and other incentives. Being aware
of its resource limitation, particularly the acute shortage of labour, the
labour-intensive industries are encouraged to be relocated to
neighbouring countries where labour costs are still cheap. This not
only force the domestic industry up in the higher technology ladder,
but also maintain its cost competitiveness.

Well-developed infrastructure is another important factor that at-
tracts FDI to Singapore. In choosing Singapore as a manufacturing
base, the MNCs recognised the benefits from excellent transportation
and telecommunication facilities that were initially developed to facili-
tate its role as entrepot and financial center. However, shortage of land
and labour supply have raised production cost in Singapore, giving rise
to a cost disadvantage which may offset other financial and tax incen-
tives.'®

3.6.2 Challenge for the Future

Labour and land constraints have been the key issues on the
government’s agenda for maintaining competitiveness. Consequently,
since late 1980s, the government has turned its attention to expanding
Singapore’s investment abroad. Local firms have been encouraged to
invest across the Asia-Pacific region, especially to bid for developing
major industrial park projects which Singapore seems to have expertise
from its long experience of planning and implementing infrastructure.
Manufacturing companies are also urged to invest abroad either as a
joint venture or a consortium with MNCs and local companies in the
host country.

On the other hand, sustained inward FDI remains crucial because
the country's heavy dependence on it cannot be reversed overnight.
Most of the FDIs are concentrated on the electrical and electronic
industry which is subject to frequent technological changes and has
become more human capital intensive. On the whole, the FDIs to
Singapore have been increasing steadily except for 1985 and 1989.

109, In fact, the government once implemented a high-wage policy as a means of
industrial upgrading, which was reversed eventually realising that the policy simply
pushed the existing industries 10 price themselves out of the world market.
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Thanks to the recent boom in microelectronics, FDIs in electronics have
increased from $$1.1 billion in 1990 to $$1.5 billion $$ in 1994. How-
ever, the share of FDIs to petroleum and industrial chemicals industries
outpaced that of electronics in 1994, This can be interpreted either as
a good sign for diversification or as a warning of a possible slowdown
in the electronic industry. Another concern is that despite the gov-
ernment’s efforts to raise technological adaptability as well as to de-
velop indigenous technology, the current FDIs are still characterised by
low- and medium-level technology. A plan to make Singapore an
Intelligent Island is part of its strategy to remain competitive in attract-
ing FDIs.

In this context, it is hard to predict the future export profile of
Singapore. The best guess is an eclectic one, resulting from a simul-
taneous promotion of both outward investment and inward FDI.
However, there are a few areas of concern in the overseas investment
by private companies. Firstly, the Singaporean investors seem to lack
exposure in the competitive manufacturing industry which has so far
been dominated either by MNCs or the state enterprises. Moreover, till
now much of the overseas investment by Singaporeans are reportedly
in residential property, not commercial facilities or manufactures.

Notwithstanding criticism by some academics, notably Young and
Krugman,"® Singapore’s success thus far can generally be attributable
to the government’s deliberate and extensive involvement. Beyond this
point, however, it is doubtful whether the interventionist approach will
be as effective as before on the ground that high-value-added industries
which require more creativity will operate better in a more free-wheel-
ing environment. This makes it imperative to nurture free-thinking and
creative entrepreneurship.

110. They argued that Singapore’s growth can be explained by increases in measured
inputs, not by increased efficiency. See Alwyn Young, “A Tale of Two Cities: Factor
Accumulation and Technical Change in Hong Kong and Singapore,” NBER
Macroeconomics Annual 1992, MIT Press, and Paul Krugman, “The Myth of Asia’s
Miracle,” Foreign Affairs, Vol. 73, No. 6, Nov. 1994.
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3.7 Sri Lanka
3.7.1 Changes in Competitive Position'?

Sri Lanka is moderately endowed with natural resources. Its
agriculture sector depends largely on weather and traditional
method of cultivation. Tea, rubber, and coconut are the major
agricultural products. Sri Lanka is the world’s top tea exporter with
a market share of 15.7 percent. In terms of mineral, Sri Lanka is
blessed with a high concentration of gem-bearing rocks and sediments,
producing a wide range of precious stones, such as rubies, sapphires,
quartz. It also has fairly abundant deposits of iron ore. One-fourth of
the land is covered by forests and the seas around the Islands provide
abundance of fish.

Industrialisation in Sri Lanka started as early as 1970, when 94
percent of exports consisted of primary agricultural products. How-
ever, it was not until the 1980s that the industrialisation process was
in earnest. Like many other developing countries, Sri Lanka also
pursued inward-looking trade policies at the early stage of develop-
ment. Further set back occurred during 1970-1977 when large parts of
the economy were nationalised, including much of the plantation sec-
tor. The policy has been reversed since late 1977 as economic reforms
based on a liberal, open policy were implemented and further strength-
ened with a new and rigorous liberalisation programme in 1989. On
the whole, Sri Lanka’s economy is still largely agricultural with agricul-
ture and mining accounting for 25 percent of GDP, compared with the
manufacturing sector’s share of 20 percent.

Evaluated by factor intensity, the export structure of Sri Lanka has
undergone a dramatic shift from natural resources to unskilled labour,
with negligible development in human capital-intensive and technol-
ogy-intensive industry (see Figure 3.3.13). The share of unskilled labour-
intensive industry total exports has grown from 20 percent to 62 per-
cent during 1983-1992, while the share of natural resource intensive
industry has been halved from 77 percent to 33 percent. The former

111. Due to data constrzints, the competitive industries in terms of the RCA index are
not adjusted for trade deficit. In other word, only the export performance is
considered.
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FIGURE 3.3.13
SHARE OF EXPORTS BY FACTOR INTENSITY
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is dominated by miscellaneous manufactured products (SITC 8), mainly
textiles and garments, accounting for 48 percent of total exports.

Sri Lanka’s competitiveness profile seems to depend mostly on
natural resource endowment as shown in Table 3.3.7. There is no
wonder tea and mate topped the competitiveness list, because Sri
Lanka is one of the world’s largest tea exporters. However, its RCA
index has been declining revealing a decreased competitive strength as
its export share in the world market eroded from 35 percent during
1984-1986 to 18 percent during 1991-1992. This could partly reflect a
shift in demand from the traditional tea to the CTC (cut, torn, and
curled) and LTP (Lawrie Tea Processor) tea which accounts for only 3
percent of Sri Lanka’s tea production. Jute fiber is the second most
competitive product with increasing competitiveness because the coun-
try has around 5 percent of the world market share. In spite of its
small share relative to Thailand, Malaysia and Indonesia, natural rubber
has been one of Sri Lanka’s main export items based on comparative
advantage. It should be noted that rubber products are gaining impor-
tance in competitiveness profile while natural rubber has shown a
decreasing trend.

As noted earlier, the textiles and garments industry, especially for
garments, has emerged as the single most important manufacturing
industry. Its sub-sectors not only occupied half of the top 15 competi-
tive industries, but also showed increasing competitiveness. However,
a majority of the garments industry is operated by foreign investment
companies which are mostly located in the Investment Promotion Zones
and heavily dependent upon imported materials."’?  The presence of
these foreign companies has not resulted in significant backward link-
ages with the domestic textile industry which, in general, does not
produce the type of materials required by the garments industry.

A rapid growth in the precious stone industry, diamond cutting in
particular, is noticeable. Cheap but skilled workforce with a strong
tradition of handling gems has attracted international diamond compa-
nies to start joint-ventures with local companies. The industry accoun-
ted for 6 percent of the country’s export, emerging as the third largest
export industry.

112. Subsequently, the net foreign exchange earnings are lowered by 30 percent against
gross earnings. See Danda Pani Paudel, op cit, 1994, p. 322.
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TABLE 3.3.7

COMPETITIVE INDUSTRIES BASED ON THE RCA INDEX

(SRILANKA)
SITC TILE FACTOR WORLD 1983- 1986, 1887 1980-
INTENSITY | MARKET 1985 1989 1992

074 TEA AND MATE FA 55 388.749 351.868 278.360
265 |VEG FIBRE, EXCL COTN JUTE FA 85 64,190 68.256 77.800
232 [NATURAL RUBBER, GUMS FA SS 42512 41128 26.745
245  [FUEL WOOD NES, CHARCOAL FA SF 87.996 71.095 21132
844 | LUNDERGARMENT NON KNIT FU SF 19.131 16.856 18,149
843 |WOMENS OUTERWEAR NON KNIT FU MF 17.997 ta.614 17.246
842 |MENS OUTERWEAR NON KNIT FU MF 14.806 13.288 11.612
846 |UNDERGARMENTS KNITTED FU SF 2614 4568 11.280
847 [TEXTILE CLTHNG ACCES NES FU SF 7.033 9.541 9.973
667 |PEARL, PREC-, SEMI-P STONES ™ MM 3977 7.949 7957
845 |OUTERWEAR KNIT NONELASTIC FU MF 2.632 3.835 6.844
€66 |POTTERY FU SM 2813 3.056 5.628
848 |HEADGEAR, NONTXL CLOTHING FU SF 1.878 2117 5.468
057 |FRUIT, NUTS, FRESH, DRIED FA MM 6.308 5.102 4.410
121 |TOBACCO UNMNFCTRD, REFUSE FA ss 0.000 0.930 4.360
658 |TEXTILE ARTICLES ETC FU SF +.467 4.767 3.963
498 |PROCESD ANMLVEG QIL, ETC FA S5 -0.744 15.413 3.656
635 |WOOD MANUFACTURES NES FU SF 0.000 2.255 2.719
628 |RUBBER ARTICLES NES FH SF 0.000 3.017 2.490
8589 |OTHER MANUFACTURED GOODS FuU SF 1.524 2.893 2.401
036 SHELL FISH FRESH, FROZEN FA SF 5240 4.081 2.359
299 |CRUDE VEG MATERIALS NES FA M 1.732 1.657 2314
654 |STL, COPPR NAILS, NUTS, ETC FH SM 0.000 3.851 2.297
611 LEATHER FU SF 0.000 0.292 1.964
282 |'RON AND STEEL SCRAP Fiv SM 0.000 1.451 1.748
424  |FIXED VEG Of.S NONSOFT FA S5 9.215 11.803 1.617
292 |CRUDE VEG MATERIALS NES FA SM 1.066 1.832 1.530
931  [SPECIAL TRANSACTIONS FA SM N.A 1.202 1525
625 |RUBBER TYRES, TUBES ECT FH MM 0.000 1.368 1.622
278 |OTHER CRUDE MINERALS ™ 58 1.753 1.784 1.270
Memorandum
662 |CGLAY, REFRACTORY BLDG PROD M SM 1.856 1.564 NA.
075 |SPICES FA 55 37.051 21.461 N.A,

Note: -

L : Large (1.0%)

M : Medium (0.5 - 1.0%) FA : Agricultural resource intensive

S : Small (below 0.5%) FM : Mineral resource intensive

F
M
8

: Fast (12%)

:Medium (6 - 12%}

: Slow, negative (below 6%)
Soures: Author's computations based on UN Trade Statisitcs Yaarbook, Various issues.

FU ; Unskilled labor intensive
FH : Human capital intensive

FT : Technatogy intensive
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3.7.2 Challenge for the Future

The 1990s have witnessed a remarkable advancement in liberalising
and further opening of Sri Lanka’s economy. The government lifted
most of the exchange control measures and accepted the IMF Article
VIII status, Export-oriented FDI is actively sought with generous
investment incentives and simplified procedures. Recently, an incentive
package was introduced with a view to encouraging foreign investment
in the electronic industry. In this particular regard, an important issue
concerning human resource may arise. Although Sri Lanka has been
well-known to have fairly well-educated population with secondary
school enrolment rate reaching 74 percent (see Table 3.2.3), the stan-
dard of education, however, has been reportedly declining, which led
the government to declare 1997 the year of education reform and to
overhaul the education system. Although the FDI in the electronic
industry tends to be in assembling or packaging activities to exploit the
abundant cheap labour, the host country should be equipped with
well-educated skilled labour to take advantage of technology transfer.

In the meantime, FDIs have been encouraged not only for export
promotion, but also for a wide range of activities including infrastruc-
ture, services, agriculture, tourism, and education. Some foreign invest-
ments are engaged in import-substitution products such as sugar, elec-
trical appliances, plastic items, and the assembly of motor vehicles,
which have helped the country to save foreign exchange.'” Being
heavily dependent on the imported inputs in the textile and garment
industry, the government plans to promote FDIs in industries which
have high local contents. Despite the country’s potential, however, the
size of domestic market is not sufficient to attract substantial amount
of FDI. Given its current internal conflict, the country is also unlikely
to be selected by the MNCs to be a production base to serve regional
demand.

Efforts to encourage the processing of traditional agricultural prod-
ucts may also be affected by the increasing protectionism from devel-
oped countries, which impose higher tariff on processed primary com-
modities. In the short run, however, this strategy is still a worthwhile
effort because there is a lot of scope for further development in those
industries. This includes improvement in production efficiency as well

113. Ihid.,, p. 409.
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as quality of products, and continued efforts to privatise inefficient state
corporations.

3.8 Thailand
3.8.1 Changes in Competitive Position

The economic growth of Thailand for the past three decades
was very impressive. Despite being heavily dependent on oil,
it weathered the oil crisis successfully. The industrialisation policy
began relatively early, focusing on import substitution at first in
the 1960s, then shifted to export promotion later in the 1970s. Tradi-
tionally, the agricultural sector has contributed significantly to output,
export, and employment, although its share has been decreasing. As of
1993, it accounted for almost 60 percent of employment and a quarter
of total exports. The strength of the agriculture sector reflects its rich
fertile land which accounts for at least 38 percent of total land. Fifty-
two percent of the arable land are devoted to paddy, 25 percent under
field crops, and 15 percent under tree crops.' Meanwhile, it has few
mineral deposit, with the exception of a small amount of natural gas
and oil, and tin.

The success of Thailand’s industrialisation is well demonstrated
in the impressive growth of the manufacturing sector which
accounted for 32.2 percent of the GDP in 1995 and 71.2 percent of
total exports in 1993. The manufacturing sector is relatively
broad-based, including a wide range of products such as textiles, elec-
tronic and electrical equipment, automobile, and such basic industries
as cement, steel, petro-chemicals, and fertiliser to a limited degree.
Like other developing countries, however, only a few industries have
trned out to be successful in the world export market, notably the
labour-intensive industries such as textiles, garments, and footwear, as
well as some electronics and parts which generally take the form of
assembly and packaging.

The pattern of changes in the export structure in terms of factor

intensity appears to be similar to that of Indonesia, except that the
human resource intensive industry has been growing faster than

114. The Economist Inteiligence Unit, “EIU Country Profile: Thailand, 1995-1996,” 1996,
P 29.
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Indonesia’s. As of 1992, all the three industry categories, namely
natural resource intensive, human resource intensive, and unskilled
labour intensive, have an almost equal share of around 30 percent of
the country’s total exports. Individually, the share of natural resource
intensive industries reveals a sharp drop while the increase in unskilled
labour-intensive industries is rather moderate. Due mainly to an in-
crease of FDIs in the electrical and electronic sector, human resource
intensive industries have shown an impressive 14-fold increase in the
export share during 1983-1992. These trends are illustrated in Figure
3.3.15.

Thailand has long been one of the world’s principal exporters
of rice. It has also been a leading exporter of other primary commodi-
ties such as fish and prawns, rubber, and to a lesser degree sugar and
fruits. For the 1991-1993 average, Thailand accounted for around 30
percent of world rice export market, 29 percent of fish and prawns
combined, and 25 percent of natural rubber, outpacing Indonesia and
Malaysia. As a result, these industries topped the RCA-based competi-
tiveness list as shown in Table 3.3.8.

However, the share of these commodities in the country’s total
exports represented by broad classification, namely food and basic
materials (SITC 0) combined with basic materials excluding fuel (SITC
2), has almost been halved from an average of 55.6 percent in 1984-
1986 to 29.1 percent in 1991-1993. Machines and transportation equip-
ment (SITC 7) and miscellaneous manufactured goods (SITC 8), on the
other hand, have increased remarkably, from 9 percent to 26.7 percent,
and from 14.4 percent to 26.4 percent, respectively. This shows that
all the primary commodities have shown either stagnant or declining

- competitiveness, while industrial products have shown improvement in
competitiveness.

Among the competitive industries, improved competitiveness is
observed in most of the garments and footwear industries as well as
electrical and electronic industries. Electrical products are represented
by insulated wire and cable, and refrigerator. The furniture industry is
also gaining strength in terms of both world market share and competi-
tiveness. The textile industry, on the other hand, has been losing its
competitiveness as shown in the declining RCA index during the period
under study.
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FIGURE 3.3.15

SHARE OF EXPORTS BY FACTOR INTENSITY
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TABLE 3.3.8

COMPETITIVE INDUSTRIES BASED ON THE RCA INDEX

(THAILAND)
SITC TITLE FACTOR WORLD 1983- 1986- 1880-
INTENSITY | MARKET 1985 1988 1992
042 |RICE FA 88 80.114 62.798 37722
232 |NATURAL RUBBER, GUMS FA 88 35.100 a5.1t7 25.424
037 |FISH ETC PREPD, PRSVD NES FA SF 25,674 25.154 21.676
036 |SHELL FISH FRESH, FROZEN FA SF 14.337 12.187 13.027
061 |SUGAR AND HONEY FA MS 6.815 7.764 7.396
058 |FRUIT PRESERVED, PREPARED FA 8 7.271 7.065 6.764
054 |VEG ETC FRSH, SMPLY PRSVD FA MM 24.803 14.089 6.583
612 |LEATHER ETC MANUFACTURES FU SF 3.805 7.792 5.914
867 |GOLD, SILVERWARE, JEWELRY FH MM 2.581 6.711 5207
056 |VEGTBLES ETC PRVSD, PREPD FA SM 10.028 6.593 4.798
687 |TIN FM 8N 27.982 13.757 4.658
842 (MENS OUTERWEAR NON KNIT FU MF 3.234 4297 4.500
846 |UNDERGARMENTS KNITTED FU §F 2.617 3 4.440
843 |WOMENS OUTERWEAR NON KNIT FU MF 5.367 5.321 3810
831 |TRAVEL GOODS, HANDBAGS FU SF 2.385 3.024 3.693
844 |UNDERGARMENT NON KNIT FU SF 8.460 6.908 3.629
851 FOOTWEAR FU MF 2.085 2523 3.628
761 |TELEVISION RECEIVRS FH MF 0.000 0.511 3.501
269 |CRUDE VEG MATERIALS NES FA SM 5.883 4317 3.422
592 |STARCH, INULIN, GLUTEN, ETC FT SF 0.000 0.000 3.240
759 |OFFICE, ADP MCH PTS, ACCES FH LF 0.273 1.328 3.234
845 |OUTERWEAR KNIT NONELASTIC FU MF 2.703 2532 3.016
894 |TOYS, SPORTING GOODS, ETC FuU MF 0.460 1.281 2.920
763 |SOUND RECORDRS, PHONOGRPH FH MM 0.000 0.797 2.599
121 {TOBACCC UNMNFCTRD, REFUSE FA 88 2.130 2541 2.382
899 |OTHER MANUFACTURED GOQDS FU SF 2551 2519 2.32%
666 |POTTERY FU SM 0.000 1589 2319
848 |HEADGEAR, NONTXL CLOTHING FuU SF 1.027 1.723 2.264
635 |WOOD MANUFACTURES NES FU SF 4.547 3.693 2.187
786 |TRAILERS, NONMOTR VEH, NES FH SM 0.000 0.936 2112
653 |WOVN MAN-MADE FIB FABRIC FU MF 4.361 2.796 2.041
668 |TEXTILE ARTICLES ETC FU SF 3.365 2576 2.034
773 |ELECTR DISTRIBUTNG EQUIP FT SF 0.306 1.25¢ 1.886
775 |HOUSEHCLD TYPE EQUIP NES FH MF 0.000 1.354 1.813
044 |MAIZE, UNMILLED FA &N 10.515 6.272 1.601
821 FURNITURE, PARTS THEREOF FuU MF 1.261 1.486 1.588
011 |MEAT. FRESH, CHILLED, FROZEN FA MM 1.108 1.685 1573
811 LEATHER FU SF 1.097 1.261 1.540
098 |EDIBLE PRODUCTS, PREPS NES FA SF 2.506 1.471 1.430
883 |ARTICLES OF PLASTIC NES FU MF 1.644 1.1686 1.321
651 |TEXTILE YARN FU MM 1.633 1.507 1.287
652 |COTTON FABRICS, WOVEN FU MM 2.704 1.986 1.265
751  |GFFICE MACHINES FH SM 0.000 0.145 1.245
691 |STRUCTURES AND PARTS NES FH SM 0.000 0.865 1.168
Memorandur
657 |SPECIAL TXTL FARBC, PRODS FU SF 1.254 1.038 N.A,
045 |CEREALS NES UNMILLED FA 58 g.118 4473 NA.
047 |OTHER CEREAL MEALS, FLOUR FA ss 20.546 20.603 N.A.
634 (VENEERS, PLYWOQD, ETC FU SF 1.286 1.141 N.A,
291 CRUDE ANIMAL MTRIALS NES FA SM 5.643 3.420 N.A.
Note: -
L : Large (1.0%)
M : Medium (0.5 - 1.0%) FA : Agricultural resource intensive
S : Small {below 0.5%) FM : Mineral resource intensive
F : Fast {12%) FU : Unskilled labor intensive
M : Medium {6 - 12%) FH : Human capital intensive
S : Slow, nagative (below 6%) FT : Technology intensive

Source: Author's computations basaed on UN Trade Statisitcs Yearbook, Various Issues.
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After more than two decades of import-substitution policies, Thai-
land has shifted to an export promotion strategy as early as 1970s. The
measures were intensified in the late 1980s with the implementation of
the Fifth National Economic and Social Development Plan (1982-1986).'
Among the institutions set up to facilitate industrialisation, the Board of
Investment (BOI) which was established in 1959 has had the most
profound impact. The BOI has been responsible for designing and
administering incentives to encourage industrial development by both
local and foreign investors in line with the government policy. Indeed,
the BOI has been credited for successfully attracting strong FDI inflows.
Another positive institutional factor is the country’s ability to restrain
the public enterprises from dominating economic activities and retard-
ing the private sector’s growth. Consequently, the private sector is
relatively more well-developed.

Increasing significance of electronic and electrical goods in both
the industrial and the export structure of Thailand is attributable to the
role of FDI. Specifically, export-oriented FDI, with 80 percent or more
of production being for exports, has increased sharply, from 10 percent
in 1984 to 68 percent in 1989. Most of the FDIs came from Japan and
the Asian NIEs, accounting for more than 70 percent of total FDILY®
Inward FDI has significantly decreased during 1991-1993, due mainly
to infrastrucrure constraints.

3.8.2 Challenge for the Future

The export structure of Thailand is skewed towards manufactures
which account for more than 70 percent of total exports and mainly
consist of either unskilled labour or human resource intensive indus-
tries. In the meantime, 60 percent of the labour force is employed in
the agricultural sector. From the macroeconomic point of view, there
is no significant unemployment problem as the unemployment rate has
declined considerably from 6 percent in 1985 to 2.6 percent in 1995.
At the micro level, however, the issue of human resource development

115, The major goals of the plan were: to reduce rural poverty and maintain balance
between development and conservation; to improve the balance of payments through
the intensified promotion of exports by enhancing the competitiveness of manufac-
turing; to intensify energy conservation and develop alternative sources; and to
recduce the fiscal deficit.

116. Azizah Talib, op cit., 1994, p. 440
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seems to be pressing. Thailand has successfully provided for basic
education, with universal enrolment in primary school and high adult
literacy rate of 93 percent. Yet higher education is reportedly tilted
towards the social science disciplines and away from technical training
such as engineering. This has become one of the constraints in Thailand's
ability to progress along the technological ladder. For example, elec-
tronic and electrical machinery industries, which used to be concen-
trated on assembly and packaging activities and enjoy the advantage of
abundant semi-skilled labour, have undergone transformation with lim-
ited success into capital intensive with more skilled labour. The emphasis
of education, therefore, should be on training more skilled labour and
the ability to adapt higher technology.

It is also observed that increasing cheap unskilled labour is being
released from the agricultural sector due mainly to land constraints and
the modernisation of farming. However, the ability of the industrial
sector to absorb them may be limited. The textiles and garments
industry which has been employing a large portion of unskilled labour
force may not be able to continue to generate sufficiently new jobs as
it has encountered stiff competition from lower-cost producers as well
as increasing protectionist measures in the major export market.

In addition, the problem of infrastructure constraints should be
addressed immediately. Particularly, telecommunication and transpor-
tation facilities need substantial improvement. The infrastructure issue
is closely related to the priority of economic development, particularly
the provision of infrastructure in the Bangkok area, which in turn
widens the gap in regional income distribution.

Most of the primary commodities such as rice, fish and prawns
have also been vulnerable to agricultural protectionism in the export
markets. As noted above, competitiveness in those industries has
weakened considerably despite the increasing shares in the world export
market for the past decades, implying that the rate of export growth
in these industries fails behind the country’s total export growth.
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CHAPTER IV

SUMMARY AND SUGGESTIONS

1. Characteristics of Competitiveness in the SEACEN Countries

According to Porter's framework, competitiveness can be
characterised into four stages of competitive development, namely fac-
tor-driven, investment-driven, innovation-driven, and wealth-driven.'”
It is obvious that these stages are closely linked with the stage of
economic development of a country. The SEACEN countries’ competi-
tive advantage can be categorised into the factor-driven and invest-
ment-driven stages. It is also true that government policy has played
a key role in promoting competitiveness in these countries. Since the
following review is confined to the SEACEN countries, only the first
two stages in Porter's framework will be discussed.

At the factor-driven stage, which is a common characteristic of
most developing countries, the basic factors which provide the source
of advantage are, among others, natural resources, natural conditions
suitable for growing certain crops, and an abundant and inexpensive
semi-skilled labour force. Thus, the range of competitive industries are
limited by these conditions, and the competition is mainly on the basis
of price while technology is sourced from developed countries. At this
stage, technology used is widely inexpensive. More advanced tech-
nologies can only be obtained through passive investments in turnkey
plants or OEM arrangements. As a consequence, the competitiveness
is vulnerable to both changes in relative prices caused by either the
product cycles in the world market or exchange rates, and the loss of
factor advantage. In addition, domestic demand are generally too
modest to encourage local firms to upgrade technology to produce
more sophisticated products. They also have limited access to foreign
markets even if their exports may grow fairly rapidly, because major
export industries are wholly or jointly owned by foreign multinationals
which often operate overseas production sites to serve specific market
segments out of their established worldwide network.

117. See Michael E. Porter, op cit,, 1990, pp. 545-565.
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At the investment-driven stage, competitive advantage is achieved
mainly through aggressive investment in modern facilities and technol-
ogy. The principal condition for reaching this stage is the ability and
willingness to invest. At this stage, firms strive to acquire, absorb,
master, and improve foreign technology so as to begin developing their
own refinements including their own product models. However, the
level of technology acquired is not well-advanced and typically a gen-
eration behind the leader because the providers are naturally unwilling
to sell or transfer the latest technology. Factor conditions still play an
important role, but these basic factors are increasingly upgraded and
improved to advanced factors through education and research. Home
demand may not be substantially increased and sophisticated. How-
ever, the domestic demand condition is crucial to some industry seg-
ments which require significant economies of scale and capital with a
relatively large labour component, standardised products, and readily
transferable technology. These industries, such as shipbuilding and
electrical home appliances, are the most plausible at this stage. Do-
mestic rivalry emerges and competition becomes more intense. Thus,
firms and individuals are highly motivated to develop their own tech-
nology, brand and marketing channels. What makes this stage distinct
from the factor-driven stage is whether indigenous firms are capable of
improving product and process technology, as well as creating their
own international marketing channels. In addition, there must be a
pool of sufficient advanced factors, and the presence of domestic ri-
valry. Among the SEACEN countries only Korea appears to have
satisfied these conditions although Singapore and, to a lesser degree,
Malaysia are moving closer to this stage. While creation of such
advanced factors as education, local capability of technological devel-
opment, an information base, and modem infrastructure are prerequi-
sites, demand-side advantage and the clustering of related and support-
ing industries are more important for continued development.

A common feature of the two competitive stages discussed above
and of all the SEACEN countries is the substantial role of the govern-
ment. As discussed in the previous chapter, virtually all the SEACEN
countries’ governments were significantly involved in the industrialisation
process at the early stage. The government influenced the changes in
the industrial structure through both a general approach of providing
basic infrastructure and general education, and selective approach of
promoting certain industries. The role of the government continues to
be important at the investment-driven stage in ensuring that scarce
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capital are channelled into target industries, with sufficient investment
to upgrade the basic factors. It should also stimulate competitive
environment among domestic firms, and encourage the acquisition of
foreign technology. It should be noted, however, that the success of
these policies depends critically on the macroeconomic policy which
affects the overall economic environment. Although the relationships
among economic stability, economic growth, and international competi-
tiveness are not straightforward, it is generally believed that efforts to
stimulate growth will be futile unless there is stability. Thus, policies
must first be aimed at achieving economic stability before moving on
to tackle the problems of growth and competitiveness.™® This argu-
ment is well demonstrated by the experience of the Asian NIEs and the
new NIEs, which in general has tried to ensure sound and strong
macroeconomic fundamentals through prudent macroeconomic man-
agement.

2. TIssues and Suggestions

As mentioned earlier, gaining and sustaining competitive advan-
tage is not an easy task for a country regardless of its level of economic
development. There are a number of reasons for this. Firstly, it is
difficult to make a clear and precise definition of competitiveness, both
theoretically and empirically. Competitiveness at the firm level is quite
different from that at the national level both in nature and aspects. The
controversy over this matter has not been resolved yet. Although we
employed an eclectic approach focusing on industry, we are far from
arriving at a satisfactory solution to this problem. Secondly, even if
there is one universally acceptable definition of competitiveness, it will
include a wide range of factors that cover all of the social, economic,
and culrural aspects, which are interacting with one another in a com-
plicated system. Thirdly, it is not easy to reach a consensus on the
extent of cost and sacrifice that is needed from each economic agent
or group to achieve the goal of economic prosperity through enhanced
competitiveness. This issue might even be shelved at the early stage
of development when everyone is caught up in the attempts to increase
the economic pie. However, as national income grows, the issues of

118. Irfanul Haque, “The Macroeconomic Environment and Competitiveness,” Trade,
Technology, and International Competitiveness, Irfanul Haque, et al, The World
Bank, 1995, p. 49.
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fair distribution of income, social safety net, and a more even regional
development become increasingly pressing. Fourthly, the controversy
over the role of the government vis-d-vis the private sector and market
mechanism is far from being settled. This stands out especially when
the government attempts to coordinate at a micro level to improve
competitiveness, which affect the distribution of human and physical
capital across industries through support and regulation in favour of
certain industries.

Nevertheless, most governments have already expressed their ut-
most concern about competitiveness by placing it at the top of the
national agenda'” and begun to make efforts to improve their competi-
tive advantage. The major task for the developing countries in parti-
cular has centered around the issues of creating and upgrading the
factor conditions, establishing an appropriate development priority which
will eventually change and strengthen the industrial structure, and
encourage technological development. However, without macroecono-
mic stability, none of these tasks can lead to a real and sustained
competitive advantage.

2.1 Macroeconomic Stability

As evidenced from the success of the so-called the East Asian
“Miracle” economies, the positive effects of a stable macroeconomic
environment are widely recognised. Except for a few cases, this stable
environment includes the ability to reduce budget and trade deficits to
manageable levels, maintain competitive exchange rates, and eliminate
distortions in the financial sector and consequently the resource allo-
cations. In addition, the governments have been proactive in managing
the problems promptly.

It can be argued, however, that many developing countries have
failed to achieve sustained rapid growth in spite of successful manage-
ment of inflation. Indeed, some policies aimed at economic stability
may be in conflict with growth. However, this issue will not be dealt

119. The United States has a long history on this. It originated from the President's
Commission on Industrial Competitiveness which investigated and raised the issue
of competitiveness in 1985. Currently, the Competitiveness Policy Council serves
as a national commission which is actively advising the President and the Congress
on a wide range of issues related to competitiveness.
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with because it goes beyond the scope of the study, and also because
extensive research has already been done on the subject. In addition,
purely macroeconomic stabilisation policy measures may be incapable
of achieving the dual goals of stability and growth. Rather, they have
to be supplemented by other measures designed to encourage real
investment, promote industry, and develop human resources as evi-
denced by the experience of the successful countries. For example, a
wide variety of pro-export policies have been used in addition to
stabilisation measures.

Overall, it is fair to say that macroeccnomic stability is a prereg-
uisite to sustained growth and competitiveness, notably through its
impact on real interest rates and real value of financial assets, resulting
in increased private investment as well as financial savings. More
important is the implementation of macroeconomic policies that are
prudent and pragmatic.

2.2 Factor Condition

Competitive advantage in many SEACEN countries is derived mostly
from the ownership of certain valuable natural resources, cheap labour,
strategic location and other basic factors. Natural resources dependent
industries are large in size but slow in growth, while labour-intensive
industries, notably textiles and garments, are small and medium in size
but relatively fast in growth. These industries are generally sensitive
to price and -subject to protectionist sentiment and measures in the
developed countries.

In the case of more advanced industries such as electronic and
electrical equipments, the level of sophistication of technology is still
generally low. They are basically concentrated on assembly and pack-
aging activities drawing on the inexpensive domestic labour force and
cheap land price while importing some raw materials, machines, and
other equipments. The presence of these industries does not indicate
a country’s technical ability, particularly when most of the intermediate
goods and capital have to be imported. A lot of work needs to be
done to upgrade factor conditions before they can be technologically
independent. The long-held notion that competitiveness can be at-
tained by acquiring technology may have to be re-examined as com-
petitiveness can only be achieved by generally or selectively accumu-
lating numerous relevant factors.
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Factors creating competitiveness are industry-specific in the sense
that the mix of factors employed differs widely among industries,
Therefore, factor-upgrading cught to be carefully planned so that rel-
evant factors are appropriately deployed. In the meantime, the up-
grading of factors in general is also of equal importance, especially
when the definition of factors is not confined to just factors of produc-
tion. It should include socio-economic factors such as human re-
sources, physical resources, knowledge resources, capital resources,
and infrastructure.’”” Each of the basic factors must be improved qual-
ity-wise as well as quantity-wise.!?! Human resource development, es-
pecially the improvement of education at both the basic and the ad-
vanced level, has to be accorded high priority since technological
development does not automatically follow the acquisition of capital
goods no matter how advanced and up-to-date the machines are.
Instead, it depends critically upon indigenous capabilities to adapt and
innovate. At the initial phase, developing countries can adopt techno-
logies developed elsewhere. As they progress, however, more domes-
tic innovation must take place. Competitive advantage gain can only
be sustained by continuous upgrading of factor conditions because the
advantage based on basic factors and adopted technologies will soon
disappear.

With regard to a hierarchy of factors, it is important to recognise
that advanced factors are built upon basic factors. The prevailing shal-
low and narrow coverage of secondary and tertiary education cannot
be expected to produce scientists and engineers in particular disci-
plines. The pools of basic factor must be of sufficient quantity and
quality to allow the creation of other related advanced factors. This is
particularly important to developing countries.

As mentioned earlier, specific factors are the basis for sustained
competitive edge at the industry level. However, it should be noted
that such factor advantage also evolves over time, and today’s specialised
factors may become tomorrow’s generalised factors. The tendency for
factors to lose its competitive speciality over time is true not only in
the science-based factors but also in the human resources, the infra-

120. See Michael E. Porter, op cit,, 1990, pp. 74-75.

121. As is often the case, developing countries tend to improve factors in an unbalanced
manner, emphasising one at the expense of another. For instance, even though
Korea presumably has more university students per population than Malaysia, the
student per professor ratio in Korea appears to be much higher than in Malaysia,
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structure, and even the source of capital. In particular, skilled human
resources and knowledge resources, which are perhaps the most im-
portant factors for upgrading competitive advantage, noticeably dimin-
ish over time. To sum up, accumulating relevant factors is fundamental
to the formation of competitiveness, but continuous upgrading and
specialising them is more important to sustain competitiveness.

2.3 Development Priority

Although it may be useful for analytical purpose, one should not
attempt to rigidly dichotomise industry into high-tech and low-tech,
sunrise and sunset, growing and mature, and labour intensive and
knowledge intensive. The reason is that such distinctions may give rise
to a misleading implication that some categories are superior to others
regardless of a country’s potential competitive advantage.

In prioritising development, the choice between import-substitu-
tion and export-promotion is no longer an issue as long as the import-
substitution phase does not last too long to hamper an ultimate goal
of cutward-locking competition. Rather, the important issue is haw
flexible and pragmatic industrial policies can be towards achieving
sustained growth.

A sound development strategy should start from identifying the
industries whose factor advantage today can be enhanced to become
competitive advantage later, in line with the presence of other deter-
minants of advantage such as demand condition, related industries, and
domestic rivalry. It then moves on to encourage the development of
clusters of related industries both horizontally and vertically. Competi-
tive advantage at one point of time can hardly be sustained without
industry clustering, because competitiveness is best viewed as an evolv-
ing and self-reinforcing system.

For developing countries that desire to shift their economic struc-
ture from resource-based to capital- and knowledge-based, develop-
ment of upstream industries such as parts and materials seems to foster
the long-term competitiveness better than downstream industries that
concentrate on assembly and packaging activities, mostly by foreign
multinationals.  Several reasons can be pointed out. Firstly, most
downstream industries require a huge sum of capital investment but
rather simple and standardised technology which is readily available
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and has less spill-over effect. Secondly, parts and materials industries
by nature are suitable to small and medium sized firms, the develop--
ment of which is often emphasised because of their resilience and
quick adaptability to changes in the economic environment. They also
tend to be creative and innovative, which is critical to technological
development. Thirdly, depending too much on foreign sources may
cause balance of payments problems as we have seen in many devel-
oping countries.

2.4 Technological Development

Every nation is eager to move up the ladder of higher technology.
As recommended by the new growth theorists, investment in human
capital and R&D has been given top priority now more than ever.
However, there is an argument that developing countries can achieve
high productivity growth by accumulating the physical capital that
embodies new technologies and then train workers in the necessary
operating skills. Consequently, a question arises as to which is more
efficient: purchasing or importing foreign technology vis-a-vis develop-
ing indigenous technology. As briefly mentioned above, another ques-
tion arises whether technological progress can be achieved through
investment in education and R&D. These questions basically address
the issues of transfer of technology and indigenous capability of technolo-
gical innovation.

It should be reminded, however, that technology is neither readily
transferable or easily innovated because it embodies codified and tacit
information as well as physical capital. In addition, transfer of tech-
nology incurs high cost for a number of reasons.'? Such a transfer also
depends on the recipients’ ability to adopt new technology. As tech-
nological knowledge is cumulative and builds on itself, the existing
knowledge conditions the level of technology to be acquired. For
technological innovation, the success is even more difficult because it
requires  capability beyond the passive acquisition of technological
know-how. Rather, it is a question of know-why. Moreover, the sources
of technological change also differ across industries. For instance, in
supplier-dominated industries such as agriculture and textiles, techno-

122. For detils, see Irfan ul Haque, op cit, 1995, p. 39.

128



Summary And Suggestions

logical change comes mainly from production inputs and operation
skill. On the other hand, the main source of technological improve-
ment in science-based industries such as chemicals and electronics is
the extensive basic research for product and associated process dev-
elopment, which requires strong R&D and design activities. Techno-
logical capabilities should be distinguished from basic production ca-
pabilities, since the former refers to capabilities to generate and manage
technical changes while the latter refers to capacities to use existing
production techniques.'® Indeed, technological capabilitics means more
than just learning-by-doing.

Foreign direct investment has long been viewed as one of the most
effective and efficient vehicle of technological development by many
developing countries that want to benefit from the transfer of technol-
ogy as well as a spillover effect for technological innovation. It has
also been welcomed as a major source of capital to help fill the
savings-investment gap. As to the question of whether to build up
indigenous firms capable of developing own technology or to depend
on foreign multinationals for advanced technology, it is suggested that
they are not substitutable, but complementary. Firms should not choose
between imported and local technology. Instead, they should include
both with one caveat that technological innovation cannot be achieved
without domestic accumulation of technological capability. Ideally,
countries should aim at making the nation a home base for core
technologies in certain industries.

Thus, priority in terms of technological development can be
summarised as follows. First, a broad-based technological capability
should be encouraged by opening technology markets and investing in
quality education. Second, local firms should be encouraged to move
up the technology ladder as they gradually acquire technological capa-
bility. Third, investments should be left largely to the private sector
because public sector’s investments directed towards technological dev-
elopment have in most cases proven costly and ineffective. This is
commonly the case in most developing countries. However, empirical

123. Marin Bell and Keith Pavitt, “The Development of Technological Capabilites,”
Trade, Technology, and International Competitiveness, irfanul Haque, et al,, 1995,
pp- 83-91.
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evidences show that the gains from these strategies vary widely, de-
pending on the degree of intensity with which firms accumulate their
own capabilities and the success of public policy to assist firms in
acquiring advanced technologies at a competitive cost.

2.5 Role of the Government

The government’s involvement is often justified in the face of
market failures. A great deal of government involvement is also re-
quired at least up to a certain stage of industrial development. As a
matter of fact, the issues listed above may provide a good case for
active public policy interventions to the extent that they reveal failures
in both the product and factor market. With regard to the industrial
policy of most developing countries, a more urgent problem is not one
of setting up new industries but the restructuring of the existing inef-
ficient and technologically stagnant industries. Having stated that, it
should be cautioned that the risk of failure from government interven-
tion is equally important, as seen in many cases of irrational and
inefficient policy measures.

As a general rule, the government must play a significant but
subtle role in creating a competitive environment which encourages
entrepreneurial development. This cannot be achieved through direct
intervention measures but through efforts to raise the firms® aspirations
and enhance their creativity by providing constant competition.

As mentioned earlier, an active government role may work as
intended especially at the early stage of industrialisation. However, if
this role is overplayed, the government would have unwittingly cre-
ated an economy which is dependent and backward-looking. While an
active government is immensely beneficial, it should not suppress the
creative and competent activities in the private sector.

3. Concluding Remarks

International competitiveness of a country is indeed a very com-
plex concept encompassing not only economic but also social, political
and cultural aspects. Accordingly, it is difficult to come up with an
appropriate measure of competitiveness. Even when ‘one uses econo-
mic growth, which is supposed to be the single most comprehensive
indicator, it measures only a small fraction of a country’s competitive
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potential. This is why most of the recent studies tend to rely more on
the holistic approaches.

Economic success depends on the dynamism and self-reinforcing
interaction of factors of a competitiveness system as described in Chap-
ter ITI. The notable characteristics common in the NIEs which have
successfully raised their competitive edge are a national commitment to
economic development, and the pragmatic policies and strategies which
include aggressive export promotion after the temporary measures of
protection for domestic industries at the early stage. Although it is true
that the economic success of these countries has mainly been based on
the increased inputs rather than the efficiency gains, it cannot be
denied that they have made inroads to build local technological capa-
bilities needed for new, more advanced industries. Notwithstanding
the less-than promising outcome so far, technological enhancement is
not an easy task to accomplish in a short period of time. It may take
generations to come, hopefully, because at the moment the technologi-
cal gap between the NIEs and the industrial countries does not seem
to be narrowing.

Competing in the world market requires the knowledge of a
country’s existing strengths, while searching for new areas of compe-
tence. The latter cannot be a passive pursuit. It needs a deliberate
strategy to keep abreast, if not ahead, of technological developments
elsewhere. Once attained, competitive advantage can be sustained
only through further improvement and innovation. The country needs
to broaden and upgrade the sources of competitive advantage by
enhancing the product quality, the production process, marketing
methods, and services.

Competitive advantage flourishes in a nation that signal, channel,
or steer its firms to perceive opportunities for improvement and inno-
vation and to move early in the proper directions to capitalise on them.
Competitive advantage often emerges from pressure and adversity which
are the most powerful motivation for change and innovation. It rarely
results from an easy life. Selective factor disadvantages, powerful local
buyers, stringent local needs, early saturation, capable and international
suppliers, and intense local rivalry are all essential to creating and
sustaining competitive advantages.
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With reference to foreign direct investment, it will be wrong to
perceive it as a panacea to break out from the vicious circle of under-
development. The fact is that only when development is under way
do investment opportunities really emerge to attract foreign investors.
FDI should be seen as a catalyst to quicken the development process.
In any case, foreign investors will not be attracted to locations with
only few advantages.

The standard of comparison of competitiveness in term of the RCA
index is set to the world export market share and not the domestic
export share. Thus, even if a country succeeds in encouraging a range
of industries that may account for most of its domestic export share,
these industries may still be uncompetitive unless their export shares
exceed certain levels according to the world market criteria. One
advantage of adopting the RCA index as a measure of competitiveness
is its ability to enable analysis at industry level. Moreover, it leaves
room for future studies to take into account the flows of FDI at equiva-
lent industry level as well as to look into relationships among industries
to see if they tend to form clusters which reinforee competitiveness of
industries concerned.

Finally, there is no jump-start or short-cut but only a long and
winding road to achieve competitiveness. Thus, one has to be patient
and resilient to overcome the setbacks that bound to occur along the
way. One also has to keep aiming high, prepare meticulously and
proceed step by step while maintaining high spirit and strength in the
arduous task to achieve the ultimate objective of raising the living
standards of the entire nation.
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SUMMARY OF RCA INDICES FOR 1990-1992 AVERAGE (SITC 3-DIGIT)

TABLE A.1

SiTC TTLE INDONESIA| KOREA |MALAYSIA| NEPAL | PHILIPPINES | SINGAFORE |SRI LANKA | THAILAND
0 |FOOD and LIVE ANMALS 108 0.94 061 0.00 052 0.81 0.26 331
1 |LIVE ANIMALS FOR FOOD 2.20 002
11 |MEAT, FRESH, CHILLED, FROZEN 148

23 |BJTTER 0.04

34 |FISH, FRESH. CHILLED, FROZEN 172 5.10 0.00 024 168 201
3B |SHELL FISH FRESH, FROZEN 1.02 381 1.23 261 1.84 0.17 12.28
37 |FSH ETC PREPD, PRSVD NES 1.22 560 0.00 1.97 2040
42  |AcE 0.00 0.00 0.0¢ 3546
43 |BARLEY UNMILLED 0.0¢

44 |WMAIZE, UNMILLED 0.00 1.50
45 |CEREALS NES UNMILLED 0.00
46 |WHEAT ETC MEAL OR FLOUR 0.00

47 |OTHER GEREAL MEALS, FLOUR 0.00
48 |CEREAL ETC PREPARATIONS 0.00

54  |VEG ETC FRSH, SMPLY PRSVD 098 ] 006 £.19
56 |VEGTBLES ETC PRVSD, PREFD 453
57 |FAUT, NUTS, FRESH, DRIED 0.00 0.01 164 032 0.00
55 |FRUIT PRESERVED, PREPARED 215 6.38
81 |SUGARAND HONEY .77 1.2¢ 0.00 6.95
71 _ |COFFEE AND SUBSTTUTES 4.81 0.00 Q.00 000 0.00
72 Jeocoa 3.74 €93 0.00 537

74 |TEA AND MATE 7.40 20.05

75 |smces t2.78 0.00 0.13 0.00 .00

B1 |FEEDING STUFF FOR ANIMALS 077 076 062 042 0.00 1.26
98 |EDIBLE PAQDUCTS. PREPS NES .07 135
100 [BEVERAGES and TOBACCO 047 0.00 0.00 Q.19 348 0.05 0.36

111 |NON-ALGOH. BEVERAGES NES

112 |ALCOHOLIC BEVERAGES

121 |TOBACCO UNMNFCTRD, REFUSE 0.00 0.00 0.00 067 0.32 225

122 |TOBACCO. MANUFACTURED 079 0.00 0.20 388 0.04

200 |CRAUDE MATERIALS, axcl. FUELS 226 099 409 0.01 0.52 138 0.13 140

211 [HIDES. SKINS, EXC FURS, RAW 0.02

222 |SEEDS FOR'SOFT' FIXED OIL 0.00 0.00

223 |SEEDS FOROTH FIXED OILS .19 0.00 0.00

232, |NATURAL RUBBER, GUMS 26.13 2797 15.78 193 27.69

245 IFUEL WOOD NES, CHARCOAL 151

247 _|OTH WCOD ROUGH, SOUARED 000 2037 000 0.00

248 |wOQD SHAPED. SLEEPERS 189 844 000 0.00 1.38

251 |PULP AND WASTE PAPER 048 019

264 |JUTE OTHTEX BAST FIBRES 1.73

285 |VEG FIBRE, EXCL COTN JUTE 0.00 561

266 |SYNTHETIC FIBRES TO SPIN 10.68

273 _ |STONE, SAND AND GRAVEL 004

278 |OTHER CRUDE MINERALS 009 0.00

281 [IRON ORE. CONGENTRATES 032 000

282 |IRON AND STEEL SCRAP 0.13

287 [BASE METAL ORES, CONC NES 6.38 070 1.78 0.00 003 0.00

289 |PREC MTAL ORES, WASTE NES 8.17

291 |CRUDE ANIMAL MTRIALS NES 0.00 0.00

140




TABLE A.1 (Cont'd)

SITC TITLE INDONESIA| KOREA | MALAYSIA | NEPAL | PHILIFPINES | SINGAPORE !SR1 LANKA | THAILAND

202 |CRUDE VEG MATERIALS NES 0.00 303 0.08 049 .00 0.1 050

300 IMINERAL FUELS. et6 4.08 047 1.94 0.08 3.33 0.01 0.10
| 322 |COAL LIGNTTE AND PEAT 213

323 |8RIOUETS, COKE, SEMLECOKE

333 |CAUDE PETROLEUM 364 2348 0.01 0.00

334 |PETROLEUM PRODUCTS, REFIN 145 1.54 055 0.18 11.39 .01 047

338 | RESIOUAL PETALM PROD NES 0.00 304 0.38

341 [GAS. NATURAL AND MANUFGT 1282 364 0.20 000 043

400 | ANIMAL, VEGETABLE Ok, FAT 486 1997 0.01 335 362 0.04 0.00

411 | ANIMAL OILS AND FATS

423 - [FIXED VEG OLS. SOFT

424 |FIXED VEG QILS NONSOFT 13.52 54.58 20% 1117 0.00 Q.12

431 |PROCESD ANML VEG Ol ETC 474 25.39 000 1451

500 _[CHEMICALS, AELATED PRODUCTS. NE|  0.29 1.26 0.24 0.00 o 161 0.25

511 |HYDROGARBONS NES. DERIVS. 3.10 0.00

512 _|ALCOHOLS. PHENOLS ETC 202 068 0.00

513 |CARBOXYLIC ACIDS ECT 185

514 |NITROGEN-FNGTN GOMPOUNDS 045 149

515 |OAGINORG COMPOUNDS ETG 785

522 [INORG ELEMNTS, OXIDES ETC 031

532 |DYES NES, TANNING PROD, 0.00

533 |PIGMENTS, PANTS, ETC 201

541 |MEDICINAL, PHARM PRODUGT 0.66 0.11

551 |ESSENTL OLS, PERFUME, ETC 158

853 {PERFUMERY, COSMETICS. ETC 1.94

582 |FERTILIZERS. MANUFACTLRE 1.74 0.00 [l 0.00

582  |PROD OF CONDENSATION ETC 268 183

583 | POLYMERIZATION ETC PRODS 407 009 264 061

BG2 _|STAACH, INWLIN, GLUTEN. ETG 3.05

588 |MISCEL CHEM PRODUCTS NES 0.00 000 0.14 334 007

600 |BASIC MANUFACTURES 1.41 340 0.58 0.02 0.18 083 0.74

611 |LEATHER .00 6.84 ¢.12 013 146

812 |LEATHER ETC MANUFAGTURES 0.00 555

€13 |FUR SKINS TANNED, DRESSED 0.00

521 {MATERIALS OF RUBBER 421

625 _|AUBBER TYRES, TUBES ECT 680 0.1 0.79

628 |RUBBER ARTICLES NES 0.18

634 | VENEERS, PLYWOOD. ETC 37.08 6.42 071 284 000

635 |WOOD MANUFACTURES NES 402 172 000 191 ©.19 2.06

641 |PAPEA, PAPERBOARD AND MFR 047 0.77 Q.19 053

851 |TEXTILE YAHN 1.01 457 057 086 .05 1.21

862 |COTTON FABRICS, WOVEN 208 267 000 0.00 000 0.00 0.02 119

653 | WOVN MAN-MAOE FIB FABRIC 413 17.43 0.63 000 218 002 182

654 | OTHWOVEN TEXTILE FABRIC 6.18 0.01

655 _|KNITTED, ETC FABRICS 850 3.12

656 [LACE AIBBONS. TULLE, ETC 10.59 7.37

857 |SPECIAL TXTL FARBC, PRODS .44 0.00 0.00 0.00

658 | TEXTILE ARTICLES ETC 1.53 4.37 0.01 0.50 0.28 182

659 | FLOOR COVERINGS, ETC 0.00 118

661 |UME, CEMENT, 8LDG PRODS 134 481

£62 | CLAY, REFRACTORY BLOG PRGD 000

664 |cLAsS 080
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8ITC TITLE INDONESIA| KOREA |MALAYSIA| NEPAL {PHILIPPINES | SINGAPORE i SAI LANKA | THAILAND
665 |GLASSWARE 147

666 |POTTERY 0.40 219
667 [PLARL PREC- SEMI-P STONES 058 343
671 _|Pic IRON ETC 1.74 0.31

€72 [IRON. STEEL PRIMARY FOANMS 0.73 6.81

673 |1RON, STEEL SHAPES ETC 041 296 000

674 _[IAN, STL UNIV, PLATE SHEET 0.00 5.71

€78 [IRON. STL TUBES..PIFES. ETG 3.18 1.32 0.80
681 [SILVER, PLATINUM, ETC 0.00
682 |COPPER EXC CEMENT COPPER 0.00 098 0.00 1.26 152

683 |NICKEL 0.00

684 | ALUMINIUM 0.82 Q.00

587 TN 13.85 2548 1661 433
691 _|STRUCTURES AND PARTS NES ag7 005 - 1.10
683 [WIRE PRODUCTS NON ELECTR 7.14

634 [sTt, COPPR NAILS, NUTS, ETC 0.00 017

695 |tooLs

€96 |cuTLEAy 1051

697 |BASE MTL HOUSEHOLD EQUIP 117 7.4 002

683 |BASE METAL MFRS NES 130 047 1.36 048
700 [MACHINES, TRANSPOAT EQUIPMENTS 0.07 272 1.30 0.16 334 063
713 |INTRML CONBUS PSTN ENGIN 0.00 0.42 1.25

714 |ENGINES AND MOTORS NES. 161 1.08

716 __|ROTATING ELECTRIC PLANT 0.70 398 088
723 |civi ENGNEERG EQUIP ETG 0.00 306 0.02 0.00
724 |TEXTILE. LEATHER MACHNAY 0.00

728 |OTH MACHY FOR SFCL INDUS 081 138

736 |METALWORKING MAGH-TOOLS 1.01

741 |HEATING. COOLING EQUIPMENT 108 181 212 0.04
742 |PUMPS FOR LIOUIDS ETC 000

743 |PuUMPS NES, CENTRFUGES ETC 0,84 290 043
744 |MECHANICAL HANDUING EQU 2,01 1.08 0.02

749 |NONELEC MACH PTS, ACC NES 0.00 0.96 230 0.82
751 | OFFICE MACHINES. : 1.08 405 1.19
762 |AUTOMTIC DATA PROC EQUIF 006 333 0.20 021 15.45 0.73
769 |OFFICE. ADP MCH PTS, ACCES 154 259 0.13 667 002 304
781 |TELEVISION RECEIVRS 0.32 11.39 504 980 332
762 |RADIO BROADCAST RECEIVAS 0.71 1064 nn 034 1478

763 |SOUND RECGRDAS, PHONOGRPH 0.18 1060 5.05 997 245
764 | TELECOM EQPT, FTS. AGC NES 027 477 3.16 0.59 683 144
771 [ELECTRIC POWER MACHY NES a7 313 4.82 071
772 |SWITCHGEAR ETC, PARTS NES 110 140 0.10 318 0.02 052
773 |ELEGTR DISTRIBUTNG EQUIP 205 1.21 1.59 184 178
775 |HOUSEHOLD TYPE EQUIP NES 488 0.45 209 171
776 _[TRANSISTORS, VALVES, ETC 0.00 11.03 827 1.91 941 187
778 [FLECTRICAL MACHINERY NES 0.34 1.8 071 0.08 272 0.02 054
781 |PASS MOTOR VEH EXC BUSES 145 0.08 0.00 Q00
782 |LORRIES, SPCL, MTR VEH NES 0.30

783 |AOAD MOTOR VEHICLES NES 1.03

784 |MOTOR VEH PRTS, AGGES NES 0.38 .05 0.30 008
785 _|CYCLES, ETC MOTRZD OR NOT 057 3.37 0.73
785 _{TRAILERS, NONMOTR VEH, NES 16.71 0.24 199
782 |AIRCRAFT ETC 037 0.73 051 003 Q.05
793 |SHIPS AND BOATS ETC 027 14.27 181 217

800 [MISC. MANUFACTURED GCODS. 113 478 101 002 0s2 159 1.9
812  [PLUMBG. HEATING. LGHTNG EQ

821 |FURNITURE, PARTS THEREOF 144 079 102 .70 085 1.50
B31 | TRAVEL GOODS. HANDBAGS 13.39 0.65 004 348
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TABLE A.1 (Cont'd)

SITC TITLE INDONESIA; KOREA | MALAYSIA | NEPAL | PHILIFPINES | SINGAPORE :SR1 LANKA | THAILAND
842  |MENS OUTERWEAR NON KNIT 254 5.7% 0.93 0.00 0.88 111 0.84 424
843 [WOMENS OUTERWEAR NON KNIT 260 4.77 041 0.00 1.03 1.09 1.24 359
844  |UNDERGARMENT NON KNTT 264 8.52 199 085 0.78 0.00 131 342
845 |OUTERWEAR KNIT NONELASTIC 1.98 648 1.56 0.00 1.22 3.30 049 284
848 | UNDEAGARMENTS KNMTTED 251 5.81 138 1.99 272 o8 4.18
847 | TEXTILE CLTHNG ACCES NES 139 1135 052 072

848 |HEADGEAR, NONTXL CLOTHING 2260 5.00 0.68 039 213
851 |FOOTWEAR 367 1478 0.43 043 0.05 342
871 _|OPTiCAL INSTRUMENTS

872 |MEDICAL INSTRUMENTS NES 1.09 3.01

673 IMETERS AND COUNTERS NES

874 IMEASURING, CONTAOLNG INSTR .76 153 .00
881 [PHOTO APPARAT, EQUIP NES Q.75 285

882  |PHOTO, CINEMA SUPPLIES 296

883 | DEVELOPED GINEMA FILM

884 |OPTILAL GOCODS NES 000

885 |WATCHES AMD CLOCKS 149 0.69 0195 281 189
852 |PRINTED MATTER 2.29

883 |ARTICLES OF FLASTIC NES 0.30 235 096 0.13 167 005 1.25
894 |TOYS, SPORTING GOODS, ETC 045 5.19 124 0.48 146 008 2.76
885 |OFFICE SUPPLIES NES

896 |WORKS OF ART ETC 0.00

897 _[GOLD. SILYERWARE, JEWELRY 0.49 263 388 0.01 030 000 0.06 489
898 | MUSICAL INSTRUMENTS, PTS 663 000 256

886 |OTHER MANUFACTURED GOODS 270 521 0.00 1.85 0.7 219
900 1GOGDS NOT GLASSIFIED BY KIND 0.14 051 [RE] 0.0 181 0.95 0.31
931 [SPECIAL TRANSACTIONS 0.00 045 0.23 001 313 1.63 a.10 0.52
971 |GOLD, NON MONETARY NES 0.95 140 0.08 0.00

Source: Author's computations based on UN Trade Statistics Yearbook, Various Issues.
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TABLEA2

SUMMARY OF RCA INDICES FOR 1992 (SITC 5-DIGIT}

SITC

TITLE

NDONESIA

KOREA

MALAYSIA

NEPAL

PHILIPPINES)|

SR LANKA

AILAND]

11230

BEER, ALE, STOUT, POATER

11240

DISTILLED ALCHOLIC BEVERAGES

11242

DISTILLED WINE, GRAPE MARC

11248

DISTHLED ALCHOLIC BEVERAGES, others

12110

TOBAGGO, NOT STRIPPED

45

2.1

12111

VIRGI TYPE, FLUE-CURED

218

5.2

12119

TOBACCO, NOT STRIPPED, oihers.

00

23

12120

TOBACCO STRIPPED QR PART

27

3.7

12121

VIRG| TYPE, FLUE-CURED

0.0

12129

TOBACCC STRIPPED OR PART, athars

27

12229

CIGARETTES

2.7

22210

GROUNDNUTS, GREES

22310

COFPRA

30

&1

a2

36

NATURAL AUBBER LATEX

105

416

38

9.1

160

24802

PULPWOOD CHIFS, PARTICLES

1.f

24710

SAW-, VENEER.LOGS CONIFER

24711

SAW., VENEER-LOGS CONFIFER , ROUGH

24719

SAW-. VENEER-LDGS CONIFER, others.

24720

SAW., VENEER.LOGS NON- CONIFER

433

24721

SAW., VENEER-LOGS NON.CONIFEA , ROUGH

SAW-, VENEEA-LOGS NON- CONIFER, othars.

00

LUMBER SHAPED NCN-CONIFER

8.1

LUMBER SAWN ETC NON-CONIFER

275

08

24

LUMBER SHAPED NON-CCNIFER, others

300

DISCONTINUED SYN. FIBEA UNCOMBED

6.5

REGENERATED FIBER TO SPIN

a6

DISCON. REGENERATED FIBER UNCOMBED

REGENERATED FIBER TO SPIN, cthers.

Qf

IRON ORE AGGLOMERATES

150

IRON ORE GF PIG OR CAST IRON

85

COPPRER ORE ETC, CEMENT COPPER

207

15

131

COPPER ORES, EXCLUDING MATTE

210

131

COPPER ORE £TC, CEMENT COPPER, othars.

00

MCKEL ORES. CONCENTRATES

16.1

49

NICKEL MATTE, SINTERS. ETC

148

MICKEL ORES. CONCENTRATES, othars

264

ALUMINUM QAES, ALUMINA

04

ALUMINUM ORE, CONCENTRATE

ALUMINUM ORES, ALUMINA, others

00

[ZINC ORES, CONCENTRATES

MANGANESE ORE, CONCENTRATE

28791

CHROMIUM ORE, CONCENTRATE

187

28782

[FTUNGSTEN ORE, CONCENTRATE

38

28

28793

[MOLYBOEN, NIOBIUM ETC ORES

34

49

0.5

28821

[COPPER WASTE AND SCRAP

14

26250

[SEEDS. ETC FOR PLANTING

22

LIVE PLANTS, BLLBS.ETC

14

28270

CUT FLOWERS AND FOLIAGE

1.2

24

32210

ANTHRACITE, NOT AGGLOMERATED

49

[GASOLINE, OTHER LIGHT OILS

48

MOTOR, AVIATION SPIRIT

(GASOLINE, OTHER LIGHT OILS, cthers.

[KEAQSENE, CTHEA MEDIUM QILS

KERGSENE INCLUDING JET FUEL

KEAGSENE, OTHER MEDILM OILS. others

GAS OILS

FUEL OILS, NES

[+1)]

LUBS, PETROLEUM OILS NES
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TABLE A.2 (Cont'd)

SiTc TYLE |INDONESIA| KOREA [MALAYSIA| NEPAL |PHILIPPINES|SINGAPORE |SR! LANKAEHNLAND
33451 | LUBSIHIGH PETAOLEUM CONTENT) ETC 38
33450 |LUBS. PETROLEUM OILS NES. others. 06
33520 [MINERAL TARS AND PRODUCTS 14 14
33540 | PETROLEUM BITUMEN, COKE ETC 25
33542 |FETROLEUM COKE 13
33549 | PETROLEUM BITUMEN, COKE ETC. ainers
34130 |PETROLEUM GASES, LIGUEFIED 291 7.1 00
34131 _|LKIUEFIED PROPANE, BLTANE 58
34139 |PETROLEUMGASES, LUERED, athers. 454
42320 |SO¥A BEANGL 29
42420 [Paumon 178 8.1
42430 [COCONUTICOPRA) OIL 242 33 207.3 22 42
51110 |ACYCUC HYDROCARBONS 16

56120 [CYCLIC HYDROCARBONS. 28
51210 |ACYCLIC ALCOHOLS, DERIVATIVES 28 1.2
51380 | POLYACIDS AND DERIVATIVES 28
51460 [OXYQEN-FUNCTICN AMIND.COMPOUNDS 13 13

51560 |HETERGCYCLIC COMPOUNDS ETC 50
52220 [INORGANIC AGIDS ETC 26
5225t |AMUONIA, ANHYDROUS ETC 39
52322 |PHOSPHITES, PHOSPHATES 13
53340 |VARNISHES, DISTEMPERS ETC 13

55130 |ESSENTIAL OIL. RESINOID, ETC 29 42 26

55420 |WASHING PREPARATIONS ETC 12
55210 | CHEMICAL NITROGENOUS FERTILIZER 5.1 19
56216 |uREA 107 40

56219 | CHEMICAL NITROGENOUS FEATILIZER others 03 0.0
56290 [FERTLIZERS NES 1.5 67
56291 [NTRQPHOSPHATE-POT FERTILIZER NES 20 120
56202 |NITAQ-PHOSPHATE FERTILIZER NES 1.5 47
56200 |NITRO-PHOS PHATE-POT FERT., others 0.1 o0
59230 |ALKYDS, OTHER POLYESTERS 23

58231 |akYDS, OTH POLYESTERS PRIMARY FORMS 1.8
58230 |ALKYDS, OTHER POLYESTERS, cthers. a7
56310 _|POLYETHYLENE 22 15
58311 {POLYETHYLENE-IN PRIMARY FORMS 27 18 03
58319 | POLYETHYLENE, athers 03 o7
58320 |POLYPACHYLENE 34 14
5833 | POLYSTYRENE. (TS COPOLYMER 27 00
5833t POLYSTYRENE, COPQLYMERPRIMARY FORMS 30 00

58330 |POLYSTYRENE. TS COPOLYMER, athars 04 00
58343 | POLYVINYL CHLORIDE PLATES. STRIP. NES 20 17

59110 | INSECTICIDES, FOR RETAIL 10
59220 | ALBUMINGID SUBSTANCE, GLUES 2.1
50820 |ANTHKNOCK PREPARATIONS ETC a7
81140 |LEATHER BOVINE NES, EQUINE 40
61230 _|PREFARED PARTS OF FOOTWEAR 24 21
62510 [TYRES NEW FOR MOTOR CARS 23
62520 [TYRES, NEW, BUS OR LOARY cX:]
63410 | VENEER SHEETS ETC 17 78 18
63420 | PLYWOOD OF WOOD SHEETS 61.1 6.7 198 19
63430 jIMPROVED, RECONSTITUTED WOOD 108
53530 |BUILDERS WOODYPORK, PREFABS 49 21 46
64120 |PRINTING. WRITING PAPERS NES 13
64122 |PRINTING. WRITING PAPERS NES-UNCORTED. IMPI 5
64129 |PRINTING, WRITING PAPERS NES, sthers 0.1
55120 _|WooL, HAIR YARN, INCLUDING TOPS 13
65121 [wooLTors 18 21
65128 _[woOoL HAIR YARN, INCLUDING TOPS, olhers 1.0
65130 _|coTTON YARN 29 15
65133 _[COTTON YARN-40 TO 80 KM PEA KG 247
65138 [COTTON YARN. athers 03
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TABLE A.2 {Cont'd)

SITC TITLE INDONESIA| KOREA |MALAYSIA| NEPAL |PHILIPPINES|SINGAPORE |SHI LANKA [THAI
65140 !SYNTHETIC FIBRE YARN, BULK, MONOFIL 28
55141 _|SYN. FIB.YARN-TEXTURED, CONT POLYAMIDE 1.7
65142 [SYNTHETIC FIBRE YARN-NONTEXTURED. ETC GON 45
B5148 |SYN. FIBRE YARN-OF DISCONT SYN. FABS 38 34 49
65149 |SYN. FIBRE YAAN, BULK, MONOFIL, others 0.7
65160 | DISCONT SYNTHETIC FIBRE BLEND YARN 4.3 a2 27
£5170 |REGENERATED FIBRE YARN, MONOFIL 24
65210 |GREY WOVEN COTTON FABRIC 81 12 42
85220 |WOVEN COTTON BLEACHED. ETC 1.2
85223 |PILE ETC COTTON FABRICS 15
65220 |WOVEN GOTTON BLEACHED, ETC, othere 12
65310 |CONT SYNTHETIC WEAVES NONPILE 90 137
65350 | CONT REGENERATED WEAVES NONPILE 23 43
65380 | MAN-MADE PILE ETC FABRIC 92
6540 jS1LK FABRICS WOVEN 63 11
65732 [PLASTIC COATED TEXTILES 63
85840 [UINENS ETC 26 59 1.7
66120 [CEMENT 37
€B130 [BUILDING STONE ETG WORKED a
66240 |BRICKS ETC NONREFRAGTORY 1.1
66245 [GLAZED CERAMIC SETTS ETC 16 241
66440 [¢LASS SURFACE-GROUND ETC 11 21
66520 |HOUSEHOLD, HOTEL ETC GLASS. 33
66640 | PORCELAIN, CHINA HOUSE WARE 16 24 16
56650 |COARSE CERAMIC HOUSEWARE 19 15 15 6.1
68660 |CERAMIC ORNAMENTS ETC 19 55 t36 45
66720 [DIAMONDS NONINDUS.. UNSET 6.2
66721 _[DIAMONDS NONINDUS -ROUGH. UNSORTED 0o
65722 | DIAMONDS NONINDUS.-SORTED, ROUGH. SIMPLY 25
66720 | DIAMONDS NONINDUS -CUT ETC NN SET 96 28
66730 | FRECIOUS, SEMIPRECIOUS STONES NES 339 231
87160 |FEARO-ALLOYS 11
67270 |IRON. STEEL COIL FR RERCLUING 50
67271 [IRON, SIMPLE STEEL COLS 58
67279 _|IPON, STEEL COIL FR REAGLLING, oihers. 17
67310 [IRON. STEEL WIRE ROD 13 18 1.0
67311 [IACN. SIMPLE STEEL WIRE ROD 24 15
57319 |IRON. STEEL WIRE ROD. oihers 00 1.7
67320 |1AON, STEEL BARS ETC 19
67326 | 1RON. OTHER STEEL BARS HOTROLLED
67333 |OTHER PROFILES HOTROLLED ETC 49
67441 |iRON, STEEL HEAVY PLATE, ROLLED.-OF IRON GA 28
67451 _|IRON, STEFL MEBIUM PLATE, AROLLED.OF IRCN CR 11
67460 11AON. STEEL THIN PLATE, ROLLED a3
£7481 |IRON. STEEL THIN PLATE. ROLLED-GF IRON OR Si a8
67463 | IRON, STEEL THIN PLATE, ROLLED-OF STAINLESS 28
67469 _|IRON, STEEL THIN PLATE, ROLLED, others 00
67470 [TINTED PLATES, SHEETS 14
67701 _[IRON, SIMPLE STEFL WIRE 15
67830 |1RON, STEEL TUBES, PIPES NES 26
67850 IRON. STEEL TUBE FITTINGS 18
66210 [COPPER NES, ALLOYS, UNWROUGHT 67
68212 |COPPER AEFINED, LNWROUGHT 76
86218 {COPPER NES, ALLOYS, UNWROUGHT, oihers 0.0
68222 |COPPER PLATE. SHEET, STRIP 19
68410 |ALUMINUM, ALLOYS. UNWROUGHT 18
68423 | ALUMINUM FOIL 14
68610 _ [2ING, ALLOYS UNWROUGHT 10
88710 [TIN. ALLOYS UNWACLGHT 156 180 929 4.1
69110 |STRUCTURES, PAATS IAGN, STEEL 28
69120 |STRUCTURES. PARTS ALUMINUM 4.5
69210 |METAL STORAGE TANKS ETG 27
69211 |STEEL STORAGE TANKS TG 29
69218 |METAL STORAGE TANKS ETC. others 00
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SITC ATLE INDONESIA| KOREA |MALAYSIA| NEPAL |PHILIPPINES SINGAPORE |SRI LANKA [THAILANI
68310 'WIRE CABLES, ROPES FTC 44

59311 IRCN, STEEL CABLE, ROPE ETC 54

68319 fWIRE GABLES. ROPES ETC, olhers 13

69402 [IRON, STEFL RUTS. BOLTS, ETC a1

69530 [OTHER HAND TOOLS 18-

71621 |AC MOTORS, GENERATCRS, GEN SETS 2.2
72430 |SEWING MACHINES, NEEDLES ETC 11

72431 | SEWING MAGHINES 1.1

72439 | 5TWiNG MACHINES, NEEDLES ETC, others 1t

74141 IREFRIGERATING EQUIFMENT NONDOMESTIC 26
74150 |AIR-CONDITIONING MACHINERY 10 55 30
74310 _|PUMPS FOR GASES ETC 30

74340 |FANS. BLOWERS, ETC. PAATS 33
74410 |FORCUFT TRUCKS, ETE, PARTS 22

74411 |FORK LIFT TRUCKS ETG 2.2

74419 |FORK LIFT TRUCKS, ETG, PAHTS, othars s

74910 |Bacl ROLLER, ETC BEARINGS a5
74891 [FOUNDAY MOULDS ETC NES 12

75140 | TYPEWRITERS. GHEGUE-WRITERS 18 a1 07

75111 |ELECTRIC TYPEWRITERS-NCANMAL 19 26 123

75119 [TYPEWRITERS, CHEQUE-WRITERS, others 65 10

75120 |CALCULATING, ACCOUNTING, ETC MACHINES 53 31 94
75121 | CALCULATING MACHINES 82 45 158
75128 | CALCULATING, ACCOUNTING. ETG MAGHINES. othe| 039 12 00
75220 | DIGITAL COMPUTERS 13 99

75250 | ADP PERIPHERAL UNITS 2.7 1.7 23 153 18
75280 |OFF-LINE DATA PROCESSING EQUIPMENTS 12 18 |R4 19
76110 |COLOUR Tv RECEVERS 48 55 5.2 54
75120 |MONCCHROME TV RECEIVERS 8.7 27 16

76210 |MOTOR VEHICLE RADIO RECEVERS 19 54 57 18 31

76220 |PORTABLE RAGK) RECEIVERS 1.2 185 104

76280 {OTHER RADK) RECEIVERS 14 a7 138 2.1 83

76310 [ELECTRIC GRAMOPHONES ETC 122 145 42

76318 |OTHER ELECTRIC GRAMOPHONES ETC 194 164 1.8

76319 |ELECTRIC GRAMOPHONES ETC. others 38 o1 216

76389 |OTHER SOUND APPARATUS ETC 3B 86 45 28
78381 |Tv IMAGE, SOUND RECORDERS ETC 52 6.2 45 38
76388 IDICTATING MACHINES ETC 15 74 1.3 43 12
76385 | Tv IMAGE, 50UND RECORDERS ETC, others 00 00 00 0.0
76410 |LINE TELEPHONE, ETG EQUIPMENTS 15 33 2.7
76420 _|MICAOPHONE. LOUDSPEAKER, AMPLIFIER 10 38 37 11 18
76430 TV, RADIO TRANSMTTERS ETC 27 55

75483 |AADAHAPPARATUS ETC 25 40

77110 |TRANSFORMER, ELECTRICAL 24 37

77111 _|LIOUID GIELEGTRICAL TRANSFORMERS: 14

77119 [TRANSFORMER, ELECTRICAL othars 28

77121 _|STATIC CONVERTERS ETC 33 16 10
77230 {FIXED. VARABLE RESISTORS 12

77310 |INSULATEG WIRE. CABLE ETC 12 72 21
77610 |HOUSEHOLD LAUNDRY EQUIPMENTS NES 12 18

77611 |DOMESTIC WASHING MACHINES 14 22

77518 |HOUSEHOLD LAUNDAY EQUIP. NES, others. 00 0o

77520 _|DOMESTIC REFRIGERATORS. FREEZERS a0 22
77521 |DOMESTIC AEFRIGERATORS 4.0 2.7
77528 |DOMESTIC REFRIGERATORS. FREEZERS. othars 01 04
T7610 {7V PICTURE TUBES 8.7 53

77630 |DIODES. TRANSISTORS, ETC 26 85 a7

77640 |ELECTRONIC MICROCIRCUNTS 54 68 25 22
77810 _|BATTERIES. ACCUMULATORS 2.1 12 15

77811 _|PRIMARY BATTERIES. CELLS 33 24

77812 |ELECTRIC ACCUMULATORS 15 26

77819 |BATTERIES, ACCUMULATORS, others 02 03 10

77820 |ELECTRIC LAMPS, BULES t3

77821 [ELECTRIC FILAMENT LAMPS NES 26 13
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SITG I nTe INDONESIA| KOREA [MALAYSIA| NEPAL ;PHILIPPINES) BINGAPORE |BHI LANKA [THAILAI
77829 IELECTH\C LAMPS, BULES, oihers. 0.4

78310 _|euses 15

79539 _|PARTS, ACCESSORIES, NES OF MOTORCYCLES 35
78610 | TRAILERS. TRANSPORT CONTAINERS 14
TBE13 [CONTAINERS INCLUDING ROAD-RAIL 22 257

78610 |TRAILERS. TRANSPORT CONTAINERS, olhers o0

79320 |SHIPS AND BOATS NES 78

79322 |TANKERS OF ALL KINDS 112

79323 |OTHER CARGO VESSELS 73

79320 |SHIPS AND BOATS NES. others 03

78390 |TUGS, SPECIAL VESSELS ETC 100

79382 |SPECIAL PURPOSE VESSELS ETC 00 124
79389 [TUGS. SPECIAL VESSELS ETC, athers 32
82110 [CHAIRS. SEATS AND PARTS 24 1 14 24
82111 |CHAIAS AND OTHER SEATS 31 14 15 27
92119 |CHAIRS, SEATS AND FARTS, athers 0.5 03 0.1 14
82190 _|FUANITURE AND PARTS NES 17 28 18
82191 |METAL FURNITURE NES 10
82192 _[woOD FURNITURE NES 12 18
82199 [FURNITURE AND PARTS NES, others 28 28
83101 [HANDBAGS NES 35 25
84220 [sus 41 25 28
84230 [TROUSERS, BRAEECHES FTC 21 20 1.2 14
84232  [TROUSERS, BREECHES ETC-OF COTTON 49 1.8 4.1 54 %86 ad
84239 |7TROUSEAS, BREECHES ETC, others 01 05 00 0.1
84240 |JACKETS. BLAZERS ETC 15 27 33 20.7 o7
84310 [COATS AND JAGKETS 17 24 18 27 21
84313 [GOATS AND JAGKETS- OF MAN-MADE FIBRE 58 oo 00 co
84319 [GOATS AND JAGKETS, othars. 11 28 24
84330 |DRESSES 58 24 28 22 25
84333 [DAESSES OF MAN-MADE FIBRES. 49 00 38 00 co
84339 [DRESSES, others 6.0 30 al
84340 [sKIRTS : 22 12 15 228 16
84350 |BLOUSES 40 18 290 293 373 8
84352 [BLOUSES-OF MAN-MADE FIBAES 16 91 1] 20 o0
84350 [BLOUSES. others. a4 05 21
8433 [-oF coTTON 84 1.2 2 54
84354 |-OF MAN-MADE FIBRES 15 29 20 21
84410 [MENS SHIATS aa 31 22 248 14 198 1.7
84411 |MENS SHIRTS-OF COTTON 28 23 as 331 14 17 251 19
84412 |MENS SHIRTS OF SYNTHETIC FIBRES 35 41 14.2 134 15
B4410  |MENS SHIRTS, othare. 00 oo 00 0.3 0o 18
B4510 |JERSEYS, PLLLOVERS ETC 16 25 14 32 a7
84511 | JERSEYS, PULLOVERS ETC-OF WOOL, FINE HAIR 1.7 00 10
84513 |JERSEYS, PLLLOVERS ETC-OF SYNTHETIC FIBAES] 0.0 229 0 00 08
84519 |JERSEYS, PULLOVERS ETC. athers 17 00 48 a7
84520 |WOMENS DRESSES ETG 38 1 40 4.4 28 150 1.7
84523 |WOMENS DRESSES ETC.-OF SYNTHETIC FIBRES 00 00 00 20
84529 |WOMENS DRESSES ETC, others 41 11 28 18
B4E20 |-OF COTTON NON ELASTIC 21 1.1 10 49 1.2 7.2 20
84720 |CLOTHING AGGESSGRIES ETC KNIT 18 60 13 10 2056 24
B4BT0 JLEATHER CLOTHES. ACCESSORIES 20 1.5 25 31 1.4
84830 |FUR ETC. CLOTHES, PRODUETS 21
84831 [ARTICLES OF FUR SKIN, NES 2.2
84839 |FuUA ETC. GLOTHES, FRODUCTS. others a1
85101 |FOOTWEAR AUBBER. PLASTIC 49 29 27
85102 |FOOTWEAR LEATHER 50 53 13 as
87430 [GAS. IOUID CONTROLINSTRUMENTS 13




Continued

TABLE A.2

SITC TTLE INDONESIA| KOREA |[MALAYSIA| NEPAL |PHILIPPINES| SINGAPORE LANKA THAILAND)
88110 [CAMERAS STILL. FLASH APP 16 a6 18
88410 [OPTICAL ELEMENTS 18
88412 [OFFICAL ELEMENTS MOUNTED 17 11

BBA2D {SPECTACLES AND FRAMES 24

BB421 iSPECTACLE FRAMES 30

B8420 |SPECTACLES AND FRAMES, others 13

88511 |WATCHES ) 00 14
89210 _|PRINTED BOOKS. GLOBES. ETC 18

89211 _|PAINTED BOOKS, PAMPHLETS 1.6

89310 |PLASTIC PAGKAGE CONTANERS. LIDS 14 13 290
88420 |TOYS. INDGOH GAMES ETC 1.1 15 19 3s
83424 | INDOOR GAME EQUIPMENT 15
89429 |TOYS, INDODR GAMES ETC, athers 4
80520 |PENS, PENCILS, FOUNTAIN PENS 11

80521 | FOUNTAN PENS.ETC 12 M

89528 | PENS. PENCILS. FOUNTAIN PENS, sthers 08

89720 | IMITATION JEWELLERY - BO 85. 44
80730 |PRECIOUS JEWELLERY. GOLO-SILVERWARE v 6.7
«.31 |PRECIOUS METAL JEWELLERY . 12
BH739 |PRECIOUS JEWELLERY. GOLD-SILVERWARE. othar{ 33
89830 |SOUND RECORDING TAPE, DISCS 241

89831 [PAEPD SOUND RECORDING MEDIA 41

83832 |RECORDED DISCS. TAPES. £TC 16

BIB3G | SOUND RECORDING TAPE. DISCS. sthers 01

99930 |COMBUSTIBLE PRODUCTS ETC 23 38 23
89970 |BASKETWORK, BHOOMS ETC 17 23 224 142 16
89960 |smaLLWARES. TOILETRYS ETC 22 1€
Source: Author's computations based on UN Trade Statisitcs Yearbook, Various (ssues.
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TABLE A3
CHANGES IN THE EXPORT SHARE
BY BROAD INDUSTRY (SITC 1-DIGIT)

(In Percent)
COUNTRY |SITC TITLE 1984- 1987- 1991-
1986 1990 a/ 1993 b/
INDONESIA 0 [FOOD and LIVE ANIMALS 86 96 8.0
1 BEVERAGES and TOBACCO 0.3 0.5 0.6
2 |CRUDE MATERIALS, excl. FUELS 85 1.3 76
3 |MINERAL FUELS, etc 66.0 435 33.2
4 |ANIMAL, VEGETABLE OIL, FAT 14 2.1 22
5  |CHEMICALS. RELATEC PRODUCTS, NES 1.2 2.0 25
6  |BASIC MANUFACTURES 101 21.7 24.6
7  |MACHINES, TRANSPORT EQUIPMENTS 0.7 0.8 42
8  |MISC. MANUFACTURED GOODS 29, 74 16.7
9 |GOODS NOT CLASSIFIED BY KIND 04 1.2 05-
KOREA 0 [FOOD and LIVE ANIMALS 4.1 37 2.7
1 BEVERAGES and TOBAGCO 0.3 0.0 0.0
2 |CRUDE MATERIALS, excl. FUELS 1.0 1.3 14
3 MINERAL FUELS, etc 2.6 12 22
5 CHEMICALS, RELATED PRODUCTS, NES 3.0 32 53
6  |BASIC MANUFACTURES 24.1 21.8 24.1
7 {MACHINES, TRANSPORT EQUIPMENTS 356 379 42.7
8 MISG. MANUFACTURED GOODS 29.1 30.5 20.8
9 GOODS NOT CLASSIFIED 8Y KIND 0.0 0.3 0.8
MALAYSIA 0  [FOOD and LIVE ANIMALS 486 5.1 39
2 |cRUDE MATERIALS, excl. FUELS 208 214 12.2
3  [MINERAL FUELS. etc 281 17.3 15.6
4 |ANIMAL, VEGETABLE OIL, FAT 12.7 96 6.8
5  |CHEMICALS, RELATED PRODUCTS, NES 13 1.9 1.8
6 |BASIC MANUFAGCTURES 7.4 8.4 82
7 |MACHINES, TRANSPORT EQUIPMENTS 21.0 289 40.2
8  |MISC. MANUFACTURED GOODS 39 7.0 10.7
9  |GOODS NOT CLASSIFIED BY KIND 0.1 0.3 0.4
NEPAL o] FOOD and LIVE ANIMALS 29.2 11.3 0.2
1 BEVERAGES and TOBACCO e 0.0 0.0 0.0
2 |CRUDE MATERIALS, excl. FUELS 8.1 5.9 58
4 |ANIMAL, VEGETABLE OIL, FAT 2.1 1.4 0.2
5  |CHEMICALS, RELATED PRODUCTS, NES 37 0.8 0.1
6 BASIC MANUFACTURES 328 44.7 599
L 8 MISC. MANUFACTURED GOODS . 189 29.3 33.9
9  |GO0DS NOT CLASSIFIED BY KIND 52 6.5 0.0
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TABLE A.3 {Cent'd)

COUNTRY | SITC TITLE 1984- 1987- 1891-
1986 1990 1993
PHILIPPINES 0  |FOOO and LIVE ANIMALS 18.1 14.5 12.4
1 BEVERAGES and TOBACCO 08 06 08
2  |CRUDE MATERIALS, excl. FUELS 10.5 8.7 49
3 MINERAL FUELS, etc 1.3 20 24
4 |ANIMAL, VEGETABLE OIL, FAT 88 58 39
5  IGHEMICALS, RELATED PRODUCTS, NES 34 37 28
6  |BASIC MANUFACTURES 87 9.1 79
7  [MACHINES, TRANSPORT EQUIPMENTS 79 109 21.3
8 MISC. MANUFACTURED GOODS 1.2 14.4 21.2
9 |GOODS NOT CLASSIFIED BY KIND 29.5 30.2 22.6
SINGAPORE 0  [FOOD and LIVE ANIMALS 5.1 38 28
1 BEVERAGES and TOBACCO 05 1.0 1.9
2  |CRUDE MATERIALS, excl. FUELS 57 4.4 22
3 MINERAL FUELS, etc 24.5 15.7 14.1
4 |ANIMAL, VEGETABLE OIL, FAT 26 1.1 0.6
5  [GHEMICALS, RELATED PRODUCTS, NES 5.3 6.4 6.4
6  |BASIC MANUFACTURES 72 77 69
7 |MACHINES, TRANSPORT EQUIPMENTS 34.8 47.8 54.7
8  |MISC. MANUFACTURED GOCDS 72 9.0 89
9 GOODS NOT CLASSIFIED BY KIND 7.0 3.2 1.5
SRI LANKA 0 FOOD and LIVE ANIMALS 432 33.5 245
1 BEVERAGES and TCBACGO 0.0 0.2 1.2
2 CRUDE MATERIALS, excl. FUELS 11.7 9.6 55
3 MINERAL FUELS, atc 89 28 1.0
4 ANIMAL, VEGETABLE OIL, FAT 19 08 0.1
5  |CHEMICALS, RELATED PRODUCTS, NES 07 1.1 1.0
6 BASIC MANUFACTURES 6.1 134 139
7 MACHINES, TRANSPORT EQUIPMENTS 24 2.0 25
8  |MISC. MANUFACTURED GOODS 24.8 341 47.9
9  |GOODS NOT CLASSIFIED BY KIND 0.0 24 2.4
THAILAND 0 FOOD and LIVE ANIMALS 45.6 33.0 24.4
1 BEVEAAGES and TOBACCO 08 04 05
2  |CRUDE MATERIALS, excl. FUELS 10.0 77 47
3 MINERAL FUELS, etc 1.0 08 1.0
4 [ANIMAL, VEGETABLE OIL, FAT 02 0.0 0.0
5  [CHEMICALS, RELATED PRODUCTS, NES 1.3 1.7 26
] BASIC MANUFAGTURES 16.5 14.5 12.4
7  |MACHINES, TRANSPORT EQUIPMENTS 9.0 16.8 26.7
8 MISC. MANUFACTURED GOODS 14.3 24.0 26.4
9 GOODS NOT CLASSIFIED BY KIND 1.2 1.0 1.3
Note

a/ Malaysia : 1987-1989
b/ Malaysia : 1990-1992, Sri Lanka: 1891-1992
Source: UN Trade Statistics Yearbook, Various issues.
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TABLE. A4
EXPORT SHARE IN THE WORLD MARKET FOR 1991-1993 (SITC 3-DIGIT)

{In Percent)
SITC TTLE INDONESIA| KOREA |MALAYSIA| NEPAL |PHILIPPINES EINGAPORESRI LANKA ] THAILAND
199183 | 199183 | 199082 1990 199183 189092 199192 189193

0 |FOOD and LIVE ANIMALS 0.51 0.00 0.63 0.20
1 |LIVE ANIMALS FOR FOOD 184 0.00
11__|MEAT, FRESH. CHILLED, FROZEN 1.28
23 [BUTTER 000

34 |FisH, FRESH, GHILLED, FROZEN 187 412 0.00 0.24 138 169
36 |SHELL FISH FRESH, FROZEN 272 276 1.03 2.13 143 0.14 11.73
37 |FISHETC PREFD, PRSVD NES 103 486 0.00 174 17.50
42 |RicE 0.00 000 000 2074
43 [BARLEY UNMILLED 0.00

44 [MAIZE, INMILLED .00 077
48  |CEREALS NES UNMILLED 0.00
46 |WHEAT ETC MEAL OR FLOUR 0.00

47 OTHER CEREAL MEALS, FLOUR 0.00
48 |CEREAL ETG PREPARATIONS 0.00

54 |VEG ETG FRSH, SMPLY PRSVD 0.76 000 0.05 496
56 |VEGTBLES ETC PAVSD. PREPD 3.93
57 _|FRUM, NUTS, FRESH, DRIED 0.00 0.00 1.49 027 0.00
58 |FRUIT PRESERVED. PREPARED 1.92 582
61 |SUGARAND HONEY 0.64 1.04 0.00 5.40
71 |COFFEE AND SUBSTITUTES 392 0.00 0.00 000 0.00
72 |cocoa 341 .71 0.00 4.22

74 {TEA AND MATE 6.28 1673

75 |SPICES 1047 Q.00 0.00 0.00 000

81 |FEEDING STUFF FOR ANIMALS 0.68 063 0.00 033 0.00 111
98  |EDIBLE PRODUCTS, PREPS NES 0.05 1.31
99 |EDIBLE PRODUCTS, PREPS NES 1.31 083 1.27 000 0.10 2.23 .12 0.38
100 _|BEVERAGES and TOBACEO 0.00 236 0.06

111 {NON-ALCOHL BEVERAGES NES

112 |ALCOHOLIC BEVERAGES

121 |TOBACCO UNMNFCTRD, REFUSE 0.00 050 0.00 060 039 211
122 |TOBACCO, MANUFACTURED 0.74 0.00 011 267 ¢04

200 |CRUDE MATERIALS, axcl. FUELS 342 0.01 1.21 0.10

211 |HIDES, SKINS, EXC FURS, RAW .00

222 |SEEDS FOR 'SOFT' FIXER OIL 0.00 0.00

223 [SEEDS FOR GTH FIXEQ OLS 017 a.00 0.00

232 |NATURAL RUBBER, GUMS 2339 2313 1531 1.51 2562

245 | FLEL WOOD NES. CHARCOAL 1.26

247 |OTHWOOD ROUGH, SOUARED 000 17.05 0.00 0.00

248 |WOOD SHAPED. SLEEPERS 1.74 7.08 0.00 0.00 1.21

251 | PULP AND WASTE PAPER 037 0.20

264 |JUTE OTH TEX BAST FIBRES 0.26

265 _{VEG FIBRE, EXCL COTN JUTE 0.00 4.80

266 _|SYNTHETIC FIBRES TO SPIN 11.24

273 |STONE. SAND AND GRAVEL 0.00

278 |OTHER CRUDE MINEAALS 0.08 000

281 | IRONORE. CONGENTRATES 0.27 .00

262 |IRON AND STEEL SCRAP 007

267 _|BASE METAL ORES, CONC NES 835 059 128 0.00 001 000

2B9 |PREG MTAL ORES, WASTE NES 633

152




TABLE A4 (Cont'd)

SiTC TITLE " [INDONESIA] KOREA [MALAYSIA | NEPAL [PHILIPPINES SINGAPOREISRI LANKA| THAILAND
199183 | 199163 | 1800852 1890 189183 190092 | 199192 | 199183

201 |CRUBE ANIMAL MTRIALS NES ¢.00 0.00

292 _|GRUDE VEG MATERIALS NES 0,00 234 0.06 0.37 G.00 0.08 077

300 |MINERAL FUELS, etc 162 2.82 oM

322 |COAL, LIGNTTE AND PEAT 267

323 _|BRIQUETS. COKE, SEMICOKE

332  [BRKUETS, COKE, SEMHGOKE

333 [CAUDE PETRCLEUM 288 1.98 0ot .00

334 |PETROLEUM PRODUCTS, AEFIN 1.18 181 0.45 0.15 961 000 0.23

335 |RESIDUAL PETRLM PROD NES €.00 334 0.34

341 |GAS, NATURAL AND MANUFCT 122 304 0.21 000 037

333 |GAS, NATURAL AND MANUFGT 009 1277 0.15 Q.00 0.50 Q.00 0.01

400 | ANIMAL. VEGETABLE OIL, FAT 16.72 0.0¢ 309 0.0t

411 |ANIMAL OLS AND FATS

423 |FIxED VEG OLS, SOFT

424 | FXED VEG OILS NONSCFT 13.27 4547 0.01 841 0.00 004

431 |PAOCESD ANML VEG OIL ETC 4.30 21.19 0.00 11.76

499 (PROCESD ANML VEG O ETC 14.60 31.20 0.00 775 142,61 0.29

500 |CHEMICALS, RELATED PAODUCTS 000 000 119 0.01

511 |HYDROCARBONS NES, DERVS 382 0.00

512 |ALGOHOLS, PHENOLS ETG 172 0.50 0.00

513 |CARBOXYLIC ACIDS ECT 181

514 |NITROGEN-FNCTN GOMPOUNDS 0.52 138

515 |0RG-INGAG COMPOLINDS ETC 548

522 |INORG ELEMNTS. GXIDES ETC 0.20

532 |DYES NES, TANNING PROD 0.00

] , PAINTS, ETC. 1.56

541 |MEDICINAL. PHARM PRODUGT 053 0.15

551 _|ESSENTL OILS, PERFUME. £TC 137

553 _|PERFUMERY, COSMETICS, £TC 17

562 | FERTILIZERS. MANUFAGTURE 148 0.00 0.89 0.00

582 |PROD OF CONDENSATICN ETC 266 131

583 | POLYMERIZATION ETC PRODS 4.30 0.08 215 061

§92 |STARCH. WULIN, GLUTEN. ETC 282

508 |MISCEL CHEM PRODUCTS NES 000 0.00 012 24 008

508 |MISCEL GHEM PRODUGTS NES 042 1.16 087 0.00 005 168 0.01 0.38

600 |BASIC MAMJFACTURES 0.49 0.02 o7 0.05

611 |LEATHER 000 7.80 0.10 0.16 146

612 |LEATHER ETC MANUFACTURES Q.00 442

613 |FUR SKINS TANNED, DRESSED 0.00

621 |MATERIALS OF RUBBER 353

625 | AUBBER TYRES, TUBES ECT 6.08 0.09 0481

628 |RUBHER ARTICLES NES Q.18

634 |VENEERS, PLYWOQD, ETC 3385 5.44 038 220 000

635 __|WOOD MANUFACTURES NES 4.14 149 0.00 147 019 185

841 | PAPER, PAPERBOARD AND MFR 0.60 0.73 0.15 042

651 JTEXTILE YARN 128 403 0.48 0.63 0.08 1.20

652 |COTTON FABRICS, WOVEN 2.08 234 009 0.00 000 000 003 1.12

653 |WOVN MANMADE FIB FASRIC 437 1651 053 0.80 1.63 003 1.80

654 {OTH WOVEN TEXTILE FABRIC 544 0.00

855 |xNITTED, ETC FABRICS 946 2.26

656 |LACE, AIBBONS, TULLE, ETC 10.08 717

657 1SPECIAL TXTL FARBC. PRODS 637 .00 0.00 Q.00

658 |TEXTILE ARTICLES ETC 1.74 360 0.00 0.38 0.29 1.73

859 |ALOGR COVERINGS, ETC 0.00 82

661 1LIME, CEMENT, BLDG PRODS 088 410

662 |CLAY, REFRAGTORY BLOG PROD .00

664 |GLAss 0.80

665 [GLASSWARE 144

6686 |POTTERY 042 247
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TABLE A.4 {(Cant'd)

8itc : MME INDONESIA| KOREA |MALAYSIA | NEPAL | PHILIPPINES BINGAPORE SRI LANKA | THAILAND
1891-83 | 199183 | 159092 1990 1991-93 1990-92 199192 189183

667 |PEARL PREC.. SEMI-F STONES 0.46 293

671 |PIG IRONETC 1.48 0.18

$72 IRON, STEEL PRIMARY FORMS 0.57 613

873 {IRON. STEEL SHAPES ETC 047 280 000

674 _|IRN. STL UNIV, PLATE SHEET 0.00 644

678 |IRON. ST TUBES, FIPES, ETC 280 102 0.84

681 |SILVER, PLATINUM, ETC 0.00

682 |COPPER EXC GEMENT GOPPER 0.00 0.98 0.00 105 1.08

683 |NICKEL 0.00

684 |ALUMINIUM 084 0.00

887 Imn 10.08 2109 14.45 235

691 ISTRUCTURES AND PARTS NES 573 019 084

€93 _|WIRE PRODUCTS NON ELECTA 591

€84 {STL COPPR NAILS. NUTS. ETC 0.00 0.15

695 {ToOLS

€96 |CUTLERY 8.25

697 _|BASE MTL HOUSEHOLD EQUIP 1.38 5.96 002

699 |BASE METAL MFRS NES 112 040 1.05 046

700 __|MACHINES, TRANSPORT EQUIP. 1.10 238 0.00

713 _{INTRNL CONBUS PSTN ENGIN 0.00 0.36 053

714 |{ENGINES AND MOTORS NES 145 0.74

716 [ROTATING ELECTRIC PLANT 061 285 0.8g

723 [CWIL ENGNEERG EQUIP ETC 0.00 234 0.00 ©.00

724 _|TEXTILE. LEATHER MACHNAY 0.00

728 _|OTHMACHY FOR SPCL INDUS 078 098

736 |METALWORKING MAGH.TOOLS 078

741 HEATING, GOOLING EQUIPMENT .27 154 1.41 118

742 {PUMPS FORLIOUIDS ETG 000

743 | PuMPS NES, CENTRFUGES ETC 091 222 0.44

744 {MECHANICAL HANDLING EQU 1.87 082 002

748 {NONELEC MACH PTS, AGC NES 0.00 0.89 172 o.g8

751 [OFFICE MACHINES 0.92 A .00 1.80

752 |AUTCMTIC BATA PROC EQUIP .09 285 017 022 1077 082

759 |OFFICE, ADP MGH PTS, ACCES 1.31 223 0.13 441 0.02 287

761 |1TELEVISION RECEIVAS 0.50 9.26 428 8.20 374

762 |RADIO BROADCAST RECEWRS 0.98 7.58 987 035 11.59

763 |SOUND RECORDRS. PHONOGRPH a.79 879 4.32 717 213

784 |TELECOM EQPT. PTS, AGG NES 0.29 347 262 050 4.75 116

771 |ELECTRIC POWER MACHY NES 304 2,63 3.43 104

772 |SWITCHGEAR ETC, PARTS NES 1.02 1.19 012 2.29 0.02 068

773 |ELECTR DISTRIBUTNG EQUIP 205 102 1.50 1.31 1.78

775 |HOUSEHOLD TYPE EQUIF NES 447 038 159 173

776 |TRANSISTORS, VALVES. ETC 0.00 935 690 119 6.41 1.71

778 |ELECTRICAL MAGHINERY NES 0.39 2.19 050 0.05 150 0.02 067

781 _|PASS MOTOR VEH EXC BUSES 1.585 005 000 0.00

782 _|LORAIES, SPCL. MTR VEH NES 0.52

783 |ROAD MOTOR VEHICLES NES 178

784 {MOTOR VEH PATS. ACCES NES 0.36 0.07 0.24 0.10

785 |CYCLES, ETC MOTRZDOR NOT 103 230 0.96

786 | TRAILERS, NONMOTR VEH, NES 1383 005 195

792 |AIRCRAFT ETC 0.3% 082 050 0.01 0.14

783 |SHIPS AND BOATS ETC 0.27 13.26 153 148

799 _|SHIPS AND BOATS ETC 021 115 057 0.10 0.77 001 o028

800 |MISC. MANUFAGTURED GOODS 085 001 122 0.24

812 |PLUMBG, HEATING. LGHTNG EQ

B21 _|FURNITURE. PARTS THEREOF 1.57 0.58 0.87 057 066 1.61

831 |TRAVEL GOODS, HANDBAGS 9.28 055 006 3.12

842 IMENS OUTERWEAR NON KNIT 3.03 3.76 077 0.00 088 054 0.71 382

843 |WOMENS OUTERWEAR NON KNIT 259 340 0.75 0.00 087 0.97 118 2.90

B44  |UNDERGARMENT NON KNIT 253 6.08 166 061 6.70 0.00 1.18 3.06

845 |GUTERWEAR KNIT NONELASTIG 2.00 5.03 1.31 0.00 1.10 242 045 2.57
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TABLE A.4 (Cont'd)

ST TTE INDONES!A| KOREA |[MALAYSIA | NEPAL | PHILIPPINES FNGAPOFI SRI LANKA | THAILAND
189193 | 199103 | 199092 19%0 189193 1990-92 198192 199193

B48 |UNDEAGARMENTS KNTTED 240 411 1.16 1.65 2.5 0.76 357

847 [TEXTILE CLTHNG ACCES NES 145 1014 0.48 0.70

848 |HEADGEAR, NONTXL CLOTHING 15.22 424 079 0.41 278

851 [FOOTWEAR 4.13 252 0.36 042 0.04 3.06

871 |QOPTICAL INSTRUMENTS

872 |MEDICAL INSTRUMENTS NES. 001 1.96

B73 _|METERS AND GOUNTERS NES

B74  |MEASURING, CONTROLNG INSTR 0.66 1.16 0.00

881 [PHOTO APPARAT, EQUIP NES 1.08 226

882 [PHOTG, CINEMA SUPPLIES 220

883 |DEVELOPED GINEMA FILM

B84 {OFTICAL GOODS NES Q.00

885 |WATCHES AMD CLOGKS 1.28 0.58 013 203 1.73

892 |PRINTED MATTER 178

883 |ARTICLES OF PLASTIC NES 033 178 0.81 0.12 1.29 0.04 178

834 {TOYS, SPOATING GOODS, ETC 0.58 348 1.05 047 117 007 238

885 [OFFICE SUPPLIES NES

895 |WORKS OF ART ETC 0.00

897 |GOLD, SILVERWARE. JEWELRY 075 212 3% 001 0.28 000 0.08 430

808 |MUSICAL INSTRUMENTS, TS 512 0.00 1.69

899 |OTHER MANUFACTURED GOODS 3.04 415 Q.00 149 0.17 197

00 {GOODS NOT CLASSIFIED BY KIND 0.12 0.00 0.66 0.04

831 |SPEGIAL TRANSACTIONS 0.00 039 018 000 363 113 0.07 083

671 |GOLD. NON MONETARY NES 0.81 124 031 0.00

999 |QOTHERS 0.01 009 2.04 0.00 000 Q.00 000 0.02

Source: Author's computations based on UN Trade Statisitcs Yearbook, Various Issues.
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TABLE A.5
FOREIGN DIRECT INVESTMENT INFLOWS
{In US $ Million)

Year

1983 -
Country 1989a/| 1989| 1990 1991 1992| 1993 1994
Indonesia 341 682 1093 1482 1777 2004 3000
Korea 387 758 715 1116 550 516 791
Malaysia 731 1668 2332 3998 5183 5206 4500
Myanmar 8 161 56 75 98 76
Nepal 1 6 2 1
Philippines 249 563 530 544 228 763 1500
Singapore 1947 2887 5575 4888 6730 6829 7900
Sri Lanka 39 20 43 48 123 195 122
Taiwan 448 1604 1330 1271 879 917 1350
Thailand 439 1775 2444 2014 2116 2700 1350

a/ Pericd average.
Source: World Investment Report 1995.
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TABLE A.6
CLASSIFICATION OF INDUSTRY BY FACTOR INTENSITY

Code |Products by classification
(1) Agricultural resource intensive
Q Food and live animals
1 Beverages and tobacco
2 Crude materials, excluding fuels
4 Animal vegetable oil, fat
&1 Leather, dressed fur, etc
83 Wood, cork manufactures
(2) Mineral resource intensive’
3 Mineral fuels etc
661-3 |Non-metal building products and minerals
667 Pearls, precious, semiprecious stones
671 Pig iron etc.
(3) Unskilled labour intensive
54 Medical efc, products
65 Textile, yarn, fabric etc
6646 |Glass, glassware, pottery
695-7 |Tools, cutlery, base metal household equipment
729 Electrical machinery nes
793 Ship and boats
81-5  |Plumbing, heating, lighting, etc equipment; office supplies, nes
893-5 |Aricles of plastic nes; toys; sporting goods; office supplies, nes
899  |Other manufactured goods
931 Special transactions
951 War firearms, ammunition
(4) Technology intensive
51 Organic chemicals
52 Inorganic chemicals
56-9 |Fertilizers, explosives, plastics, chemicals, nes
7 Power generating equipment
771-2 |Electrical powered machinery; switchgear
773 Electrical distributing machinery
726 Electro-medical, X-ray machinery
792 Aircraft
882-3 |Photo, cinema supplies; developed cinema film
(5) Human capital intensive
53 Dyes, tanning, cofour products
55 Perfume, cleaning etc. products
62 Rubber manufactures nes
64 Paper, paperboard and manufacturing
672-9 [lron and steel in primary forms, excluding 670-1
6914 [Metal manufactures
698-9 |Metal manufactures nes
764 Telecommunications equipment, parts, accessories, nes
778 Electrical machinery nes
78 Road vehicles
791 Railway vehicles
885 |Watches and clocks
763  |Sound recorders, phonographs
892  |Printed matter
896 Works of art, etc
897 Gold, silverware, jewelry

Source: Modified from Ariff and Hill (1985)
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TABLE A.7

CLASSIFICATION OF INDUSTRY BY THE WORLD MARKET
POSITION AND BY FACTOR INTENSITY

{In Percent)
SITC TTLE Share increase World Factor
(1964-1993) |{1985-1993)| Market Intenstty
A g A g Position

011 |MEAT, FRESH, CHILLED, FROZEN 09 10.7 MM FA
023 |BUTTER 0.1 51 S5 FA
034 |FISH, FRESH, CHILLED, FROZEN 05 14.2 MF Fa
036 |{SHELL FISH FRESH, FROZEN 04 131 SF FA
037 _|FISH EYC PREFPD, PRSVD NES 0.2 129 SF FA
042 |RICE 02 45 $S FA
043 |BARLEY UNMILLED 0.1 -2.6 S8 FA
044  |MAIZE, UNMILLED 04 0.1 58 FA
045 CEREALS NES UNMILLED 0.1 0.5 58 FA
046 |WHEAT ETC MEAL OR FLOUR 0.1 4.7 £8 FA
047 |OTHER CEREAL MEALS, FLOUR 00 2.7 58 FA
048 |CEREAL ETC PREPARATIONS 03 164 SF FA
054 |VEGETC FRSH, SMPLY PRSVD 05 13 MM FA
056 |VEGTBLES ETC PRVSD, PREPD 0.2 9.0 SM FA
057 |FRUIT, NUTS, FRESH, DRIED 07 7.5 MM FA
058 |FRUIT PRESERVED, PREPARED 0.3 5.8 S5 FA
061 |SUGAR AND HONEY 05 10 MS FA
071 |COFFEE AND SUBSTITUTES 05 -5.0 MS FA
072 |COCOA 02 28 8S FA
074 |TEA AND MATE 0.1 19 SS FA
075 |SPICES 0.1 30 55 FA
081 |FEEDING STUFF FOR ANIMALS 06 57 MS FA
098 |EDIBLE PRODUCTS, PREPS NES 03 15.5 SF FA

1 EDIBLE PRODUCTS, PREPS NES 0.3 85 SM FU
111 NON-ALCOHL BEVERAGES NES 0.1 16.6 SF FA
112 |JALCCHOLIC BEVERAGES 0.6 11.7 MM FA
121 |TOBACCO UNMNFCTRD, REFUSE 02 18 SS FA
122 iTOBACCO, MANUFACTURED 0.3 176 SF FA
211 HIDES, SKINS, EXC FURS, RAW 0.2 8.1 SM FA
222 |SEEDS FOR 'SOFT' FIXED OIL 04 06 S8 FA
223 [SEEDS FOR OTH FIXED OILS 0.0 26 55 FA
232 NATURAL RUBBER, GUMS 0.2 07 58 FA
245 FUEL WOOD NES, CHARCOAL 0.0 158 SF FA
247 |OTH WOOD ROUGH, SQUARED 03 115 SM FA
248  |WOOD SHAPED, SLEEPERS 0.6 10.6 MM FA
251 PULP AND WASTE PAPER 0.6 4.1 MS FA
264 |JUTE, OTH TEX BAST FIBRES 0.0 4.7 38 FA
265 [VEG FIBRE, EXCL COTN JUTE 00 09 58 FA
266 |SYNTHETIC FIBRES TO SPIN 0.2 35 58 FA
273 |STONE, SAND AND GRAVEL 01 118 SM FM
278 |OTHER CRUDE MINERALS 0.2 54 S8 FM
281 IRON ORE, CONCENTRATES 03 14 55 FM
282 [IRON AND STEEL SCRAP 0.2 10.2 SM FM
287 |BASE METAL ORES, CONC NES (] 34 MS M
289 |PREC MTAL ORES, WASTE NES 0.1 -1.0 85 FM
281 |CAUDE ANIMAL MTRIALS NES 0.1 11.1 SM FA
292 |CRUDE VEG MATERIALS NES 04 11.4 SM FA
322 |COAL, LIGNiTE AND PEAT 07 63 MM FM
323 [BRIQUETS, COKE, SEMI-COKE 0.1 -20 88 FM
333 |{CRUDE PETRQLEUM 71 12 LS FM
34 PETROLEUM PRODUCTS, REFIN a5 48 LS FM
341 {GAS, NATURAL AND MANUFCT 13 26 LS FM
399 |GAS, NATURAL AND MANUFCT 03 00 S8 FM
411 |ANIMAL OILS AND FATS 0.1 19 58 FA
423 |FIXED VEG OILS, SOFT 0.2 2.1 88 FM
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TABLE A.7 (Cont'd)

SITC TITLE Share Increase World Factor
Market Intensity
Positton )
424  |FIXED VEG OILS NONSOFT 0.2 24 58 FM
431 PROCESD ANML VEG OIL, ETC 0.1 6.8 SM FM
495 |PROCESD ANML VEG OIL, ETC 0.0 27 5SS FM
511 HYDROCARBONS NES, DERIVS 0.6 30 MS FT
512 !ALCOHOLS, PHENOLS ETC 0.3 76 SM FT
5{3 |CARBOXYLIC ACIDS ECT 04 109 SM FT
514 NITROGEN-FNCTN COMPOUNDS 05 138 MF FT
515 {ORG-INORG COMPCUNDS ETC 0.4 10.8 SM FT
522 |INORG ELEMNTS, OXIDES ETC 04 57 58 FT
532 {DYES NES, TANNING PROD 00 8.7 SM FH
533 PIGMENTS, PAINTS, ETC 04 132 SF FH
541 MEDICINAL, PHARM PRODUCT 1.2 183 LF FU
551 |ESSENTL QILS, PERFUME, ETC 0.1 11.4 SM FH
553 |PERFUMERY, COSMETICS, ETC 0.3 17.4 SF FH
562 |FERTILIZERS, MANUFACTURE 05 76 MM FT
582 |PROD OF CONDENSATION ETC Q.5 10.4 MM FT
583 |POLYMERIZATION ETC PRODS 14 215 LF FT
532 |STARCH, INULIN, GLUTEN, ETC 0.1 152 SF FT
508 |MISCEL CHEM PRODUCTS NES 0.7 114 MM FT
590 |MISCEL CHEM PRODUCTS NES 0.8 1.3 MS FT
611 LEATHER 0.3 12.2 SF FA
512 |LEATHER ETC MANUFACTURES 0.1 16.9 SF FA
613 |FUR SKINS TANNED, DRESSED ('R 14 88 FA
621 |MATERIALS OF RUBBER 0.1 12.8 SF FH
625 !RUBBER TYRES, TUBES ECT 0.5 99 MM FH
628 {RUBBER ARTICLES NES 02 13.7 SF FH
634 |VENEERS, PLYWCOD, ETC 03 145 SF FA
635 |WOOD MANUFACTURES NES 02 1586 SF FA
641 PAPER, PAPERBOARD AND MFR 18 9.8 LM FH
651 TEXTILE YARN 09 8.5 MM Fu
£82 |COTTON FABRICS, WOVEN 05 115 MM FU
853 |WOVN MAN-MADE Fi8 FABRIC 0.7 122 MF FU
6854 |OTH WOVEN TEXTILE FABRIC 0.3 14.1 SF FU
655 {KNITTED, ETC FABRICS 0.2 176 SF FU
656 |LACE, RIBBONS, TULLE, ETC 0.1 138 SF FU
857 |SPECIAL TXTL FARBC, PRODS a3 129 SF FU
658 |TEXTILE ARTICLES ETC o] 129 SF Fu
£59 |[FLOOR COVERINGS, ETC 03 9.3 SM FU
661 |LIME, CEMENT, BLDG PRODS 0.2 9.0 SM FA
662 |CLAY, REFRACTORY BLDG PROD 0.2 106 SM FA
664 |GLASS 0.3 125 SF FU
665 GLASSWARE 0.2 115 SM FU
€65 |POTTERY Q.1 114 SM FU
667 IPEARL, PREG-, SEMI-P STONES 08 116 MM FA
671 PIG IRON ETC 03 13.7 SF FA
672 |IRON, STEEL PRIMARY FORMS 06 13.2 MF FH
673 {IRON. STEEL SHAPES ETC 0.7 78 MM FH
674 |IRN, STL UNIV, PLATE SHEET 1.2 84 LM FH
678 IIRON, STL TUBES, PIPES, ETC 0.7 32 MS FH
681 SILVER, PLATINUM, ETC 03 14.1 SF FM
682 |COPPER EXC CEMENT COPPER 0.7 96 MM FM
583 NICKEL 0.1 12.0 SF FM
684 ALUMINIUM [k 9.0 MM FM
667 ITIN 0.1 -44 58 FM
691 STRUCTURES AND PARTS NES 03 8.0 SM FH
693 |WIRE PRODUCTS NON ELECTR 01 7.7 SM FH
684 |STL, COPPR NAILS, NUTS, ETC 02 10.2 M FH
695 |TOOLS 0.4 100 SM FU
696 |CUTLERY 0.1 100 SM FU
697 |BASE MTL HOUSEHOLD EQUIP 0.2 108 SM FU
699 BASE METAL MFRS NES 0.7 11.0 MM FH
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TABLE A.7 (Cont'd)

SITC N TITLE Share - Increase World Factor
Market intanaity
) o Positlon ) -
713 [INTRNL CONBUS PSTN ENGIN 12 96 LM FT
714 {ENGINES AND MOTORS NES 0.7 124 MF FT
716 JROTATING ELECTRIC PLANT 0.5 140 MF FT
723 _|CIVIL ENGNEERG EQUIP ETC 0.7 53 MS FT
724 |TEXTILE, LEATHER MACHNRY 07 13.5 MF FT
728 |OTH MACHY FOR SPCL INDUS 1.2 130 LF FT
736 |METALWORKING MACH-TOOLS 0.7 10.7 MM FT
741 |HEATING, COOLING EQUIPMENT 0.7 12.2 MF FT
742 |PUMPS FOR LIQUIDS ETC 0.4 123 SF FT
743 |PUMPS NES, CENTRFUGES ETC 06 137 MF FT
744 [MECHANICAL HANDLING EQU 0.7 127 MF FT
749 INONELEC MACH PTS, ACC NES 11 133 LF FT
751 |OFFICE MACHINES 04 72 SM FH
752 |AUTOMTIC DATA PROC EQUIP 2.2 15.8 LF FH
759 |OFFICE, ADP MCH PTS, ACCES 16 143 LF FH
761 |TELEVISION RECEIVRS 05 148 MF FH
762 |RADIO BROADCAST RECEIVRS 04 12.2 SF FH
763 |SOUND RECORDRS, PHONOGRFPH 086 6.4 MM FH
784 |TELECOM EQPT, PTS, ACC NES 1.8 16.8 LF FH
771 {ELECTRIC POWER MACHY NES 0.3 155 SF FT
772__ISWITCHGEAR ETC, PARTS NES 11 127 LF FT
773 |ELECTR DISTRIBUTNG EQUIP 04 161 SF FT
775 |HOUSEHOLD TYPE EQUIP NES 0.7 13.0 MF FH
776 |TRANSISTORS, VALVES, ETC 20 16.4 LF FH
778 |ELECTRICAL MACHINERY NES 1.2 149 LF FU
781 IPASS MOTOR VEH EXC BUSES 55 1.4 LM FH
782 |LORRIES, SPCL, MTR VEH NES 13 7.0 LM FH
783 |ROAD MOTOR VEHICLES NES 02 149 SF- FH
784 {MOTOR VEH PRTS, ACCES NES 28 10.1 LM FH
785 ICYGCLES, ETC MOTRZD QR NOT 0.3 14.2 SF FH
788 | TRAILERS, NONMOTR VEH, NES 0.2 115 SM FH
782 |AIRCRAFT ETC 20 12.7 LF FT
783 |SHIPS AND BOATS ETC 1.0 5.3 LS FU
798 ISHIPS AND BOATS ETC 12 85 M FU
812 |PLUMBG, HEATING, LGHTNG EQ 03 173 SF FU
821 |FURNITURE, PARTS THEREQF 09 16.0 MF FU
831 |TRAVEL GOODS, HANDBAGS 03 206 SF FuU
842 |MENS QUTERWEAR NON KNIT 06 157 MF FU
843 |WOMENS QUTERWEAR NON KNIT 09 147 MF FU
844 |UNDERGABMENT NON KNIT 0.2 183 SF FU
845 |OUTERWEAR KNIT NONELASTIC 08 16.1 MF FU
846 UNDERGARMENTS KNITTED 04 19.3 SF FU
847 ITEXTILE CLTHNG ACCES NES 0.1 147 SF FU
848 |HEADGEAR, NONTXL CLOTHING 03 125 SF FU
851 |FOOTWEAR 0.9 141 MF FU
871 |OPTICAL INSTRUMENTS 0.1 157 SF FT
872 |MEDICAL INSTRUMENTS NES 03 156 SF FT
873 |METERS AND COUNTERS NES 0.0 17.6 SF FT
874 [MEASURING, CONTROLNG INSTR 1.2 10.3 LM FT
881 |PHOTO APPARAT, EQUIP NES 03 9.8 SM FT
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TABLE A.7 (Cont'd)

SITC TITLE Share Increase World Factor
Market intensity
Posltion

882 PHOTO, CINEMA SUPPLIES 04 89 SM FT
883 |DEVELCPED CINEMA FILM 0.0 79 SM FT
884 |OPTICAL GOODS NES Q92 96 SM FT
885 {WATCHES AMD CLOCKS 05 12.1 MF FH
892 |PRINTED MATTER 06 115 MM FH
893 |ARTICLES OF PLASTIC NES 08 20.8 MF FU
804 |{TOYS, SPORTING GOODS, ETC a7 18.7 MF FU
895 |OFFICE SUPPLIES NES 0.1 135 SF FU
896 |WORKS CF ART ETC 03 11.2 SM FH
897 |GOLD, SILVERWARE, JEWELRY 0.5 10.3 MM FH
808 |MUSICAL INSTRUMENTS, PTS 06 17.0 MF FT
898 [OTHER MANUFACTURED GOOCDS 04 16.5 SF FU
931 |SPECIAL TRANSACTIONS 20 138 LF FU
97t |GOLD, NON MONETARY NES 0.6 155 MF FuU

Note:

L: Large (1.0%) FA : Agricultural resource intensive

M: Medium (0.5 - 1.0%) FM : Mineral resource intensive

S: Small {below 0.5%) FU : Unskilied labor intensive

£ Fast (12%) FH : Human capital intensive

M: Medium (6-12%) FT : Technology intensive

S: Slow, negative (below 6%)

Source: Author's computations based on UN Trade Statistics Yearbook, Various Issues.
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