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1.Questions

Given that division of production process over the borders in
East Asia has been highly developed, we face the following
guestions in analysis on East Asian economies;

-

Q1 How can we understand the sort of economic

dynamism and development in East Asia? Are the
conventional wisdoms such as “Flying-geese

pattern of development” in East Asia still valid? y

g
Q2

. . . . R
How is trade relations in East Asia formed? Whether

IS the economic structure in East Asia close In the

region or open to the external region? y

~
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2. Trade Structure in East Asian countries




Start with categorizing trade goods according to production stage
in order to reflect the economic structure in East Asia

Figure 1: Classification of trade data according to production stage

Category Sub-category BEC code BEC Title
Primary goods Primary goods 111 Food and beverages, primary, mainly for industry
21 Industrial supplies, n.e.s., primary
31 Fuels and lubricants, primary
Intermediate goods  Processed goods 121 Food and beverages, processed, mainly for industry

22 Industrial supplies, n.e.s., processed
32 Fuels and lubricants, processed

Parts & Components

42 Parts and accessories of capital goods, except transport equipment
53 Parts and accessories of transport equipment

Final goods

Capital goods

41 Capital goods, except transport equipment
521 Other industrial transport equipment

Consumption goods

112 Food and beverages, primary, mainly for household consumption
122 Food and beverages, processed, mainly for household consumption
51 Passenger motor cars
522 Other non-industrial transport equipment
61 Durable consumer goods n.e.s.
62 Semi-durable consumer goods n.e.s.
63 Non-durable consumer goods n.e.s.

Note: This classification table classifies all trade goods under 5 production stages, correlating BEC-classified trade goods
with SNA (System of National Account). In thistable, "Capital goods' isapart of "Final goods' because trade transactions
are sorted out under the production stage, although SNA has different categories for Capital goods (Capital formation) and for
Final goods (Final consumption) respectively since SNA classifies commoditiy goods according to a main user (Producer and

Househol d).
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Sources: Classification by Broad Economic Categories, UN Statistics Division, and Lemoine (2004)



Classification adopted is compatible to I-O Table as well as SNA categories,
expanding the capability for the future study.
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Wood product
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General machinery

Electric machinery

Transport machinery
Precision machinery

Other manufactures

Figure 2: Structure of Trade Industry Classification Table
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The features of Japan’s trade structure indicate that Japan exports
domestically-produced Intermediate goods and Final goods, particularly P&C
and Capital goods. Distinctive is decline in the export’s share of Final goods.

Figure 3: Trade Structures in East Asian countries according to the production stage

Japan
0% 20% 40% 60% 80% 100%
Export 1980 13.8% 28.2% 32.5%
0.7%- ‘ ‘
Export 1990 22.9% 35.6% 23.6%
0.4%: ‘
Export 2003 32.6% 25.8% 20.4%
0.6%| ‘
i 2.2%
Import 1980 58.7% 24.6% 5.9%)| 8.6%
Import 1990 30.1% 31.8% 6.4%| 7.5% 24.1%
Import 2003 19.9% 25.2% 15.3% 13.2% 26.4%

O Primary goods B Processed goods O Parts& Components O Capital goods O Consumption goods




China’s trade structure is a real contrast to Japan’s. Final goods dominates
exports of China, and in import dominant is Intermediate goods.

China
0% 20% 40% 60% 80% 100%
Export 1990 | 95% .10/; 12.6% ‘ 50.5%
Bxport 2003 7 15.1% 23.8% 41.9%
Import 1990 7 10.0% 37.9% 16.1% 27.8% 8.2%
Import 2003 7 11.9% 27.2% 21.8% 4:1.60/?

O Primary goods @ Processed goods O Parts& Components O Capital goods O Consumption goods




" Korea and Taiwan show the middle feature of the trade structure between
Japan and China. It is conceivable that these two economies are in the
course of transforming assembly production type like China into overall

~

roducti ' :
P lon type like Japan )
Korea
0% 20% 40% 60% 80% 100%
Export 1980 30.2% 8.7% | 11.4% 46.7%
3.0% :
Export 1990 25.1% 15.8% 16.7% 41.2%
139 ;
Export 2003 27.3% 28.0% 26.8% 17.5%
0.4%
‘ 2.6%
Import 1980 48.0% 26.6% 85% | 14.3%
Import 1990 19.6% 32.5% 16.6% 25.4% 5.9%
Import 2003 19.5% 33.0% 23.0% 153% | 9.2%

O Primary goods @ Processed goods O Parts& Components O Capital goods O Consumption goods




Talwan

0% 20% 40% 60% 80% 100%
19.0% 35.7%
23.4% 12.2%
Import 1990 16.3% 17.9% 17.6% 11.1%
Import 2003 13.3% 29.2% 28.3% 20.7% 8.6%

0O Primary goods @ Processed goods O Parts& Components O Capital goods O Consunption goods
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| both export and import.

The countries of ASEAN4 have the high shares of Intermediate goods in

[ Thailand has a feature of a high share of Final goods in export, in
| particular Consumption goods.

Thailand
0% 20% 40% 60% 80% 100%

Export 1980 18.6% 5.9‘1.:1:% | 6%

Export 1990 |8.0% 20.8% 11.3% | 10.6% 49.3%

Export 2003 5.2% 3 221% 20.2% 32.1%

mport 1980 | 205% Lo% | o [80%
import 1960 2% 26 [ e
Import 2003 ey 26.0% 181% | 83%

0O Primary goods B Processed goods O Parts& Components O Capital goods O Consumption goods




BExqort 1980
BEqort 1990

BExort 2003

Import 1980
Import 1990

Import 2003

[ P&C has a high share in Malaysia. 1

Malaysia
0% 20% 40% 60% 80% 100%

2.0%

46.9% 31.4% 121% | [ 7.6%
23.9% 28.0% 19.5% 11.0% 17.7%

4.5% 21.5% 39.5% 24.3% 10.1%
i | | | | 16.4%

15.1% 18.0% 15.6%
4.7 26.0% 27.5% 11.4%
.29 23.9% 47.9% 150% | 7.9%

0O Primary goods @ Processed goods O Parts& Components O Capital goods O Consunmption goods
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Bxqort
Bxort
Bxqort

Import
Import

Import

1980

1990

2003

1980
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2003

[ P&C has a high share in the Philippines.

|

Philippines
0% 20% 40% 60% 80% 100%
‘ ‘ 1.4%
26.4% 11.6% 27.1%
8.6% 24.5% 178% | 80% 41.1%
|6.9°/;| 55.6% 21.8% 13.5%

34.6% 10.5%

154%  5.1%

14.4%

10.6%

9.9% 25.8% 48.8%

7.9% | 7.7%

O Primary goods @ Processed goods O Parts& Components O Capital goods O Consumption goods
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{ Processed goods has a high share in Indonesia. }

These features of the ASEAN countries reflect that Processed goods
such as Textiles, Pulp and Paper in Indonesia and P&C such as
Electric Machinery and Consumer Electric Appliances in the Philippines

and Malaysia are in active trade.
\_ /
Indonesia
0% 20% 40% 60% 80% 100%
0.7% 0.1%

I I I

Bxport 1980 70.8% 25.2% | |32

Bport 1990 29.4% 50 4% 10 8% 18.2%

Bort 2003 18.7% 42.7% . 9.2% 20.2%

Import 1980 23.7% 8.5% 17.9% | 74%

Import 1990 12.2% 37.2% 15.2% 28.4% 7.1%

O Primary goods @ Processed goods O Parts& Components O Capital goods O Consumption goods




Findings

1. The analysis indicates that there are
distinctive aspects in the trade structures
of Japan, NIEs, China and ASEAN from
a viewpoint of production stage.

2. It also implies the possibility that East
Asia forms a complementary economic
region with assembly production type and
Intermediate goods-specialized
production type of the economy.
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3. Hypothesis — “Spiral Pattern of Development”
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Analyze the trade structure with the
consideration of spread of production
network in the region.

International

Competitiveness in
Final goods

2nd Quadrant )

Strong

Weak

3rd Quadrant )

Needs to reflect the highly
advanced division of production
process.

Figure 3: How to read the Chart of International Competitiveness Index

Assembly Production Type l

Overall Production Type l

I ntermediate goods with weak Int’|
Competitiveness but Final goods with strong
Int'l Competitiveness

— 1

Import Intermediate goods and
export assembled Final goods ﬁ
LJ

1] m—

—

Both Intermediate and Final goods with
strong Int’| Competitiveness

— 1

Exports of both Intermediate
and Final goods exceed import

Both Intermediate and Final
goods with weak Int’l
Competitiveness

— 1

Imports of both Intermediate and
Final goods exceed exports

i
v

Intermediate goods with strong Int’|
Competitiveness but Final goods
with weak Int’| Competitiveness

— 1

Export Intermediate goods and
Import Final goods as trade balance

,\m)ifferential goods Production Typel

Inter mediate goods-specialized Production Typ
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International

Competitiveness in
Intermediate goods

» Strong
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Note: International Competitiveness Index (ICl) = (Export — Import) / (Export + Import)



Figure 4: Hypothesis of Spiral Pattern Development Model

Location in Chart

Added value

'Pr;?tuj:aj OCfO'an;itiven% Wage/l ncome Development stagein theindustry
Index Tech level

Domestic
market Third Domestic demands for both Intermediate and Final goods exceed
Production Quadrant domestic productions. The industry has week Int’| Competitiveness.
Type LOW

Development of capital accumulation and introduction of foreign
Assembly B technology makes the assembly process in the industry stronger in
Production Second Int'l Competitiveness. The industry imports I ntermediate goods

Quadrant because it does not have production technology for key Parts &

Type Components. Industrial structure of so-called assembly production

type is established.
Overdll In the course of the assembly production, the industry advances
SeolLalin First _technol ogy an_d _then startsto pro_d_uce key_Parts & Compor_lents. The
Tvpe Quadrant |r_|dustry, acquiring Int’| Co_mpeftltlven(_aSS in both Intermediate and

yp Final goods, comes to the ripening period.

Intermediate Due to the constraints like rising labor cost, the industry loses
goods- Fourth compargt?ve advgntage inthe a$embly process which weakens Int’ |
specidized Quadrant Compeﬂtwen@sm Final goods. Focus_l ng on [<ey Parts & _
Production Components with advanced technologies, the industry retains Int’l
Type HIGH Competitiveness in Intermediate goods.

The industry loses Int’| Competitiveness in Intermediate goods. It
Differential does not, however, mean the industry loses competitiveness
goods Third completely. In general, the industry competes in both domestic and
Production Quadrant world markets by specializing the differential product with high
Type quality and high function, utilizing the advanced technologies as well

as the established brand names.

Note:

The number from to

corresponds to the same number respectively shown in Figure 2.
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Figure 5: View showing a frame format of Spiral Pattern Development

HIgh Added value
T Wage
Technology level

| 2nd Quadrant 1st Quadrant |,
I

___________________ » Strong

| 3rd Quadrant Weak | 4th Quadrant

>
Int’| Competitiveness
in Intermediate goods

: - 19
Note: The number from to  corresponds to the same number respectively shown in Figure 2 and 3.



Figure 6: International Competitiveness Index — Industry

Textile
H(0) CH(90) “yog) IN(O3)
PH(00) * PH(80) TH OOC): ”‘ . . IN©O) ] s
PH(90)» o ¢ PH(03) cHOR) TH(80)
TH(90)® TH(03) *» AY(00) * KR(S0)
L 2
e ¢ MY(90) IN(90)
MY(03) |
* MY(80) * KR(00)
05 - l
| I
10 KR(03)
E o E S -
LL 1.0 05 N .
* JP(80)
Spiral Patter n Devel opment 05 |
IS obser ved. 3 /I
¢ JP(90)
<
JP(03) ® ¢ JP(00)
Intermediate

* TW(90)

\

Vo Tw(00)
Yo TW(03)

Note: JP: Japan, KR: Korea, CH: China, TW: Taiwan, TH: Thailand, MY: Malaysia, IN: Indonesia, PH: Philippines




Steel, Nonferrous metal and Metal product

o g 10 r

As the competitiveness of each CH(03) . CH(OO)

country has complementarily 3 * CH(OQ) - —¥ ¢ TW(03)

changed, Spiral Pattern \ * CH(90) - TW(00) . JP(80)

Devel opment is obser ved.

IN 0\0 ¢ KR 80

?0
* TH(00) [ KR(OO)‘S

¢ IN(03
¢ TH(03) I S KR(QO) Il ( ),I
” o KR(03) ¥ |
s [ o |
L 1o 05 00 v 0.5
¢ PH(00) | 3 * JP(00)
o THEO) MY(00)s , MY(Ok) . Tlﬂil(80) * IP(03)
. MY(Q‘O)PH(OC*’) ; N©O)
PH(90) 4 o MY(e0)
* PH@EO) | |
\
* IN(80)

-1.0 '

Intermediate

21

Note:

JP: Japan, KR: Korea, CH: China, TW: Taiwan, TH: Thailand, MY: Malaysia, IN: Indonesia, PH: Philippines
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Miscellaneous goods and Toy
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Figure 7: International Competitiveness Index — Country
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b)

Findings

The comprehensive judgment through this analysis
concludes that in East Asia,

Japan, NIEs, China and ASEAN have
different strengths so that complementarity in
the region as a whole is observed.

Besides the complementarity is not static but
dynamically changing along with economic
growth as well as the level of production
technology.
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4. Quality of Trade goods
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Figure 8: Change of Unit Price in High Tech Products Trade
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China(1995) [8.7% [7.8%|  21.4% 28.2% 34.0%
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Indonesia(1995) | 9.9% | 11.9% | 14.9% 31.7% 31.7%
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I 4.3%
Philippine(1995) 24.3% 18.6% 24.3% 28.6%
Philippine(2003) 22.9% 11.4% | 12.9% 35.7% 17.1%

|0200rmore @15 20010 15005 10005 or less

a) Japan keeps competitive
advantage among East Asian
countries.

b) The share of relatively high-
priced goods produced in

China is not large.

Competitiveness among
ASEAN and China is low.

d) There is a possibility that
ASEAN members produce
relatively high-priced goods

mainly for trade in the region.

Note: This graph shows the share of Unit Price Index,
the ratio of (Export unit price)/(Import unit price) for
each high tech product. More than 1 of the value of
Unit Price Index indicates that the country exports the
product with more highly added value in comparison
with the import goods. Therefore, if the country has a
large share of the items with 1 or more of the value of
Unit Price Index, it focuses on the higher value—a@d
products in domestic production.



5. “Triangular Trade Structure”
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Figure 9: Change of Trade Value in Trianqgular Trade Structure
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Findings

From the graphs above, it is observed that;

a) Reciprocal trade of intermediate goods between
Japan/NIEs and China/ASEAN has risen.

b) Significant growth of export in final goods,
particularly consumption goods, from
China/ASEAN to US/EU.

c) Steady growth in export of intermediate and
final goods from Japan/NIEs to US/EU.
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Figure 10: Model of Trianqular Trade Structure
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a) Trade value in Triangular Trade Structure has increased.

b) The share of TTS in the total trade value has also risen. Compared to the
level of 1990, it increases more than double.

Figure 11: Change of Trade Value in Trianqular Trade Structure
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Notes: “Value of Triangular Trade” = (Intermediate goods export of Japan & NIEs to China & ASEAN) +
(Final goods export of China & ASEAN to US & EU)

“Share of Triangular Trade Structure in total trade” = (Value of Triangular Trade) / (All goods export of
Japan & NIEs to World + All goods export of China & ASEAN to World)
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Figure 12: Change of Triangular Trade Index for the Industry
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Figure 13: Trend of Local Contents in China and ASEAN Reqion for the Industry
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Figure 14: Relative Change of Unit Price in Trianqular Trade Structure
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Notes: The upper graph compares the change in Unit
Price of Machinery Intermediate goods export of Japan to
China with the change in Unit Price of Machinery
Intermediate goods export of Japan to World. If the rate of
rise in Unit Price of Japan’s export to China exceeds the
rate of rise in Unit Price of Japan’s export to World, the
number of the comparative change becomes more than 1.
Also the lower graph compares the change in Unit Price
of Machinery Intermediate goods export of China to US
with the change in Unit Price of Machinery Intermediate
goods export of China to World. Further detail
explained in the text of the paper.



Figure 15: Comparison of Unit Prices in Export of Japan to US and in Export of Chinato US
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Notes: Unit Price Index = (Unit Price of Japan’s export to US) / (Unit Price of China’s export to US)
3 categories of the bar in the above graph are based on the number of the items.




Figure 16: Comparison of Unit Prices in Export of Japan to China and in Export of China to Japan
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3 categories in the bar of the above graph are based on the number of the items.



6. Conclusion

Strengthening regional production platform

. The observed “Spiral Pattern of Development” suggests that
the region where production network has spread over the
borders such as East Asia needs analysis with consideration
of production stage.

. The complementarity in East Asia across the industries not
just exists but changes dynamically rather than statically.

. While the complementarity in the region has heightens,
“Triangular Trade Structure” is formed between East Asia and
US/EU.

. Advancement of TTS is a fruit of both development of
supporting industries in East Asia and increasing depth in the
capital-intensive industrial bases.

. TTS is not exclusive in East Asian region but becomes the
source of dynamism to tug the growth in world economy

through promoting trade relation with US/EU. 4
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