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I. THE DEVELOPMENT OF MARKETS IN THE FAR EAST

The purpose of this paper is to analyze mutual trade relations between Europe
and Far Eastern developing countries in the 1970s and to discuss trade pros-
pects for the 1980s. The term ""Europe' basically includes all European OECD
countries but the empirical analysis is largely focussed on the member coun-
tries of the European Community. The term "Far East'' describes a hetero-
genous group of developing Asian countries, i.e.the member countries of the
ASEAN group (Indonesia, Malaysia, Philippines, Singapore, Thailand), the
"Newly Industrializing Countries' (NICs) Hong Kong, Republic of Korea, and
Republic of China (Taiwan) as well as the People's Republic of China.

All these Far Eastern countries have two important characteristics in
common. First, they belonged to the group of countries which experienced the
highest rates of economic growth in the 1970s. Western Industrial Economies
grew at an average annual rate of 3. 2 per cent in the 1970s while these rates
were between roughly 6 and 10 per cent in Far Eastern developing countriesl.
Hence, the first stylized fact of trade with the Far East is that of rapidly ex-
panding markets for both domestically produced and imported goods. In the
1970s imports from all OECD countries grew at an average annual rate of
23. 2 per cent in nominal terms2. The expansion of trade with the Far East
was significantly larger than the expansion of world trade which grew at an
annual rate of 20.4 per cent during the same period.

The second stylized fact concerns the nature of import demand of Far
Eastern developing countries. A common drive towards industrial develop-
ment3 had resulted in rapidly expanding demand for imported technology which
is embodied in investment goods primarily supplied by the Western industrial -
ized countries. The relative importance of this demand is reflected in actual
trade flows. In 1980, exports of machines and transport equipment (Category
7 of the Standard International Trade Classification) accounted for more than
40 per cent of total OECD exports to the Far East.



288 Ulrich Hiemenz

II. EUROPEAN EXPORTS TO THE FAR EAST

The major trading partners of Far Eastern countries are the industrialized
countries in the Pacific Basin, in particular Japan and the US. Proximity to
Far Eastern markets, old ethnic or colonial links to many of the countries in
the region and, last but not least, a high degree of international competitive-
ness in manufactured products have secured Japan an advantage over other
exporters from industrialized countries. Therefore, it is not surprising that
in 1970 almost half of total OECD exports to the Far East originated from

this country (Table 1). The United States were the other major exporter to
NICs and ASEAN countries while there was virtually no trade with the People's
Republic of China at the beginning of the 1970s as the result of a trade embargo

In addition to the US and Japan, the group of European OECD countries, i.e
the 9 member countries of the EC, the member countries of EFTA, and Greece
Turkey, and Spain had established themselves as the third leading exporter to
the Far East in the early 1970s ranking even slightly higher than the US in
terms of total value of exports. European exports to the NICs and ASEAN
countries matched the US exports to this region and European trade with
China, PR was close to Japanese exports to this country although the total
value of trade with China was still small. However, European exporters did,
on average, not succeed in securing their market shares during the period of
economic prosperity which characterized the decade of the 1970s in the Far
East.

Europe increased exports to the Far East significantly during the 1970s
but the respective share in total OECD exports dropped by roughly 4 percent-
age points in trade with NICs and ASEAN countries and by 6-8 percentage
points in trade with China, PR. The US, on the other hand, gained on both
counts. This country was not only able to expand exports to the Far East in
line with growing import demand, but also to outcompete exporters from other
countries. As a result, the US share increased by 3 percentage points in trade
with NICs and ASEAN countries while its share in exports to China, PR jumped
from virtually zero in 1970 to 28 per cent in 19804. An analysis of European
exports by commodity groups (Table 2) confirms the above general finding.
European exporters have been losing market shares in almost all export cate-
goriesd,

The limited success of European exporters in trade with the Far East in
the 1970s requires an explanation. There are, actually, several factors af-
fecting the relative competitive position of exporters from different countries
which should be briefly discussed. First, exports to the Far East are not
entirely governed by market forces. There are political strings attached to
trade, particularly to trade with China, PR. Development assistance granted
on a bilateral basis is often tied to purchases of goods and services in the
donor country. The receiving country does not have the freedom to select the
most reasonable and appropriate offer. Since the US and Japan are the largest
bilateral donors in the Far Eastern region, exporters in these countries enjoy
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Table 1: Exports? of OECD Countries to the Far Eastb and China, PR:
1970 and 1980

From Far Eastern Developing China, PR
s Countriesb
1970 1980 1970 1980

OECD Total 8 837 450 67 508 674 1L 28 10 13 405 361
USA 283 318 O NIIORR 2049 61! - 3 748 994
Japan 4203628288 2288892 568 870 5 078 302
European OECD

Countries® 2883189465 MIIBDTIO 528 961 289072839
Ecd 2 026 907 12599 2L 454 915 20862 32

Percentage Share of Total OECD Trade

USA 25.4 29.4 - 28.0
Japan 45.7 41.8 46.0 Sf9
European OECD

Countries® 26.4 2245 42.8 36.8
Ecd 22.9 18.7 By 17.6

Average Annual Growth Rate

1970/80 1970/80
OECD Total 225 26.9
USA 23.9 -
Japan 21.5 24.5
European OECD
Countries® 20.6 18.6
ecd 20.0 17.9

a) In 1000 USB.- b) The Far East includes Thailand, Malaysia, Singapore,
Indonesia, Philippines, Hong Kong, Republic of Korea and Republic of China. -
c) European OECD Countries include the EC, the EFTA and Greece, Turkey
and Spain. - d) The EC includes all 9 member countries both in 1980 and 1970.
Source: OECD, Trade by Commodities 1970 and 1980, Vol. 1, Paris.
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an institutional advantage over suppliers from other countries.

A secound factor influencing the direction of exports concerns the proximity
to export markets. Proximity to markets does not only have a geographical
dimension which works through lower transport costs and better knowledge of
consumer preferences both favouring Japan and, to some degree, also the
US. Marketing of export products can also be facilitated by direct investment
abroad which creates intra-firm trade in industrial intermediates6 and demand
for investment goods. European investors have not been particularly attracted
to countries in the Far East. European investment was rather directed towards
countries in Latin America and Africa while overseas investment in the Far
East is dominated by companies from the US and Japan which amounted to
more than 50 per cent of the total stock of foreign investment in most Far
Eastern countries (except for China)7.

A third influence on European exports to the Far East results from what
could be called a pull effect of well established trade links. This effect works
through channels similar to those discussed with regard to foreign direct
investment. Increasing trade between two countries improves the flow of
information on opportunities for trade, and past successful export expansion
encourages potential exporters to follow the example. The data shown in
Table 3 suggest, however, that such a pull effect is not likely to have much
of an impact on European exports to the Far East. The share of these exports
in total exports has remained very small in the 1970s - less than 3 per cent
for all European countries and around 4 per cent for the member countries of
thel EC.

The traditional export markets of European countries are the other indus-
trialized countries, African countries and more recently the OPEC countries,
in that order. The export shares for individual commodity groups presented
in Table 3 show that the Far East did not only remain a marginal market for
European exporters in the 1970s; the region even lost in relative importance
for exporters in the EC in all important commodity groups. The declining
export shares of the Far East show that the export expansion of the EC fo-
cussed on other markets than the Far East.

The survey of export expansion during the last decade has yielded two
major results: European exporters have lost market shares in Far Eastern
markets particularly to suppliers from the US, and Far Eastern markets have
lost in relative importance as an export destination for Europeau exporters.
An entirely different picture emerges from the subsequent analysis of Far
Eastern exports to Europe.
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Table 3: European Exports to the Far East2 as Percentage Shares of Total
European Exportsb by Commodity Group: 1970 and 1980

Commodity Group European OECD Ecb

Countriesb

I9IEORE R0 8 ) 90RO B0
Total Exports to the Far East (SITC 0-9) 2.6 2.8 4.2 3.7
Food and Live Animal (SITC 0) 1.4 059 il il it
Beverages and Tobacco (SITC 1) 4.2 4.7 B8 561
Crude Materials excl. Fuels (SITC 2) 0.5 0.8 0.8 028
Mineral Fuels ete. (SITC 3) 052 0582 0.4 0.2
Mineral, Vegetable Oil, Fat (SITC 4) 0.8 L L il 5 1.4
Chemicals, Related Prod.NES (SITC 5) 359 4.0 6.5 B2
Basic Manufactures (SITC 6) 1539 2.0 2.8 2540
Machines, Transport Equipment (SITC 7) 4.0 4.9 (5:8) 6.6
Miscellaneous Manufactured Goods (SITC 8) Z D 2ol 2.8 2541

a,b) Country coverage as in Table 1.
Source: See Table 1.

III. FAR EASTERN EXPORTS TO EUROPE

In the 1970s, all Far Eastern developing countries have successfully promoted
industrial development and expansion of manufactured exports. Table 4 shows
that in the 1970s Asian NICs, ASEAN countries, and China, PR achieved rates
of growth of manufactured exports clearly in excess of those achieved by other
developing countries and in excess of expansion of world trade8. The Asian
NICs where manufactured exports already accounted for 70 per cent of total
exports in 1970 maintained an annual average rate of growth of nearly 30 per
cent, thus outpacing not only the expansion of manufactured exports of other
LDCs but also that of other ""NICs'' such as Argentina, Brazil, Greece and
Spain (see Table 4).

The real "success story'' concerns, however, the export performance of
ASEAN countries. These countries had adopted a package of policy reforms in
order to diversify the composition of their exports which in 1970 consisted al-
most entirely of primary commodities (ranging from 94 per cent in Malaysia and
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the Philippines to 99 per cent in the case of Indonesia). As a result of these
decicions (which included tariff reforms, exchange rate adjustments, liberal-
ization of foreign direct investment, establishment of export processing zones
and various other incentives) and despite slower growth of world trade and
external disturbances such as the first '"oil shock', the share of manufactured
in total exports had risen to about 20 per cent in Malaysia, Philippines and
Thailand by 19799,

The remarkable export performance of both NICs and ASEAN countries in
the 1970s has not only been accompanied by a growing importance of manu-
factured exports but also by significant changes in the pattern of export des-
tinations (Table 5). New and expanding markets for the NICs' manufactured
exports were not opened up so much in Japan or the US, as one might have
expected, but rather in Europe and in other developing countries, particularly
in the Middle East. By 1979, almost one fifth of all manufactured exports of
the NICs were supplied to markets in the EC. A similar development can be
observed with respect to manufactured exports of ASE AN countries. The share
of these exports going to markets in the EC almost doubled in the 1970s while

Table 5: Direction of Exports of NICs and ASEAN Countries by Principal Des-
tination 1970-1979 (Percentages)

NICs ASEAND
; ’ Total Manuf. Total Manuf.

Destination?

Exports Exports Exports Exports

1970 1979 1970 1979 19701197 98 S T Ot 79
NICs T84 8.7 (AR HRETNG 18.9 17.8 20,2729
ASE ANP 0,20 Al SO s BE A B Ay
@theribevelopinst@otmbric sEasliDESEoR SR 01 5E15 il SR RC a2 PN NGRS
Japan Al da il RO RS 28.4 33.1 G 8T
US SIS GMGRAIIS N2 00 19.6,19.3 28.6 26.2
ECc 15,0 46,72 14.3 18.5 15 Al A SRl SR GSS
iy st il d L0 e s ey B 85 e gL a0
Countriesd
Total Dev.Countries BOIS S BOR 2GR0 3054 Dlheklie 2 AL B A S SE SA ()
Total Industr.Countries B8 6403 7200 68,8 B4 706 B2 2 65,6

a) Definition of country groups as in UN Commodity Trade Statistics.
b) Excluding Singapore.

¢) Including United Kingdom.

d) Excluding Centrally Planned Economies.

Source: See Table 4.
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the traditional markets in the Pacific Basin such as Japan, the US and the NICs
contributed little to the expansion of manufactured exports.

Trade relations between China, PR and Europe have traditionally been well
developed. In 1970, almost 40 per cent of total exports of China, PR and
slightly more than 50 per cent of manufactured exports were delivered to
European countries10, However, Europe's position as an important destination
for exports of China, PR has weakened in the subsequent decade. Europe's
share in total exports of China, PR dropped to one third in 1979 and to less
than 20 per cent in 1981. A similar trend can be observed with respect to
manufactured exports; the European share in these exports was only 27.4 per
cent in 1981. One reason for slow growth of manufactured exports to Europe
is the high degree of China's specialization in textiles and clothing. In these

Table 6: Commodity Composition of Far Eastern Exports@ to the ECP, 1970
and 1980 - Percentage Share of Total Trade with the EC

NICsa ASEAN Countries@
1970 1980 1970 1980

Commodity Group (SITC)

Agricultural and Food Products i35 4.5 35.5 40.4
O+1+22+4)
Raw Materials (2-22+3+67) 1972510 {0 5529 Sl
Manufactured Products 66.3 86.1 3.5 16.2
Resource-Based Manufactures 3.6 GLT 1) 309
(61,62, 63,64, 66)
extile) Warn, " Eabricst(65) 10.4 558) 0.4 S5
Clothing (84) 2625 25.5 - 4.7
Chemicals (5) - - Ol 0.3
Non-Electrical Machinery O 2Tl - =
(71 through 75)
Electrical Machinery (76,77) 56 11587 - 3.0
Miscellaneous Manufactures 14.6 115582 0.2 L

(812,831, 89)

a) Region includes the Newly Industrializing Countries (NICs) Hong Kong, Re-
public of Korea, Republic of China, Singapore and the ASEAN countries
Indonesia, Malaysia, Philippines, Thailand.

b) The EC is the EC of the 9 countries both in 1980 and 1970.

Source: See Table 4.
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markets, China has to compete with competitive suppliers from NICs and
ASEAN countries.

The change in the composition of Far Eastern trade with Europe is re-
flected in Table 6. The share of ASEAN manufactured exports to the EC has
increased from 3.5 per cent of total exports to the EC in 1970 to 16. 2 per
cent in 1979. This shift shows that ASE AN countries are not longer just
suppliers of raw materials and agricultural products, although these primary
commodities still accounted for about 80 per cent of all exports to the EC.

They have become internationally competitive exporters of labour-intensive
manufactured products such as textiles, clothing and electronic parts and
components. In these export categories ASEAN countries were able to expand
their market shares considerably, partly at the expense of the NICs.

The NICs have been a well established exporter to European markets al-
ready in 1970, particularly with products such as textiles, clothing and mis-
cellaneous manufacturesll, The increasingly protectionistic attitude of Euro-
pean countries, saturation of some markets and competition from newcomers
such as the ASE AN countries have, however, limited the scope for further
expansion of these exports. This is evident from stagnating or declining shares
of the respective export categories in total exports to Europe (Table 6). The
rapid expansion of the NICs' trade with Europe was achieved by export diversi-
fication, i.e. expansion into new markets. The NICs succeeded to increase sub-
stantially their exports of resource-based products (such as leather, rubber,
wood and cork products, and manufactures of paper and paperboard or non-metal
minerals) and, inparticular, electronical goods (SITC76,77). The export share of
the latter tripled in the 1970s from about 5to 15 per cent of total exports to Europe.,
The NICs alsomade first inroads into the markets for investment goods which is
shown by the growing share of non-electrical machinery in their export basket.

This shift from traditional labour-intensive exports to more sophisticated
technology- and capital -intensive products in the case of NICs and from
primary commodities to light manufactures in the case of ASEAN countries
indicates the growing maturity of these economies of the Far East. The struc-
tural change observed in the 1970s is likely to continue in the 1980s and has
to be kept in mind when speculating about future trade relations between
Europe and the Far East.

IV. PROSPECTS

Future European trade relations with the Far East will depend on the momen-
tum of economic growth which Far Eastern countries can maintain, the direc-
tion this growth is going to take, and the pace at which the required structural
adjustment can be accomplished in the European economies. The prolonged
and severe recession in the US and Europe had a strong impact on economic
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growth in NICs and ASEAN countries. By 1982, when Japan had fallen in step
with the recession in other industrialized countries, the growth rate of Gross
Domestic Product slowed down and export expansion came to a standstill in
most of the countries.

For both NICs and ASEAN countries the stage for future economic growth
will have to be set by economic recovery in OECD countries. NICs will
immediately benefit from a revival of demand in the US and the EC in terms
of "modern' exports such as electrical and non-electrical machinery, though
restrictions against exports of "traditional' goods to these countries, which
were leveled in particular against exports from Asia, will remain a major
stumbling block. The overall effect of economic recovery on exports of NICs
will, therefore, depend on continued structural change in the manufacturing
sectors of these countries towards the production of more skill- and technology-
intensive, though not necessarily capital-intensive, goods.

Concerning ASEAN countries, their ability to further diversify and expand
manufactured exports is linked to some recovery of commodity exports rev-
enues, which would help to alleviate the pressing balance-of-payments prob-
lems. Despite low income elasticities, some early improvement in both volume
and prices of primary commodity exports is probable in view of the depletion of
inventories which are drawn down, in part because of the burdensome carrying
cost at high interest rates. But, even if external demand for commodities picks
up, the impact on total export revenues is likely to be modest and remains sub-
ject to sudden supply or demand disruptions. ASEAN countries will, therefore,
have to continue their efforts to diversify and expand manufactured exports, if
export revenues are to be stabilized and increased substantially. Similar con-
siderations apply to China, PR which will need higher export revenues if im-
ports of Western technology are to be continued.

The chances of all Far Eastern countries to return to higher levels of econ-
omic growth are generally viewed as being excellent. All private and official
forecasters share in the conviction that these countries will remain the "econ-
omic growth center" of the world in the 1980s just as they had been the fastest
growing region in the world in the 1970s. The average level of economic growth
may, however, be somewhat lower in the 1980s than the 8.2 per cent rate of
average annual growth in real terms achieved in the 1970s. The World Bank
has estimated an average real rate of growth between 6.4 and 8.1 per cent
annually for the 1980-1990 period which compares to an (projected) annual
growth rate of 2.8 to 3.6 per cent in the industrialized countries for the same
period12,

Continued rapid economic growth in NICs and ASE AN countries and some
degree of import liberalization in the People's Republic of China would mean
that the Far East remains a rapidly expanding market for exports of industrial-
ized countries throughout the 1980s. Real growth of total imports of Far East-
ern countries may be a bit slower than the 10 per cent annual rate achieved in
the 1970s, but imports of investment goods, which accounted for about one
third of total imports, will rather be growing faster to satisfy the needs of
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industrial restructuring. It should be mentioned here that China, PR is not
yet likely to play a dominant role as importer of industrial goods in the 1980s.
In 1980, total imports of China, PR amounted to roughly 20 billion US-§, well
below total imports of either Korea or Hong Kong, or Singapore. Given the
strategy of cautious modernization on which the Peking government seems to
have embarked, it is not likely that import growth of China, PR is going to
exceed the expansion of imports of other Far Eastern countries in the 1980s.

Concerning the chances of European exporters to benefit from the rapid
expansion of Far Eastern markets, several factors come into play. Import
demand of the Far East will focus on raw materials (inclusive oil), industrial
intermediates and investment goods. European exporters will only be able to
supply the markets for the latter two product categories. In 1980, the top ten
export products, which together accounted for 57 per cent of total European
exports to the Far East, comprised almost entirely investment goods 13, This
pattern of specialization in trade with the Far East essentially meets the re-
quirements of these countries for a continued promotion of industrial develop-
ment in the 1980s. Hence, there is a potential for European exporters to
expand their trade with the Far East. Whether this potential can be used by
European exporters will depend on their ability to retain a competitive edge
over suppliers from other industrialized countries.

The experience of the 1970s provides a mixed picture. Looking at growth
of total exports, Europe has ranked second behind Japan but well ahead of the
US and the average export growth of all industrialized countries. Despite this
favourable overall performance, however, European exporters lost market
shares in the Far East, in particular to the US, as mentioned above. This
pattern seems to suggest that European manufacturing industries can success-
fully compete in international markets, but lack the required knowledge and
understanding of Far Eastern markets to take full advantage of import ex-
pansion. Such a bottleneck could, of course, be remedied by increased mar-
keting efforts if European suppliers were aware of the opportunities open to
them in these markets. This awareness seems to be lacking, however, and
casual observations even suggest that European exporters tend to withdraw
from Far Eastern markets, leaving these markets to Japanese and US com-
panies. A case in question is the European passenger car industry which has
made hardly any effort to defend its well established Far Eastern markets
against the Japanese export offensive.

An even more sceptical note on future European export expansion seems
to be in place, though there are reasons to believe that European companies
will find it increasingly difficult to maintain their international competitive-
ness in general. The new and rising wave of protectionism in Europe has
slowed the necessary process of industrial restructuring and therefore labour
and capital continue to be employed in industries which have lost their com-
petitiveness to other industrialized countries or to NICs.

The impact of protection on export industries is twofold. It increases the
cost of necessary inputs (such as in the case of protection to the iron and
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steel industry), and it becomes more difficult (and costly) to attract labour
and capital to new, potentially competitive lines of production. Furthermore,
protection reduces the incentives for large companies to diversify their prod-
uct mix since profits are secured in the protected domestic markets. Similar
developments cannot be observed either in the US or in Japan. Therefore, it
seems to be a rather acute possibility that growth of European exports may
lag behind the expansion of world trade in the 1980s.

The conclusion to be drawn from these considerations is certainly not an
overall decline of European exports to the Far East. I would rather like to
suggest that European exports to the Far East continue to grow in the 1980s,
though at a much lower rate than import demand. This is to say, that past
trends are likely to continue in the future. European exporters will not fully
participate in the trade expansion created by rapid economic growth in the
Far East and will further lose market shares to other industrialized countries.
A reversal of this trend would - among other things - require a reorientation
of trade and industrial policies in Europe which is not in sight.
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