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East Asia (EA), comprising Japan, China, the newly industrialized economies (NIEs) of South Korea, Taiwan, Hong Kong and Singapore, and the ASEAN economies, is well known as a dynamic economic region, with many of its constituent economies having experienced high growth performance for a sustained period. 

Broadly speaking, the EA growth process is marked by three distinctive waves. Japan was the first non-Western country to become industrialized. Its high growth dated back to the 1950s after it had achieved rapid post-war recovery, and carried its growth momentum over to the 1960s and much of the 1970s. Japan’s economic growth engine was initially based on the export of labour-intensive manufactured products; but it was soon forced by rising wages and increasing costs to shed its comparative advantage for labour-intensive manufacturing in favour of the four NIEs, which started their industrial take-off in the 1960s. These four NIEs, once dubbed “Asia’s Four Little Dragons”, were arguably the most dynamic economies in Asia, as they had sustained near double-digit rates of growth for more than three decades, from the early 1960s to the early 1990s. The rise of the NIEs constituted the second wave of the region’s growth and integration.

By the early 1980s, high costs and high wages had similarly caught up with these four NIEs, which had to restructure their economies towards more capital-intensive and higher value-added activities by passing their comparative advantage for labour-intensive products to the late-comers of China and the ASEAN economies of Indonesia, Malaysia, the Philippines and Thailand, thereby spreading economic growth to the latter.  In this way, China and some ASEAN economies were able to register high growth through the 1980s and the 1990s. Many Japanese scholars like to depict this pattern of development in Asia as the “Flying Geese” model.
  (See Table 1). 

During the past two decades, the Chinese economy chalked up near double-digit rates of growth. The rise of China has ushered in the third wave of growth and integration for the region, with even greater geo-economic implications than the previous two waves on account of China’s vast size and diversity. At least, the rise of China will ensure that the EA region as a whole can maintain its dynamism for many more years to come. 

As the EA economies have kept on growing rapidly, they have also increased their economic interaction with each other. Thus, an important feature of these EA economies is their rising economic interdependence. Despite their inherent political, social and economic divergences, the EA economies can actually integrate quite well as an informal and loosely constituted regional economic grouping.  This is essentially the underlying meaning of the “flying geese” principle. To start with, Japan is the natural economic leader of the group and has in fact been the prime source of capital and technology for the other EA economies, first the NIEs and to be followed by China and ASEAN. The resource-based ASEAN-four complement well with the manufacturing-based NIEs while both are also complementary with the more developed Japanese economy. Then the rise of China offers additional source for regional economic growth and integration. Accordingly, the EA region has also developed a fairly high level of intra-regional trade, currently slightly higher than 50%. 
Apart from intra-regional trade, intra-regional FDI flows have also operated as a powerful integrating force for the EA region, especially since a great deal of regional FDI is trade-related in nature. The EA economies, generally open and outward-looking, are highly dependent on foreign trade and foreign investment for their economic growth. Both China and ASEAN have also devised various incentive schemes to attract FDI, which is usually treated not just as an additional source of capital supply but, more importantly, as a means of technology transfer and export market development. In short, FDI has also played an important historical role in promoting both the economic growth of EA and its economic integration.

Changing Patterns of FDI in East Asia

FDI has been particularly important for the late comers like China and ASEAN. China has been able to harness the region’s vast trade and investment opportunities to facilitate its own economic development. At the same time, China’s dynamic economic growth has produced both positive and negative effects on individual EA economies. Japan and the NIEs, whose economies are more complementary with China’s, have been able to benefit more from China’s open-door policy by export more high-tech goods and by investing in China. For most ASEAN economies, China’s economic rise seems to exert a lot of competitive pressures on ASEAN, particularly in terms of attracting FDI. Table 2 shows the patterns of FDI inflows in East Asia and brings out the predominance of China in the region’s FDI scene. But a recent study by UNCTAD shows that China has not actually crowded out FDI for the rest of EA region.

For the ASEAN economies, there has long been a high level of foreign economic penetration into their national economic systems. Historically speaking, much of ASEAN’s FDI originally stemmed from a colonial background, initially operating in areas connected with the primary resources sector and later with import substitution industrialization. With the spread of US political and economic influence in the region in the post World War II period, American business interests soon came to dominate the region’s FDI scene. Since the early 1970s, Japanese FDI started to flow in, and this was followed by a new wave of FDI from the late 1980s associated with the NIEs’ own FDI outflow. Today, China as a large, capital surplus economy has also started to invest in the ASEAN region, with China’s outward FDI rising sharply in recent years.  (Chart 1). Hence one can see the growing importance of the intra-regional FDI flows as the EA economies become more developed. 

In recent years as a result of rapid globalization, more and more multinationals have actively engaged in vertical intra-industry trading between home parents and foreign subsidiaries, or among their foreign subsidiaries. In this way, FDI has increasingly been linked to the globally oriented production chains, leading to the formation of various regional production networks, which in turn create more regional trade. In fact, a lot of FDI in China has actually gone into the formation of its global and regional production networks. Thus, China’s economy has increasingly become a key link in regional economic integration, operating both a source of economic growth and a catalyst for economic integration in the region (Chart 2).

In this way, FDI and regional economic integration have mutually reinforced each other. While FDI is a driver of economic growth and integration, greater economic integration plus greater trade liberalization associated with the conclusion of FTAs (free trade arrangements) can attract or create more FDI from within or outside the region. Such is the so-called “FDI-Trade Nexus”. 

So long as EA regional integration remains market-driven, business corporations from the more developed EA economies will continue to invest in other parts of the region as part of their corporate strategies.  At the same time, the less developed EA economies will continue to promote FDI from the more developed part of the region in order to generate growth and employment. (Table 3 shows the importance of FDI as an important source of domestic capital formation for some EA economies). 
Obviously, individual EA economies will find their interests better served through removing the impediments to FDI, which means reducing the cost of FDI to investors and enhancing the benefits of FDI to recipient countries. This can be done by streamlining administrative procedures and eradicating red tape and corrupt practices. 
Global Financial Crisis and Challenges for Investment Cooperation

According to UNCTAD, global FDI inflows rose sharply in 2007 to the record high of US$1.8 trillion, fuelled by global economic boom and the liberalization of investment regimes. But the global economic environment in 2008 started to deteriorate, and the global financial crisis that erupted in September 2008 has further disrupted the global FDI flows.  
On the one hand, the collapse of several big financial institutions in the Wall Street had badly damaged the global financial system, particularly pertaining to the capital and money markets. This led to serious credit crises, which in turn gave rise to the global financial squeeze. Accordingly, the supply side of the FDI took a severe beating from the global financial crisis due to the cutbacks on bank lending and the drying up of new capital for FDI.  Take for example, the corporate bonds market, which has been an important source of finance for developing countries. The disruption of the debt market caused by the financial crisis has seriously affected the source of investment capital for the developing countries. Accordingly, 2009 and perhaps also 2010 will be a lean year for the global FDI flows.
On the other hand, as the global financial turmoil spilled over into the global “real economy” of production and exports, the demand side of the FDI has also suffered. With economic growth of EA fast collapsing into low growth or negative growth (contraction in GDP), many good opportunities for new investment and new M&As have since evaporated. In the past, a lot of FDI in EA regularly went into manufacturing activities for the export markets. As global demand for manufactured exports has tumbled, FDI inflows will also take the plunge. This explains why China (the largest FDI destination in Asia) experienced a sharp fall of FDI by 20% for the first five months of 2009.
Crises and Opportunities
How should the region come to grips with the growing FDI crunch? First, to cope with their economic downturn caused by the externally-generated financial shock, most EA governments have launched their individual macroeconomic stimulus packages to boost economic growth. A good stimulus package should not be just to hasten temporary economic recovery, but also take into account of the long-term economic and social needs of the country. Economic crises are also the high time for the government to speed up economic restructuring and rebalancing its growth strategies. This is also an opportunity for EA governments to review and revise their FDI strategies in line with changing international and domestic economic conditions. A time of scarcity is also a time for better deployment of FDI.  As the economy is upgrading its industrial structure, it should channel FDI into more capital-intensive and higher value-added sectors.

Second, the present global financial crunch should also spur greater regional cooperation, which has an important role to play in terms of optimizing the regional FDI flows.  In their macroeconomic stimulus packages, most EA governments use fiscal stimulus to increase domestic fixed investment. This may in turn give rise to new opportunity for regional cooperation in investment, e.g. joint infrastructure projects. 
With new FDI from the developed countries in Europe and North America is set to decline because of the deterioration of the global financial environment, the EA region should cooperate or take measures to promote greater intra-regional FDI flows. This should be easily achievable as the region is blessed with several large capital-surplus economies. In fact, many EA economies have also strong external balances. China is a new comer in this category. As mentioned earlier, while China takes up the lion’s share of the region’s FDI, it is now also an important creditor country or capital-surplus economy, with more outgoing FDI. This can be new FDI opportunities for other EA economies.

In any case, greater regional cooperation or better regional coordination can lead to an improvement of the overall FDI climate in the region that will eventually be beneficial to all parties concerned. In short, regional economic cooperation will continue to bring about more FDI, which in turn can facilitate greater economic integration.
TABLE 1     East Asian Economies:  Performance Iniducators

	
	Population 

(Mn)
	GDP per capita

(US$)
	Total GDP

(US$ billion)
	Growth of GDP

(%)

	
	2007
	2007
	2007
	1960-1970
	1970-1980
	1980-1990
	1990-2000
	2000-2005
	2007
	2008

	China
	1,300
	2,360
	3,251
	5.2
	8.2
	10.1
	10.8
	11.3
	13.0
	9.0

	Japan
	127
	37,670
	4,384
	10.9
	5.6
	4.4
	1.8
	1.9
	2.0
	-0.7

	
	
	
	
	
	
	
	
	
	
	

	NIEs
	
	
	
	
	
	
	
	
	
	

	Singapore
	5
	32,470
	162
	8.8
	10.4
	8.3
	8.6
	5.5
	7.7
	1.1

	South Korea
	7
	31,610
	206
	8.6
	8.3
	8.4
	7.0
	6.3
	5.0
	2.5

	Hong Kong
	48
	19,690
	951
	10.0
	10.3
	7.7
	4.8
	6.2
	6.4
	2.5

	Taiwan
	23
	16,980
	383
	9.2
	9.9
	8.7
	7.1
	4.7
	5.7
	0.1

	
	
	
	
	
	
	
	
	
	
	

	ASEAN-5
	
	
	
	
	
	
	
	
	
	

	Indonesia
	224
	1,650
	432
	3.9
	8.7
	7.3
	5.3
	5.7
	6.3
	6.0

	Malaysia
	27
	6,540
	187
	6.5
	8.5
	6.8
	8.1
	6.2
	6.3
	6.0

	Philippines
	89
	1,620
	147
	5.1
	6.3
	2.3
	3.4
	5.3
	7.3
	4.6

	Thailand
	66
	3,400
	246
	8.4
	8.1
	8.4
	5.8
	6.0
	4.8
	5.3

	Vietnam
	85
	790
	71
	N.A.
	2.8
	4.1
	7.9
	8.8
	8.4
	6.2

	
	
	
	
	
	
	
	
	
	
	


Source: ADB; World Bank; EIU

Table 2     PATTERNS of FDI Inflows in East Aisa

	
	FDI inflows (billion US$)
	
	Share of Asian total FDI (%)

	
	1990
	1997
	1998
	1999
	2003
	2007
	1990
	2003
	2007

	Asia
	20.71
	112.29
	105.48
	125.33
	113.44
	      247.84
	100
	100
	100

	China
	3.49
	44.24
	43.75
	40.32
	53.51
	83.52
	16.8
	47.2
	          33.7

	Japan
	1.76
	3.20
	3.27
	12.74
	6.32
	13.29
	8.5
	5.6
	5.4

	
	
	
	
	
	
	
	
	
	

	NIEs
	
	
	
	
	
	
	
	
	

	South Korea
	0.72
	2.84
	5.41
	10.60
	3.75
	2.63
	3.5
	3.3
	1.1

	Taiwan
	1.33
	2.25
	0.22
	2.93
	0.45
	8.16
	6.4
	0.4
	           3.3

	Hong Kong
	2.17
	11.37
	14.78
	24.59
	13.56
	59.90
	10.5
	12.0
	          24.2

	
	
	
	
	
	
	
	
	
	

	ASEAN-6
	
	
	
	
	
	
	
	
	

	Brunei
	0.00
	0.00
	-0.02
	-0.04
	2.01
	0.18
	0.0
	1.8
	0.1

	Indonesia
	1.09
	4.68
	-0.36
	-2.75
	-0.60
	6.93
	5.3
	-0.5
	2.8

	Malaysia
	2.33
	6.51
	2.70
	3.53
	2.47
	8.40
	11.3
	2.2
	3.4

	Philippines
	0.53
	1.25
	1.75
	0.74
	0.32
	2.93
	2.6
	0.3
	1.2

	Singapore
	3.86
	12.97
	6.32
	7.20
	11.41
	24.17
	18.6
	10.1
	           9.8

	Thailand
	2.44
	3.63
	5.14
	3.56
	1.80
	9.58
	11.8
	1.6
	3.9

	
	
	
	
	
	
	
	
	
	

	CLMV
	
	
	
	
	
	
	
	
	

	Cambodia
	-
	0.20
	0.12
	0.14
	0.09
	0.87
	-
	0.1
	0.4

	Laos
	-
	0.09
	0.05
	0.08
	0.02
	0.32
	-
	0.0
	0.2

	Myanmar
	0.01
	0.39
	0.31
	0.25
	0.13
	0.43
	0.0
	0.1
	0.2

	Viet Nam
	0.02
	2.82
	2.25
	1.99
	1.45
	6.74
	0.1
	1.3
	2.7


Sources:  United Nations Conference on Trade and Development, World Investment Report (1993, 2003, 2004, 2008).

Table 3     FDI as percentage of gross fixed capital formation (%)

	
	1986-90 (average)
	1991
	1997
	2003
	2007

	Asia
	2.8
	3.7
	9.7
	9.3
	9.3

	China
	2.1
	3.3
	14.6
	12.4
	5.9

	Japan
	0.1
	0.1
	0.3
	0.6
	2.2

	
	
	
	
	
	

	NIEs
	
	
	
	
	

	South Korea
	1.2
	1.0
	1.7
	2.1
	2.0

	Taiwan
	3.7
	3.0
	3.4
	0.9
	10.1

	Hong Kong
	12.9
	2.3
	19.5
	38.4
	142.8

	
	
	
	
	
	

	ASEAN-6
	
	
	
	
	

	Brunei
	-
	-
	-
	-
	11.3

	Indonesia
	2.1
	3.6
	7.7
	-1.8
	6.4

	Malaysia
	11.7
	24.0
	14.7
	10.8
	20.6

	Philippines
	6.7
	6.0
	6.3
	2.2
	14.3

	Singapore
	35.0
	32.7
	37.0
	45.7
	60.0

	Thailand
	6.5
	5.6
	7.6
	5.2
	14.6

	
	
	
	
	
	

	CLMV
	
	
	
	
	

	Cambodia
	-
	-
	28.6
	12.3
	52.3

	Laos
	-
	-
	18.2
	5.2
	26.1

	Myanmar
	2.1
	2.9
	3.7
	-
	20.4

	Viet Nam
	-
	-
	37.3
	15.2
	25.4


 Sources:  United Nations Conference on Trade and Development, World Investment Report (1995, 2003, 2004, 2008).
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CHART 2     CHINA AT THE CENTER OF GLOBAL AND REGIONAL PRODUCTION NETWORKS
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�       	The “flying geese” concept of development was coined by a Japanese economist, Kaname Akamatzu. (“A Historical Pattern of Economic Growth in Developing Countries”, Developing Economies, Vol. No.1, March/August, 1962).
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