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The economies of East and Southeast Asia have carried out pro-
found and in many cases highly successful transformations over the
past quarter-century. The prospect for dynamic economic growth and
trade in the Asian-Pacifi;-region is a fundaméntal force, with major
impiications for each of the nations in the region and its economic
relations with others. | | ‘

The purpoge here is to survey the sequential pattern of Asian-
Pacific economic development and growth; the extent and patterns of
trade exﬁansion, and the comcomitant heightened degree of econcmic
inter&ependenéé, regionally and globally; the problems, policy issues,
and opportunities these economic forces have brought on; and finallj
certain implications for China-United States ecopomic relations. These
-‘themes can oﬁly be stated broadly, without subéfantial elaboration.
Important political factors——such as the evolution from bipolar
US-USSR conflict to more complex multipolar relationships, the evolu-
tion of China-US relations, the ongoing importance of the Japan-US
alliance, and decolonialization and the rise of many new independent
na;ions—~are excluded from explicit consideration although they have
been of ééme significance in shaping eéonomic relatioﬁships. Similarly,
I do not consider the effects of the basic forces of economic change
upon political-security relationships. The main focus is thus upon
the trading relationships among the economies of the region.

Two factors are central to our understanding of the economic forces

at work: the large and increasing degree of interdependence -among




the economiesl of the Asian-Pacific region; and the great heterogeneity
among these economies. The region is defined mainly in terms of large
trading relationships among its constituent economies, absolutely

and/or relatively. Forhfhis reason I consider here a broader Asian-
Pacific group of economies including not only East and Southeast Asia,
but also Oceania (notably Australia), the United States and Canada,

and the USSR;2 Moreover, intra-regional economic relationships must
always be viewed in the context of a global system of relatively free, open,
multilateral trade, payments, capital, and technology flows among the
market economies. Basic data on the Asiéﬁ—Pacific economiés, their
trade performances and structures, and amounts of trade with each

other and the rest of ghe world are provided in Tables 1-5.

These data suggest the immense heterogeneity among the economies

of the Asia-Pacific region. They differ by type of economic system
(ﬁarket—oriented, capitalist versus state-planned, socialist); by
>1eve1 of econémic development and hence per capita incomes (economically
advanced versus developing); by geographic size and natural resource en-

dowment; and by population, in absolute size and relative to the natural

‘resource base. All these factors affect the degree and nature of their

1The term "economies'" is used rather than "nations'" since while
most autonomous economies are appropriately defined in terms of nation-
states some, notably Hong Kong and Taiwan, do not fit well into that
definition.

2Data on the USSR are included primarily because of its substantial
trading relationship with Japan. Otherwise it can be regarded mainly
as an European economy; for example most of its trade with the United
States and Canada flows across the Atlantic rather than the Pacific.
The Latin American economies are excluded since their trading relation-
ships with Asia are limited (though Mexico is an increasingly important
exception).




trade and other economic relationships. A major contrast is between

those economies which export agricultural and natural resource com-

modities and those which must import them, while exporting manufactures.

The contrast is particularly stark between those with abundant energy
resources (oil and coal) not only absolutely but relative to domestic
demand--Australia, Canada, China, Indonesia, and Malaysia--and those
which must import large amounts, of which Japan is the most important
and extreme example. Tﬁe differences even among the major economies

measured by gross national product (GNP)--the United States, USSR,

Japan, China and Canada--are huge. The geographically large countries. -

have extensive agricultural and natu;al resources; Japan is at the
other extreme. Only China and Japan are densely populated relative
to resource Base; the United St;tes and Japan have large industrial
bases and high levels of per capita income; China is still at a low
level of economic development.

This heterogeneity provides opportunities for trade and pthef
forms of economic exchange. The extent to which économies take ad-
vantage of these opportunities depend upon their own economic prior-
ities, strategies, and performance. In this paper the Asian-Pacific
economies are divided between market-oriented and non-market, or
planned, economies; the market economies are further subdivided into

developed and developing (see Tables 1-5).

Rapid Economic Growth and Development

The most striking economic feature of the Asian-Pacific economies
has been their generally rapid rate of growth of GNP over the past two
decades, compared both to their historical performances and to the

" rest of the world. The patterns are of course varied. Growth in




the developed countries slowed in the 1970s due in part to inflation,
the oil shocks (especially that of 1973-74), and the policy efforts
to handle those turbulent difficulties. In contrast the developing

market economies continued to do exceptionally well, in some instances

better than in the 19605.l Their rapid ﬁatural population growth began
to slow, though remaining at rates well above those in the developed
economies. Thg economic performances of China, North Korea, and the
USSR were also good aécording to World Bank dataz—-somewhere between
the region's developed and developing market economies {excluding Japan).
The region's economies have participated in the development
process in sequential waves. The United States continues
as by far the largest and most ;mportant econoﬁy. The most
profound change has been the rise of Japan--because of its
initial size and sustained extremely rapid growth--to become
by far the largest, most sophisticated, and most highly developed
Asi;n economy ‘and the world's third largest economy. The United
States and Japan are the region's two major economic forces, trading
nations, and sources of capital and technology.
Five devéloping economies--South Korea, Taiwan, Hong Kong,
Singapore, and Malaysia--have grown sufficiently rapidly and sustainedly
to achieve per capita GNP levels in excess of $1,000 by 1978. The

first four, with severe natural resource constraints, have founded

1The 1973~4 o0il shock had a relatively weak impact since industrialization
was relatively more labor and less energy intensive, the share of indus-
trial activity lower, and growth policies were not abated. The 1979-80 oil
price rise may have more severe effects since the industrial structure has
changed so that energy is more important, and petrodollar recycling may

be more difficult.

'ZWOrld Bank and International Monetary Fund data are used throughout,
unless otherwise noted, in order to have comparable data. The economic
performances of tragically war-torn Vietnam, Cambidoa, and Laos are not
discussed due to lack of data.
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economic success on export—oriented industrialization and rapid trade

expansion; they are the first tier of Asian newly industrializing

economies, following the Japanese model. One consequence has been
increases in their wages as well as living standards, and hence efforts
to move on from standard, labor-intensive manufactures to those Te-

quiring more 1abor skills, capital, and technology. Malaysia, with

more abundant.natural resources (especially 0il, tin and rubber) and a
large initial trade involvement, has benefitted from more broadly-
based expansion of output and some improvement {unlike most economies)
in its tefms of trade.

A second tier éf newly industrializing Asian economies, utilizing
relatively low-wage 1abor and standard, labor- intensive technologies
in relatively simple manufactures, is nov beginning to move onto the
gscene. These inclﬁde the Philippines, Thailand, Malaysia, Indonesia
and, importantly, China. With relatively more abundant natural
resources, gheir growtﬁ to date has seen founded somewhat more On
exports of primary products and a more inward-looking, import-sub-
stituting industrialization development strategy.l With variations
in speed and degree, these economies seem toO be shifting toward a
more export-oriented industrialization development strategy.

1 do not trace China's economic performance here. That is far
too comprehensive and important a topic to encompass in this overview.
Moreover, éata are of limited availability, and apparently in the

process of substantial revision and analysis to make them reasonably

1 }
Indonesia has benefitted especially from the sharp rise in the
world price of 0il, which has fueled a dramatic improvement in its

terms of trade and GNP growth.




comparable to other countries.l Even greater lack of data preclude
appraisal of North Korea's ecomnomy.

Future growth prospects are difficult to project with much
accuracy in light of uncertainties in both the wotld environment and
domestic economies. In 1980 and for 1981-1982 one can
expect sloﬁed growth in the regionm, due in substantial part to the
1979-80 sharp rise in oil prices and probable further increases,
persistence of inflation and efforts to counter it, the U.S. recession
and probable slow recovery, and the policy-induced slowdown in Japan-
ese growth. Growth thereafter should accelerate once again.

Over a longer time horizon of ten to twenty years plausible
cases can be argued for either the continuation of a slower (2 percent)
U.S. growth rate, or some acceleration (to 4 percent plus). Japan is
likely to grow at 5-7 perceﬁt, more rapidly than other developed
countries including Western Europe. This will make it an ever more
powerful force-in the Western Pacific. It is likely that the Asian
developing market economies will continue to grow relatively rapidly.
China's growth prospects appear good, e%en though many problems persist.
Overall, a rather optimistic vision of a dynamic, quite rapidly growing

Asian-Pacific region seems warranted for the remainder of this century.

1'ch:ld Bank, World Development Report, 1980, p. 158. The Bar:'s
1979 Report listed a China per capita GNP in 1977 of $390 and a 1960-
77 per capita growth rate of 5.1 percent; the 1980 figure of $230 for
1978, combined with the 3.7 percent growth rate, implies a 1960 GNP
per capita of about $120. These data reflect conversions at official
exchange rates, and do not include all GNP items. Purchasing power
measures provide substantially higher estimates of Chinese and other
developing country GNPs and per capita incomes.
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Rapidly Expanding Trade and Increasing Economic Interdependence

One dramatic feature of the Asian-Pacific region has been the
rapid expansion, absolutely and relatively, of trade and related
economic relationships among its members.1 In 1965 merchandise ex-
ports of the region's economies to each other amounted to $26.1 bil-
lion, some 47.5 percent of their total exports and 15.9 percent of
total world trade.2 By 1979 intra-regional exports amounted.to
$279.6 billion (of which the USSR had $2.8 billion), 55.6 percent of
their total exports and 17.9 percent of world total exports (see
Table 5). The increase in the intra-regional share in world trade
despite the sharp rises in 0il prices (from which main beneficiaries- -
were not in the region) is impressive.

It is also important to recognise that as rapidly as their exports
have grown, regionally and globally, the total imports of almost all
the Asian-Pacific economie§ have increased in even larger amounts;
over time they have tended to run current account deficits and to
Bo:row from abroad. As importers they have provided rapidly expand-
ing market opportunities for exporters in the region and elsewhere
in the world. While in part current account deficits reflect and
of fset OPEC oil-induced surpluses, the developing market economies
as well as Australia and Canada have been subétantial net borrowers
(and importers) in addition.

There are many reasons for this successful trade performance.

Led by the United States, the world economy continued to maintain

1
" For further discussion see Peter Drysdale and Hugh Patrick,

- "gyaluation of a Proposed Asian-Pacific Regional Economic Organization,"
in Congressional Research Service, An Asian-Facific Regional Economic
Organization: An Exploratory Concept Paper, for the Committee on Foreign
Relations, U.S. Senate (Washington, D.C., July 1979), pp- 1-25, 29-74.

21n these aggregates, in principle exports equal imports. Trade among
- gocialist economies is not included in trade totals, but between market and
socialist economies is. USSR trade with the region is excluded in these 1965

measures but is included in 1979 data. The difference is not significant.




a relatively free and open, multilateral system of international trade,
payments, capital, and'technology flows. Over the past decade Japan has quietly
exercised increasing leadership in maintaining this trade-enhancing

world syster, mainly by-substantially opening its own markets, though not as
extensively or rapidly as its trading partners would like. Rapid economic
growth has been a major factor; it generated both higher demands for

imports and greater capacities to export. First-tier developing

market economies increased trade proportions and their own growth

rates by successfully adopting foreign-trade oriented strategies to

replace earlier, inward-looking import-substitution approaches to
industrialization. Thus, the region's economies have incregsingly
exploited their evolving comparative advantase as shaped by their
1and and natural resource bases, growing labor supplies (in quality
as well as quantity), growth of capital stock, and opportﬁ;ities to
import, diffuse, and adapt more advanced technologies.

Ihe impoftance of trade as measured by its share in GNP varies
substantially among the region's economies. It depends on domestic
market size and degree of specialization in productios, domestic
resource base, level of development, and especially governmment
policy. Not surprisingiy, most intra-regional trade is among the
developed market economies themselves; in 1979 their exports to each
other amounted to $138.6 billion, 49.6 percent of the intra-regioﬁél

total (see Table 5).1A Next most important weredeveloping market

economy exports to ($49.9 billion, 17.8 percent) and imports from

1Note that as measured by this trade matrix exports equals imports
within any group of economies. Thus two-way trade apong the region's ;
_developed economies amounted to $272.2 billion.




($45.2 billiomn, 16.2 percent) the developed market economies; €Xports
among themselves were smaller ($19.0 billion, 6.8 percent). Trade
between the nonmarket (socialist) economies and the developed and
developing market econories was only 4.8 percent, reflecting social-
ist relatively autarchic development policies and the large size
of China's domestic market.

China's exports to the region were $7.4 billion (62.9 percent
of its total exports), imports from the region $7.6 billion (59.8
percent of total imports); this comprised 2.7 percent of intra-
regionai.two-ﬁay trade. 1In 1979 total merchandise exports plus
imports amounted to 11.2 percent of China's estimated 1978 GNP
(according to cata in Tables 2 and 5), substantially below the U.S.
figure of 18.0 percent, the Japan figure of 23.8 percent, and the
substantially higher trade/GNP ratios of all the other market
economies. The appropriate focus is not upon socialist versus
capitalist ecénomic systems but upon the degree of market orientation,
with its reliance upon the price mechanisms in domestic and foreign
econonic policy. (Hunga;y is one example of a market-oriented social-
ist economy.) Should China adopt a substantially higher degree of
market orientation, the role of foreign trade and its interdependence -

with foreign economies will further increase.

1Usually it is better to use same year data for calculating such
ratios. However, China's trade expanded by 39 percent in 1979; 1979
CNP data are not yet available. The use of 1979 trade data and 1978
GNP data only slightly overstates the ratio amounts; a purchasing
power measure of GNP would reduce the trade ratios of the socialist
and developing market economies. :
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The comzodity composition of trade has been determined by
natural and human resource endowments, the timing and patterns of
economic growth and development, and government development strategies.
The resource abundant nations--notably the United States, Australia,
Canada, Indonesia, and China, but also Malaysia, Thailand and the
Philippines--export foodgrains, minerals, and/or fuels (oil and coal)
to the resource-deficient nations with high levels of industrial activ-
ity--Japan, South Korea, Taiwan, Hong Kong and Singapore. First Japan
and then the first tier of newly industrializing economies initially
produced 1abor-intensive manufactures for éxport, and subsequently began
to move into manufactures requiring more skilled labor, technology and
capital. Their exports have gone to the United States and the other
bdeveloped economies, with Japan‘now becoming an increasingly iﬁportant
market. The second-tier economies are now beginning to displace the
first-tier in simple iabor-intensive manufactures for export. At the
same time, they are likely to engage somewhat more in resource-pro-
cessing industrialization; where it may be relatively capital-intensive
foreign capital will be available. However, most have yet tc make the
transition from an import-competing to an export-promoting induscrial-
ization strategy, and it will take some time for them to have a major
trade impact. Japan and the United States are the world's two largest
importers of oil in addition to labor-intensive manufactures; they
compete increasingly in exporting higher-technology machinery and
related products. In general commodify trade patterns suggest a
complementary, vertical division of 1ab6r among the‘region's economies,
but one that has changed rapidly due to the geographic spreading of

jndustrial activity, a dynamic process which will persist.
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The major differences in sizes of economies, as well_as their
degrees of trade, have wide ramifications. Put simply, two nations
are predominant ameng the Asian-Pacific economies: the United States
and Japan. U.S. exports-ﬁomprise 27.3 percent of total exports in the
region, U.S. imports 32.9 percent of total imports in the regionm.
Comparable figures for Japan are 22.1 and 19.2 percent. Trade
between the Uﬁited States and Japan alone accounts for 15.7 percent
of the region's trade.

For almost all economies in the regiom, the United States and
Japan are their firét and second largest trading partners globally;
muchléss regionally.2 The two purchase 64.7 percent of the region's
develbping markst economies' exports (and 45.4 percent of their total
exports), and supply 59.1 percent of their imports from the region (40.9
percent of their total imports). Similarly 43.9 percent of China's
fegional exports (and 27.6 percent of total exports) go to Japan and
the United Stgtes, and 70.7 percent qf China's regional imports (and
42.3 percent of total imports) are from them. On the other hand,
neither Japan nor the Unite& States are as reliant upon any single
economy or pair of economies in their iqtra—regional trade.3 Similarly
the United States and Japan are the major sources of foreign direct

investment, foreign aid, portfolio capital, and technology for almost

all of the region's economies.

1U.S.-Canada trade is an even larger proportion (25.3 percent), but
Canada has only modest trade with the rest of the region.

2China is one exception since Hong Kong is its largest export
market, though a much smaller source of imports. The entrepot trade
roles of both Hong kong and Singapore are of general importance for the
region. v '

3Exc1uding their trade with each other, and U.S. trade with Canada.
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This does not mean dependence flows only one way, from the
smaller economies to the two economic giants. The bilateral inter-
action impacts do loom larger for the smaller economies.1 Nonethe~
less, both the United States and Japan need trade and related econ-
omic relationships with the region's other economies in.order to gain
the dynamic benefits of specialization according to comparative
advantage, to obtain essential imports, and to earn foreign exchange
to pay for imports. And of course the direct bilateral economic re-
lationship is of major importance and benefit to both Japan and the
United States despite various difficulties for certain import-compet-
ing sectors in both countries.

Heightened economic interdependence amonz the Asian-Pacific
economies is dﬁe not only to their rapid economic growth and trade
expansion. Interdependence, regionally and globally, has
also been much affected by the sharply changing international economic
and political'conditions of the 1970s, including especially the forma-
tion of OPEC and the evolving North-South dialogue on the most
appropriate arrangements for trade, commodity pricing, capital and
aid flows, foreign direct investment, technology transfer, ocean re-
source development, and the like. Accordingly, both successful economic
performance and changing international circumstances have raised a
number of important issues and problems for the economies of the

Asian-Pacific region.

1See Lawrence B. Krause and Sueo Sekiguchi, ed., Economic Inter-
action in the Pacific Basin (Washington: Brookings Institution, 1980).

2See the Report of the Japan-United States Economic Rélations Group
(Washington and Tokyo: January 1581).
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Current Issues

Circumstances specific to each Asian-Pacific economy shape
what its policymakers deem to be the most important problems and
{ssues in its economic relationships with others in the region. A
number of issues are important for the region as a whole. Moreover
interest is growing in finding regional mechanisms to manage better
these economic interdependences as they evolve.

One fundamental problem 1ies.in the adjustments required in the
industrial structure of the developed ecoﬁomies'as a consequence of
the sudcéssful, rapid industrialization first of Japan, now of the
first tier of newly industrializing economies, and potenfially the
second tier. These problems of structural adjustment are particularly
severe for the United Staﬁes because it is the world's largest market,
that market is relatively open, competition from imports has hurt a
number of major American industries while_benéfitting all Americans
as’consumefs,'and the United States as the:leader_of the international
economic system has long been committed to a foreign policy of relatively
free trade.While the American economy has grown absolutely, that growth
has been less rapid than that of Japan, Europe, and the newly indus-
trializing economies. Accordingly, U.S. economic power has
declined relatively. Combined with domestic difficulties in the
turbulent 1970s of inflation, unemployment, and recessions in 1974-75
and 1980, it is not surprising that protectionist pressures have
increased in the United States against imports of highly competitive
manufactured goods from Japan and other Asian-Pacific economies.

It is impressive that the U.S. government has generally succeeded
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in maintaining its 1iberal trade policy against thesc pressures.
This is exemplified not only in the successful passage in 1979 of
the legislation emanating from the Tokyo Round of multiiateral trade
negotiations, but in U.S.Ntrade data itself.

As Table 6 shows, the United States has greatly increased its
trade involvement in the 1970s, importing higher proportions of man-
ufactured gooas as well as oil, and exporting much more as well.
Nonetheless, the ongoing requirements of structural adjustment and
domestic economic problems mean that protecticnist pressures to
raise import barriers are likely to pérsist. How American policy-
makers cope with these pressures will be a significant factor in the
maintenance of ihe United States global and regional leadership role.

Continuéd and expanded access to the markets of the developed
nations, notably the United Statés and Japan, is vital for almost all
Asian-Pacific economies, especially those which have adopted an export-
oriented industrialization development strategy or are comtemplating
doing so. It is also of consideraﬁle importance for China. At present

Japan is more explicitly committed than the United States to long-rTun

policies to bring about the changes in domestic industrial structure

.

necessitated by rising industrialization in other parts of Asia. This has
potentially profound implications for economic and hence political relé-

tionships in the region.

A second important issue is security of supply of foodstuffs, oil,
and-other raw materials to economies where domestic supplies are in-
sufficient. Japan is by far the most vulnerable of the large economies.
It vigorously pursues policies to assure stable imports of essential |

raw materials. This is an important aspect of its economic relation-—

ships with the United States, Australia, Canada, Indonesia, and China. For
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the United States, Japan, and indeed most of the region's economies
the greatest potential threat to economic security would be substantial,
sustained interruptions of the supply of oil, the lifeblood of
industrialized economies. Oil-deficit countries are vulnerable to
adverse developments in the Middle East, .the continuing main source
of the region's oil imports.

| The price of oil is also a‘major problem. OPEC large and sudden
increases in oil prices have disruptive, depressing effects upon the
oil-importing economies. They generate inflationary pressures, as
well as those for adjustment of the industrial structure. Economies
must export more, and often borrow more, to pay their increased import
bill. When the United States and Japan respond by slowing domestic
growth, exports by the régioﬂ fall. The recvcling of OPEC surplus
earnings through world financial markets to those economies most in
need of borrowing has gone relatively well to date, but it is not
without cost, and fraught witﬁ potential future problems.

Fundamental to all these issues is the maintenance of an open,
multilateral, competitive, and just system for international trade,
payments, capital flows, and technoiogy transfer. The developing
economies, regionally and globaily, have been urging modifications
in the rules of the system to provide them better access to the .
markets qf the developed nations, more foreign aid, more and better
terms for technology t;ansfer, and the like. Nonetheless, it has
been in the common interest of all market economies, developing and
developed, to maintain the liberal international economic system

which has prevailed since the 1950s.
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In an earlier postwar era that system could be maintained under
virtually unilateral U.S. leadership. Small economies could safely
act as if their exports and trade policies would have no impact on
the rest of the world. - That era is over. The United States
shares its economic power with others. It can no longer insulate
domestic economic policy decisions from their foreign economic impli-
cations. Similarly, previously small economies have become larger
and their trade impact more noticeable. Economic actions are trans-
mitted from one economy to another in this regicnal schema of inter-
dependence, and feed back to the originator.

Aécordingly, various Asian-Pacific economies have come to seek
new ways to manage their economic interdependence better. These
include consideration of varioﬁs arrangements for regional or sub-
regional economic cooperation, to complement the global set of arrange-
ments on the one hand and bilateral relationships, notably with the
United States and Japan, on the other. ASEAN represents one such
institutional development.

Over the past two years interest in exploring the possibilities
of forming a Pacific economic community has increased significantly.
It has become more than an academic concept, in large part because
Prime Minister Ohira established a Japanese study group in December
1978 to examine the desirability and feasibilitf of such ideas. This
set into force a process by which the views of other governments-—-
Australia, New Zealand, the United States, and eventually the ASEAN
nations énd South Korea--were sought. As a result a special Seminar

on the Pacific Community was held at Australian National University
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in Canberra in September 1980, with participants from the developed
and main developing market economies, including representatives both
from governments in their private capacities and the private sector.
This inclusion in the discussions of both public and private sector
representatives is virtually unique, different from the CECD govern-
mental model. It suggests potentially an active, constructive, in-
stitutional involvement among governments, businesses, and policy-
oriented scholars.

Underlying this political process are the fundamentai economic
forcts that make such possible arrangements attractive. To recapitu-
late, they include sustained, rapid growth of most Asian-Pacific
economies, in the past and probably in the future; major expansion
in foreign trade, intra-regionally and with the rest of the world;
increasing regional economic interdependence and growing recognition
of that fact; a large numbet of new problems, in part a comnsequence
of trade expaﬁsion, in pért due to events in the rest of the world;
and an interest in finding practical mechanisms for consideration
of these problems by development of a regional middle ground between
traditionalvbilateral and global mechanisms. It is increasingly per- -
ceived there are regional problems with regional solutions.

It is premature to determine what kind of regional institutional
arrangements, if any, will emerge from this process, which has only
begun. Cléarly what brings participants together is the pragmatic
recognition of strong common economic interests rather than any high
degree of shared ideologies and values. It was appareat in Canberra

that participants share a healthy desire to maintain and sustain
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national identity and independence against potential external pressures
and threats, but are not seeking a security-oriented organization.

Not surpricingly the nations most interested are those most involved

in foreign trade. Theyﬁapparently seek a loose-knit consultative arrangement
which would help to manage better the economic problems inevitable

in a system of economic interdependence. Pacific regional

economic cod?eration, in whatever institutional form, is seen by

most of its proponents as a practical way to complement at a
manageable level commitments both to a global, multilateral, non-
discriminatory economic system and to special bilateral economic
relationships.

This approach is designed to be beneficial, and certainly non-
threatening, to all the economies of the Asian-Pacific region. Given
their commonality of economic interests, it is not surprising that
the initial focus has been on the market economies. Participation
by the ASEAN nations is essential; however, to date they have ex-
pressed a mixture of interest in and willingness to explore the
possibilities and considerable skepticism. On the other hand, neither the
United States nor Japan are prepared to-take leadership initiative,
somewhat uncertain of their own interests and unwilling to be seen
as trying to dominate the region. The American government's position.
is apparently one of cautious interest but no commitment until it is
clear that others, particularly ASEAN, are prepared to move ahead.

The discussions indicate the Asian-Pacific market economies want
any Pacific economic community that may emerge to be of mutual benefit

with»China. There is consideralkle awareness of potential pitfalls, and
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a strong desire to avoid them. Mechanisms which improve trading
arrangements among the Asian-Pacific ecomomies without discriminating

against others will help not only the participants but all who trade

with them.

Implications for China-United States Economic Relatiomns

It is not surprising that, as China has changed its domestic and
foreign economic policies and as China and the United States have
established diplomatic relationships, the recent economic relationship has
had a strong bilateral focus. There are a host of bilateral trade, finance,
direct investment, and technology transfer issues to be dealt with. Yet
these cannot be resolved in isolation. Neither nation can ignore the
implications for, and interactions with, its other érading partners
in the region and elsewhere. The Asian-Pacific enviremment provides
an important part of the setting within which China-United States
economic relations will develop. Mutual opportunities and problems
are.appropriately viewed in a broader regional economic context. In
an American perspective, bilateral economic arrangements based
on special favors could harm U.S. interests vis a vis all the other economies
of the region, including the USSR.

It is premature to project in much detail or witk much confidence
future prospects for the China-United States economic relationship. Trade
resumed in.1972 and while increasing rapidly only surpassed $1 billion
annually in 1978. As sﬁown in Table 5 it amounted to §2.3 billion in 1979,
and an estimated $3.8 billion in 1980. It is anticipated that absolute
amounts of bilateral trade will increase throughout the 1980s but at sub~
stantiaily slower rates.

The trade paftern to date reflects a mix of comparative advantage

and government policies. The United States exports much more to China




-20-

than it imports. Unprocessed agricultural products-—cotton, corn, wheat,
soybeaqs-—amounted to $946.1 million, 55.1 percent of U.S. exports, in 1979;
in October 1980 2 wheat and corn sales agreement covering 1981-84 was signed,
amounting to sales of about $1 billion (6-9 millicn tons) annually. High
technology items make up most of the remainder; this clearly is the arep of
potential high export growth in the long run. China's exports to the United
States are much more diversified. Natural resources-comprise about one-
quarter; most exports consist of a wide range of textile and other labor-

intensive manufactures.

Economic relations have, not surprisingly, increéséd substantially
and covered a wider range of transactions since the establishment of
diplomatic relations between the United States and China on January 1, 1979.
The subsequent two years have been devoted to laying the institutional
framework in both countries for'economic interaction in many dimensionms,
though the process is not yet completed. A variety of agreements have
been signed covering trade, civil aviation, shipping, patent, copyright,
and trademark protection, a commercial-dispute settlement mechanism, and
the settlement of past claims. The United States has revised its ex-
port control regulations to permit sales of certain high technology
products and some categories of military support equipment, though not
military equipment itself. The US Export-Import Bank in late fall 1980
made available to China a $2 billion line of credit. The Overseas
Private Investment Corporation expanded to China, as of October 1980,
its safeguards to American corporate investment abroad. China has begun
the process of establishing the domestic institutional framework and
_rules for foreign investment and co-production in China, and for expanded

foreign economic interchange generally, though the system is not yet in

place.
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Nonetheless, a number of major trade and related economic issues of
longer-run significance remain. These include: access of Chinese manu-
factures to the U.S. marget; the availability of such goods on com-
petitive terms; U.S. policy restrictions on the export of military
equipment and other high technology hardware and software of strategic
significance;.and the large bilateral trade inbalance. The first two

issues are directly related to broader regional (and global) concerns.

From an American perspective, bilateral trade must be governed
by the general rules of market competition in a relatively open,
multilateral system. With American provision of most-favored-nation
treatment to Chinese exports and the recent joint agreement on tex-
tile quotas, it can be said thé United States has accepteﬁ China
into this trading system. Chinese policymakers will determine what
China imports; the United States will have to compete with other
exporters in selling to China. In turn China will have to compete
with other economies in selling in the American market; in certain
products of interest té China, notébly textiles, American policy-
makers have imposed import restraints. Certainly the United States will
want to maintain its existing good trading relationships with Japan

and other Asian-Pacific economies, and expand trade with them. It

is important that Chinese exporters understand well the rules and
procedures governing trade with the United States and the specific
requirements for selliﬁg in the American market, in which private
consumer and business behavior play the major role.

There are substantiaiicomplementarities between Chinese and

American production and trade possibilities. However, those comple-
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mentaries also exist for both vis a vis other Asian-Pacific economies.
China exports oil, and both the United States and Japan are large oil
importers; transport costs alone suggest Japan rather than the United
States will be the major foreign buyer of Chinese oil, even though o0il was the
single largest American‘import item ($71.8 million) from China in 1979, and
probably in 1980 as well. China needs to import machinery and related high-
téchnology hardware and software; both the United States and Japan are important
sources of supply, though thus far the direct competition has been
less than might superficially be expected. The bilateral trade data
suggest the United States has more to sell to China--agricultural
products as well as machinery and equipment--than it has to buy from
China. So long as China is aEle and willing to participate in a
system of multilateral trade and setflements, to cover trade deficits
by borrowing, and the United States and others are willing to lend,
bilateral balance need not be a serious issue. |

Assuming.China in the longer run plans major expansion of exports
in order to pay for imports, important issues with broad regional rami-
fications are: what will China havé to sell, to wﬁom, and under what
conditions? China's comparative advantage lies in the export of minerals,
notably oil and coal, and manufactured goods produced by labor-intensive
methods. It is unlikely that the volumes of 0il and coal exports can be
increased significantly in the next five years; production has apparently
peaked in present onshore oil fields, domestic demand is rising, and
significant offshore production cannot occur quickly. The development
of coal mines will also take time. Yet in the longer run it is of high
priority for the United Stateg and Japan, and indeed all energy users,

as well as China that Chinese production and exports of oil and coal be
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expanded substantially. For China there will be a ready market without
significant probiems of market penetration; for consumers the world
supply of energy will be increased and its sources diversified. These ex-
port opportunities for bhina are great--but so too are the problems of
increasing production.

" While growth_of_labor—intensive manufactured goods can be assumed,
its rate of.growth may well depend substantially upon China's degree
of success in expanding energy exports. They are probably substitutes:
with given import requirements, China may attempt to increase manufactured
goods exports more rapidly if energy exports lag. Such a strategy would
have its own problems. The future capability of the Chinese economy to
produce adequate amounts of manufactured exports competitive in price

and quality is ‘one concerm. Market access is another.

The protracted bilateral negotiations concerning the size of U.S.
impo;t quotas on Chinese textiles represent an atypical extreme.
The international multifiber textile agreement, by which the United States
imposes bilateral quota restrictions on textile imports, is the major
exception to the general principle of free, open, competitive trade.
It has substantially restricted textile exports by Japan, South Korea,
Taiwan and Hong Kong, and is a trade barrier to second~-tier economies
as they industrialize. American allocation of quotas is difficult;
good economic criteria are hard to apply. The United States feels
constrained in how large a textile quota it can allocate to China both
by pressure from the American textile industry and by concern that it
treat its other Asian-Pacific trading partners fairly. -As a consequence
China's textile quota is and will probably continue to be modest. How-

ever, the present bilateral agreement covers only a few (eight) textile
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product categories, but with a strong antisurge provision covering
other textile products. Where imports increase sharply, the United
States can ask for consultations in order to establish a quota: if
negotiations fail, imports can be restricted by an unilaterally-imposed
quota set by a formula.

This has already occurred in the case of wool sweaters, not under
the initial quota provisions. In 1980 United States imports of sweaters
from China increased sharply to some 225,000 dozen, second only to
those from Taiwan. - Following an American request in October 1980 for
consultations and subsequent failure to reach agreement, in January 198i
a quota of 183,076 dozen was set for the fifteen-month period October
1980-January 1992. China, like other nations before it, will probably
seek export expansion in other textile categories, which will provoke
reactions by the American industry and other regional economies already
subject to quota restrictions. It is easy to predict that further
textile disputes will occur. How they are managed will be a substantial
test of the bilateral relationship in a broader context. They probably
will be an ongoing irritant without fundamentally gndermining the
overall relationship. ’

The exceptional case of textiles underscores the extent to which
China's economic interests lie in American maintenance of a liberal
trading system and against any spread of protectionism. On net balance,
it.is probably reasonable to assume the U.S. market will continue to

be open for most labor-intensive and other manufactures of direct

interest to China. China will be in direct competition with other
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Asian-Pacific economies, especially the other second-tier nations.
However, all of them will in substantial degree be replacing

import market shares presently held by Japan and first-tier economies.
The United States will ﬂéve to extend even-handed treatment to all;
even so the political ramificatioms are obvious. Moreover, in the
absence of special assistance, American firms facing severe import
competition Qill continue to invoke support under the laws against
dumping or severe injury.

China is interested not only in access to the U.S. market and
to the purchase of U.S. goods, but also in obtaining American technology,
finance and direct investment capital. Like all host countries China
can be expecteu to set the general framework in which it imports
technology and capital as well as goods. As a socialist economy, it
has its own rules which differ substantially'from those of capitalist
economies. China will have to deal not only with the U.S. government,
but also with private banks and businesses with their own objectives
and modes of behavior. American enterprises will of course have to
compete with their Japanese, Eurcpean, and other counterparts.

Ihe American government has not yet made available large amounts
of credit to China on concessionary terms through any bilateral foreign
aid (official deQelopment assistance) program, and its U.S. Export-
Import Bank commitments are relatiﬁely modest thus far. Given funding
constraints for both programs, developing Asian-Pacific market economies
mai well perceive any substantial amounts of U.S. official credit to

China as a diﬁersion from their own needs. For is it clear ;hat U.S.

terms would be acceptable to China.
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Under appropriate conditions substantial private Americaa capital
and technology will flow to China. Some will be specific to China,
hence not likely to represent a substantial diversion from investmenﬁ
elsewhere in the region; this includes oil and other natural resource
development projects but perhaps also large-scale projects for the
domestic market, such as truck production. Joint enterprise or co-
production a;rangements for labor-intensive manufactures are other
potentially attractive investment poséibilities. Presumably they
would have a substantial export focus. American firms would have, -
in addition to capital and technolégy, superior knowledge of American
tastes and established marketing channels. Investment and trade would
go hand in hand. However, such projects could well represent a diver-
sion of American business activities from other developing economies
in the region to China. bn the other hand, such
joint investmgnt projects may well be undertaken by overseas Chinese,
a direct source of diversion from their‘potential investment in ASEAN
or other economies.

From the perspectives of both the United States and China,
the most important implications lie in the triangular economic rela-
tionship with Japan. Japan's economic complementarity with China
is greater than America's with China, yet Japan and the United
States are of far greater importance to each other. Japan is likely,

by economic need as well as its policies allowingimports of textiles

and other labor-intensive manufactures (with the notable exception of

silk), to develop trade more rapidly with China than does the United

.

States.
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The complex set of economic interdependencies in the region will
be influenced by the degree, speed, arnd nature of expansion of the
China-U.S. economic relationship. Both the realities and the per-
ceptions of this bilateral relationship will be complex and ambiguous,
with no simple generalizations possible. Much depends dn China's
economic performance--the rapidity of domestic economic growth and
its structuré--and China's foreign trade policy. Much also depends
upon United States trade and credit policies. It will be in the
interests of both nations to seek a market-oriented economic felation—
ship rather than one based on special bilateral deals because of the
implications for their interactions with the other economies of the
region..

Expansion of U.S.-China economic relations can be viewed by the
ogher Asian-Pacific economies both as an opportunity--where it is a
result of China's general economic success with an overall expansion
of»trade--and as a competitive threat--where it is at their own expense be-
caﬁse of increased Chinese competition in the U.S. market, other third
country markets, and indeed their own markets. Probﬁ%ly Japan, the
other developed countries, and the first tier of newly industrializing
economies will, on net balance, benefit from Chinese expansion of
trade. However, the second tier developing market economies (notably
ASEAN excluding Singapore) could well be net losers, especially if
there is a diversion of American textile import quotas, capital, co-
production investment, ﬁnd technology flows from them to China.

These complex interactions would fegd back not only to the economic
relationships with the Asia-Pacific economies of both Cﬁina and the

United States, but to their political relationships as well.
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TABLE 6

UNITED STATES TRADE AS A SHARE OF GNP

(in percent)

EXPORTS IMPORTS
Goods Non- Goods
Agri- Non-Agri- and .Petroleum Petroleum and
cultural cultural Services Products Goods Services

1960 1.0 2.9 5.7 0.3 2.7 4.7
1970 0.8 3.6 6.7 0.3 3.8 6.1
1975 1.5 5.5 10.2 1.9 5.0 9.4
1979 1.5 6.2  12.1 2.5 6.4 11.9

Source: United States Department of Commerce, Survey of Current

Business, June 1980 and earlier issues.




