Shifting Patterns of U.S. Trade
with Selected Developing

Asian Economies

The United States is running substantial trade deficits
with the four Asian economies of Taiwan, South Korea,
Malaysia, and Thailand. The U.S. imbalances with Tai-
wan and South Korea are quite large, although they
have narrowed over the past two years. This narrowing
in part reflects significant currency appreciation against
the U.S. dollar. The U.S. trade deficits with Malaysia
and Thailand, while much smaller, have grown rapidly
since 1987. The increasing U.S. deficits with these two
countries stem from the rapid development of the Ma-
laysian and Thai manufacturing sectors as well as
gains in their price competitiveness relative to Taiwan
and South Korea in the late 1980s.

This article examines the evolution of the U.S. trade
balance with these four Asian economies. The first part
of the article describes export and import trends, high-
lighting shifts in U.S. trade flows with the four individual
economies. Particular attention is given to the chang-
ing composition of U.S, trade with the economies as a
group and with each economy individually over the
decade of the 1980s. Changes in market shares of U.S.
exports and imports are used to determine how the
competitiveness of different U.S. and Asian manufac-
turing sectors has evolved over time. The market share
analysis also shows how U.S.-Asian bilateral trade
developments both affected and were affected by the
trade of other countries. The second part of the article
considers price movements and other factors underly-
ing the 1980s trade balance changes. Developments in
Asian cost and supply capacity are examined. The arti-
cle concludes with some remarks on the implications of
the U.S.-Asian trade developments for U.S. global trade
balance adjustment.
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Overall, the analysis suggests that changes in Asian
competitiveness led to a mounting U.S. trade deficit
with these four economies during the 1980s. Although
this deficit has recently declined, it remains much
larger than it was at the beginning of the decade.
Favorable price developments and high investment
rates, among other factors, explain the strong Asian
trade performance. Along with these competitiveness
factors, developments in both capital goods and con-
sumer goods trade have helped keep the U.S. trade
deficit high. Taiwan and South Korea rapidly developed
their capital goods industries during the 1980s, boost-
ing their overall export sales and offsetting some of the
weakness in their consumer goods sales since 1987.
Malaysia and Thailand, on the other hand, rapidly
developed their consumer goods industries in the
1980s. Consequently, they were in a good position to
benefit from the recent slowdown in Taiwan’s and South
Korea’s consumer goods sales. Two other factors con-
tributed to the Asian trade surplus with the United
States during the 1980s: U.S. capital goods exports to
the Asian economies faced stiff competition from Japa-
nese exports, while the operations of Asian subsid-
iaries of U.S. multinational corporations supported
Asian sales to the United States.

U.S. trade flows with the Asian economies
Overview of trade balance developments

Much discussion has focused on the large trade bal-
ance deficits that the United States has been running
with the four Asian NICs (newly industrialized coun-
tries) of Taiwan, South Korea, Hong Kong, and
Singapore during the 1980s. U.S. trade deficits with




Malaysia and Thailand have received considerably less
attention Although Malaysian and Thai trade flows with
the United States are still significantly smaller than
U.S. trade flows with each of the four NICs (Table 1),
these two economies have been rapidly expanding
their trade with the United States in recent years U.S
imports from Malaysia and Thailand have grown much
taster than U.S. imports from any of the other four
Asian economies since 1987, and the U.S. trade defi-
cits with Malaysia and Thailand are now larger than the
U.S. trade deficit with Singapore

This study analyzes US trade with Malaysia, Thai-
land, and two of the NICs — Taiwan and South Korea.
U.S. trade with Hong Kong and Singapore is not dis-
cussed. Despite the substantial U.S. trade flows with
these latter two economies, Hong Kong and Singapore
are much more limited in terms of resources — popula-
tion, land area, and in Singapore’'s case, GNP —and
consequently less important in terms of potential trade
growth than Taiwan, South Korea, Malaysia, and Thai-
land. Moreover, a large share of U.S. trade with Hong
Kong and Singapore i1s based on the entrepdt roles of
the two island economies and thus depends on condi-
tions in economies other than those of Hong Kong and
Singapore themselves. Most notably, Singapore is an
entrepbt for Malaysian trade with other countries.

The U.S. trade deficit with Taiwan and South Korea
grew sharply from 1982 until 1987 (Chart 1). By 1987
the combined U S trade deficit with these two econ-
omies reached $27 billion. It has since fallen back to
$20 billion, a level still almost four times that of the
U.S. deficit iIn 19821 The U S trade deficit with Malay-

1The US deficit with Taiwan fell sharply in 1988, in part because of
inordinately large Taiwanese gold purchases from the United States
Given the unusual nature of these gold purchases, analyzing the
1987-89 change in Taiwan's trade balance with the United States

sia and Thalland grew sharply in 1988 and 1989, the
two years when the Taiwanese and South Korean trade
surplus dechned. In 1989 the combined U.S. trade defi-
cit with Malaysia and Thailland reached $4 bilion. In
consequence, the overall U S. trade deficit with the four
Asian economies equaled $24 billion last year,
accounting for almost one-quarter of the total U.S.

Footnote 1 continued
rather than the 1987-88 change gives a more accurate picture of
underlying trade flow developments
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Table 1

Characteristics of Selected Aslan Economies

e N ——— 5

1989 Exports 1989 Imports 1989 Trade
1988 Land Area to from Balance with the

Population (Thousands of 1988 GNP the United States the United States United States
(Millions) Square Kilometers) (Billions of Dollars) (Bilions of Dollars) (Billions of Dollars) (Billions of Dollars)

Taiwan 20 359 120 242 10 132

South Korea 42 99 1 169 196 132 64

Malaysia 17 3297 33 47 27 20

Thailand 55 542 4 57 44 22 21 i

Hong Kong 6 11 541 97 59

Singapore 3 06 25t 89 70

.
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trade deficit with the world.2 The next two sections will
examine the Asian export and import developments
that lay behind this Asian trade balance performance.

Asian export developments

Asian exports to the United States tripled between
1982 and 1989 (Chart 2). Spurred by soaring Tai-
wanese and South Korean export sales, export growth
was strongest during the 1982-87 period. In 1988 and
1989, growth slowed markedly as Taiwanese and South
Korean sales weakened. Nevertheless, two factors
tempered this late 1980s slowdown in growth Malay-
sian and Thai exports to the United States actually
surged during the last two years, and the development
of very strong Taiwanese and South Korean capital
goods export industries during the 1980s helped keep
the exports of these two economies relatively high in
1988 and 1989. Because of these developments, all
four Asian economies showed a very impressive mar-
ket share performance in the U.S. economy. In the sec-
tors in which the Asian performance did falter
somewhat in the late 1980s, exporters from other coun-
tries stepped In to replace all the forgone Asian sales
Consequently, the slowdown in the exports of the Asian
economies since 1987 had relatively httle overall

2The global trade surpluses of Taiwan, South Korea, and Malaysia in

1989 were $14 billion, $4 bilion, and $3 billion (Malaysian estimate
based on data through 1989-111), respectively Thailand had a global
trade deficit of $5 billion in 1989

Chart 2
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impact on the U.S. global trade balance These devel-
opments are described in greater detail in the rest of
this section

Over the course of the 1980s, the combined sales
composition of the four Asian economies to the United
States showed relatively little change (Chart 3). In 1982
consumer goods accounted for almost 60 percent of
the Asian economies’ combined exports to the United
States. Despite the tripling of Asian export sales over
the 1980s, in 1989 these goods accounted for only a
modestly lower percentage. Capital goods accounted
for just over 20 percent of the combined Asian exports
to the United States in 1982 and only a shightly higher

Chart 3
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percentage in 1989.

Individually, however, Taiwan and South Korea expe-
rienced a substantial movement away from consumer
goods exports during the 1980s. In 1982, labor-inten-
sive consumer goods dominated Taiwanese and South
Korean sales to the United States. As Taiwan and
South Korea developed, capital goods, especially com-
puter equipment and other high-tech goods, increased
significantly as a share of each economy’s exports,
while consumer goods declined.3 This shift was most
pronounced in 1988 and 1989, the two years when
overall Taiwanese and South Korean export growth
slowed. Taiwanese consumer goods sales actually fell
over these two years, after growing at double digit
rates earlier in the decade, while growth in South
Korean consumer goods sales was extremely weak.

Shifts in the composition of Malaysian and Thai
exports during the 1980s were even sharper than those
in the composition of Taiwanese and South Korean
exports. Although Malaysia’s domestic economy was
still based on natural resources in 1982, capital goods
surprisingly accounted for about two-thirds of Malay-
sian exports to the United States that year# These
capital goods exports consisted almost entirely of elec-
tronic components made by the subsidiaries of U.S.
multinational corporations (Table 2). Thailand’s export
composition in 1982 was more typical of that of a
developing country: commodities based on natural
resources accounted for about two-thirds of Thai
exports. As the 1980s progressed, however, both Ma-
laysia and Thailand moved increasingly into consumer

3Automobiles also increased sharply as a share of South Korean
exports In the 1980s Strike activity in the South Korean automobile
industry in the late 1980s contributed significantly to the slowdown in
South Korean exports durning the past two years

4The high share of capital goods in part reflects a sharp fall in the
price of Malaysian commodity exports 1n 1982 Commodities were a
much higher share of Malaysia’'s exports in 1981 than in 1982

Table 2

Share of U.S.-Asian Trade Flows Accounted
for by Subsidiaries of U.S.-Owned
Multinational Corporations in the Four Asian
Economies, 1987

(Percent)
Tawan South Korea Malaysia Thailand ‘

Asian exports 54 48 592 15 1 !

Asian imports 69 90 617 214

Source US Department of Commerce, US Direct Investment
Abroad Operations of US Parents and Their Foreign
Affihates

goods exports.5 A substantial Malaysian and Thai pres-
ence in the international textile and apparel industry
developed during this period. Malaysia’s and Thailand’s
shift toward consumer goods allowed both economies
to benefit from the weakening Taiwanese and South
Korean consumer goods export performance in 1988
and 1989. In fact, Malaysian and Thai consumer goods
exports doubled over these two years. Although Malay-
sian and Thai capital goods exports also grew rapidly,
burgeoning consumer goods sales were the largest
contributor to overall Malaysian and Thai export growth
in the late 1980s.

Reflecting export developments in all four Asian
economies, total exports of capital goods to the United
States have grown briskly over the entire 1980s period.
Total exports of consumer goods grew rapidly until

- 1987 but slowed in 1988 and 1989 as soaring growth

rates for Malaysian and Thai consumer goods exports
only partially made up for the slowdown in growth of
Taiwanese and South Korean sales (Table 3).

A review of market share changes in the U.S. econ-
omy will place these export developments in a broader
perspective. Market share performance is a good
measure of the competitiveness of different market par-
ticipants because 1t abstracts from the increase In
sales of all market participants arising from U.S.
demand growth. Market share analysis also has impli-
cations for U.S. trade balance adjustment with the
world since it shows whether changes in the exports of
the four Asian economies have been offset by changes
in the sales of other exporters to the United States or
by changes in the sales of U.S. domestic producers.

The four Asian economies as a group actually dou-
bled their market share for both capital goods and con-
sumer goods in the U.S. economy between 1882 and
1987 (Table 4). Their market share for capital goods
grew further in 1988 and 1989 despite some slowdown
in labor-intensive capital goods exports (such as fans
and pumps) sold by Taiwan. The market share held by
the Asian economies for consumer goods, however, fell
in 1988 and 1989. Still, it only dropped back to about
where it was in 1986 and remained far ahead of its
1982 position.

sSome of the recorded growth In consumer goods exports reflected a
reclassification of certain electronic goods from the capital goods to
the consumer goods category In the US trade data rather than: an
actual change in export composition Most of the growth, however,
reflected the development of Malaysia’s and Thailland’s consumer
goods industnes

68Malaysia’s relatively weak market share gain for capital goods during
the 1980s reflects the already well established presence of US
multinational corporations in Malaysia in 1982 A reclassification of
certain electronics products from capttal goods to consumer goods
In US trade data from 1983 on also tended to overstate Malaysia's
market share for capital goods in 1982 relative to its share in later
years
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These Asian market share developments, in conjunc-
tion with developments 1n the market share of all
exporters to the United States, do not offer an encour-
aging outlook for the global adjustment of the US
trade balance The continued growth in the Asian
economies’ market share for capital goods in 1988-89,
in part stemming from the operations of US multina
tional corporations, indicates that U.S demand for
these Asian products has not weakened. Moreover,
since the Asian economies accounted for a steady pro-
portion of total U.S. capital goods imports during the
last two years, their recent market share gain appears
to have come at the expense of U S. producers rather
than that of other exporters selling to the United
States. In addition, although the Asian economies’ mar-
ket share for consumer goods has recently declined,
U S consumer goods imports from all countries appear
to have lost no significant market share since 1987.
Consequently, the market share loss of the Asian econ-
omies has apparently benefited other consumer goods
exporters to the United States rather than US con-
sumer goods producers.

Asian import developments

On the import side, Asian purchases from the United
States more than doubled from 1982 until 1989 In con-
trast to the late 1980s slowdown in exports, Asian
import growth was much faster in 1988 and 1989 than it
had been in the preceding five years (Chart 4) Also in
contrast to Asian exports, Asian imports have shown
only shght differences in composition, both across
economies and across time Capital goods and food
and industnal supplies accounted for most of the Asian
purchases from the United States throughout the
1980s. A major similarity between Asian export devel-

Change in U.S. Trade Flows with Four Asian Economies from 1987 to 1989

| Table 3
1
|

(Brllrons of Dollars)

opments and Asian import developments has been that
U S capital goods producers have faced significantly
stiffer competition than U.S. consumer goods pro-
ducers in both the U S. and Asian markets.

Table 4
Market Share in the United States

(Percent Not Seasonally Ad]usted)

i Capital Eaurpment

1989-I to
! 19821 1987 1989-11
| Market share
| belonging to
i Tarwan 0 80 206 189
! South Korea 038 103 145
. Malaysia 057 050 061
; Thailand 005 016 026
Above four economies 181 376 422
i All US mports 1777 2917 3238

Consumer Goods

1989-I to

! 19821 1987  1989-Ill

I Market share

X belonging to

; Taiwan 113 218 178

: South Korea 067 138 132

Malaysia 002 011 018

i Thailand 004 013 023

! Above four economies 187 379 3 51
AII U S imports 735 12 67 12 63

Note Capr al equrpment does not include transportatio
equipment

tA change n the trade classification of certain etectronic
products makes 1982 data not entirely compatible with later
data This reclassification mainly affects Malaysian exports
and explains the apparent loss of Malaysian market share In
capital goods between 1982 and 1987

S

' Annuallzea
! Taiwan South Korea Malaysia Thailand Total Percent Change
., Aslan exports
. Total -04 27 18 21 62 6
i Food and industna! supples 00 02 02 05 10 8
| Capital goods 07 20 07 05 39 17
Autos 0t -04 00 01 -02 -4
! Consumer goods -12 08 08 11 15 3
i Aslan Imports
| Total 40 57 08 08
i Food and industnal supplies 13 26 01 03
; Capital goods 14 24 07 01
: Autos 06 00 00 00
Consumer goods 0 3 0 3 00 01

i Note Components may not add to totals because 01 roundmg and exclusron of other subcategory

b e o e — = PN - = JR— R
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U.S. food, industrial supplies, and capital goods
exports accounted for about 90 percent or more of
total U.S. exports to each of the four Asian economies
in both 1982 and 1987 (Chart 5) Capital goods were
about 35 percent of U.S. sales to Taiwan and South
Korea, 50 percent of U.S sales to Thailand, and over
75 percent of U.S. sales to Malaysia throughout the

Chart 4
Aslan Imports from the United States
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Chart 5
Asian Import Composition

Percent All Four Economies
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period Commodities accounted for most of the remain-
ing U.S. sales The high share of exports of U.S. capi-
tal goods to Malaysia primarily represented shipments
by U.S. multinational firms of electronic components for
processing in their Malaysian subsidiaries (Table 2).

The composition of U.S. exports continued to show
relatively little change in 1988 and 1989, despite the
substantial pickup in U.S. export sales. U.S. exports of
consumer goods and especially automotive products
grew extremely rapidly (Table 3), but growth was from a
very small base Capital goods and commodities, con-
sequently, continued to account for over 85 percent of
U S. export sales to each of the Asian economies.”

In terms of market share developments in the Asian

TThis calculation excludes a relatively large group of 1983 U S
exports that have not been classified

Table 5
Market Share in the Aslan Economies
Four Asian economies combined 1982 19-8_7_'“-1"5_)68'
Private consumptidn expenditures
US market share 03 05 06
Market share for imports from
all sources 59 47 51
US share of consumer goods
imports 53 102 122
Capital equipment expenditures
US market sharet 27 4 173 179
Market share for imports from
all sourcest 601 687 679
US share of capital !
equipment imports 400 269 250
Taiwan 1982 1987 1988
Private consumption expenditures
U S. market share 05 09 12
Market share for imports from
all sources 51 52 64
US share of consumer goods
imports 104 175§ 183
Capital equipment expenditures
US market share 236 237 246
Market share for imports from
all sources 380 591 60 6
US share of capital
equipment imports 621 40 1 406
Automotive products :
US market share 30 108 253
Market share for imports from
all sources 48 2 44 2 66 1
US share of automotive
imports 208 24 4 387
Note Capital equipment does not include transportation
equipment
1The market share data are for Taiwanese and South Korean
markets only
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economies, US consumer goods and automotive pro-
ducers performed substantially better than U S capital
goods producers (Table 5), a result analogous to the
findings on market share developments in the US
economy 8 The market share held by the United States
for consumer goods In the Asian economies doubled
between 1982 and 1988 Most of the U S gain
occurred in 1987 and 1988, with relatively little change
in the US share between 1982 and 1986 The United
States also sharply gained market share for automotive
products in Taiwan after 1982 9 (Of the four economies,

8Some US exports to Malaysia may enter through Singapore and thus
may not be included in the US market share figure for Malaysia

®This market share analysis s based on purchases of transportation
equipment by Taiwanese industry Data on Taiwanese private
consumer purchases of automobiles are not available

lable 5
Market Share in the Asian Economies
{continued)
‘South Korea 1982 1987 1988
Private consumption expenditures
US market share 02 03 04
Market share for imports from
all sources 16 29 26
US share of consumer goods
imports 137 117 17 1
Capital equipment expenditures
US market share 315 139 14 4
Market share for imports from
all sources 838 738 716
U S share of capital
equipment iImports 376 189 20 1
Malaysia 1982 1987 1988
Private consumption expenditures
US market share 04 03 03
Market share for imports from
all sources 270 140 175
! US share of consumer goods
i imports 16 20 18
+ Capital equipment
| US share of capial
{ equipment imports 358 457 354
{ Thailand 1982 1987 1988
i Private consumption expenditures
: US markel share 02 02 03
! Market share for imports from
| all sources 24 34 31
i US share of consumer goods
i imports 75 73 98
i
Caputal equipment
US share of capital
equipment Imports 246 180 130

| CoIITITTT LIl I -
i Note Capital equipment does not include transportation
equipment
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only Taiwan has an automotive market in which the
United States has significant sales.) The increase in auto-
motive market share was particularly dramatic in 1988.

U S. capital goods exports performed much less suc-
cessfully, losing 35 percent of their market share for
total Asian capital equipment expenditures between
1982 and 1988 ' This loss basically reflects the sharp
drop in US market share in South Korea, the Asian
economy which has most rapidly built up its own
domestic capital goods sector Although the United
States achieved a slight increase in market share In
Taiwan, the gain was much smaller than the US mar-
ket share gains for consumer goods or automotive
products in Taiwan Data are not available to compute
changes in the market share held by U S capital goods
producers In Malaysia or Thailand Trade statistics
show, however, that the U S share of total Malaysian
capital goods imports has been quite volatile and that
the US share of total Thai capital goods imports has
fallen steadily since 1982 In fact, the US share of
total capital goods imports in all four Astan economies
combined fell 38 percent between 1982 and 1988 This
loss 1in import share implies that other exporters (nota-
bly Japan, the other chief supplier of capital goods to
these economies) were prime beneficiaries of the weak
U S capital goods performance 11

Overall, market share developments in the Asian
economies, hke market share developments in the U S
economy, do not suggest a favorable outlook for U.S
global trade balance adjustment U S consumer goods
producers have done fairly well in the Asian economies
In recent years, but US consumer goods exports
remain relatively small in dollar terms In contrast, U S
capital goods producers face stiff competition in the

oPart of the poor US capital goods performance may be due to price
rather than volume factors As the US dollar depreciated over the
1985-88 period, the price of products from Taiwan, South Korea. and
other exporting countries rose (n dollar terms Although it 1s important
from an output perspective to separate price from volume changes,
the above analysis concentrates on overall nominal market share
since 11 1s nominal trade balances that must be financed or adjusted
Moreover, dollar translation effects would have had an impact on
consumer goods and automotive market share developments as well
Yet in these two areas US producers did very well

WForeign direct investment often leads to capital goods exports from
the country of the investor But the decreasing share of US products
in the total capital goods imports of the Asian economies does not
appear to result from changes in the relative magnitude of US direct
investment flows to these economies The ratio of US direct
investment flows during 1981-82 to the Asian economies’ total 1982
capital goods imports was roughly the same as the ratio of US
direct investment flows in 1987-88 to the Asian economies’ capial
goods imports 1n 1988 (under 10 percent in both cases)
Consequently, US direct invesiment appears to have played a minor
role in US capital goods exports to these economies, both in 1982
when the United States accounted for 40 percent of total capual
goods imports and in 1988 when the United States accounted for
only 25 percent of total capital goods imports



Asian economies, owing in significant part to the suc-
cess of other exporters to these economies.

Factors behind the changing U.S. trade

balance with the four Asian economies

The following sections examine the factors underlying
U S trade developments with the four Asian economies
over the 1980s. The analysis uses exchange rate
movements, labor productivity and labor cost develop-
ments, supply capacity growth, and trade policy
changes to explain the sharp rise and recent modest
reduction in the U.S trade deficit with these econ-
omies.’2 The findings suggest that in the early 1980s
all four Asian economies became significantly more
competitive In the late 1980s Malaysia and Thailand
continued to gain price competitiveness and were In a

12D fferences in GDP growth rates between the United States and the
Asian economies give rise to differences in import demand and thus
may account for part of the observed trade balance trends
Throughout the 1980s, however, average annual GDP growth rates in
the Asian economies remained roughly two to two and one-half times
the GDP growth rate in the United States These higher Asian growth
rates alone would have been a source of US trade balance
improvement during the 1980s This section, therefore, focuses on the
exchange rate and other factors more closely linked to the U S -Asian
trade balance deterioration in the 1980s

Chart 6
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strong supply position to take advantage of their gains.
At the same time, Taiwan and South Korea lost sub-
stantial price competitiveness, in large part because of
currency changes, rnising labor costs, and trade policy
developments both at home and in the United States.
Nevertheless, Taiwan and South Korea remain in a
strong competitive position relative to the United
States.

Exchange rates

Exchange rate movements have helped determine the
pattern of price competitiveness shown by the Asian
economies. The currencies of all four economies
depreciated substantially against the U.S. dollar from
1980 through 1985 (Chart 6).'® The New Taiwan dollar
depreciated 16 percent, the South Korean won 43 per-
cent, the Malaysian ringgit 14 percent, and the Thai
baht 33 percent during this period 4 Because changes
in exchange rates affect trade balances over a period
of time, these depreciations contributed significantly to
the $23 billion deterioration In the U S. trade balance
with the Asian economies between 1982 and 1987. In
particular, the very large South Korean depreciation
was an important factor behind the emergence of that
sconomy’s $9 bilhon surplus with the United States dur-
ing the mid 1980s. The Thai depreciation was also
large, but the Thai trade surplus increased by only
about $1 billion during this period because the depreci-
ation was partially offset by the falling price of Thai-
land’s raw commodity exports.

During the post-1985 period the performances of the
Asian currencies against the U.S dollar were much
more varted. The New Taiwan dollar and South Korean
won sharply appreciated against the U.S. dollar over
the last four years. This appreciation was a pnme fac-
tor behind the deciine in the U.S trade deficit with
these two economies in the late 1980s. The New Tai-
wan dollar appreciated 36 percent against the U.S dol-
lar between 1986 and 1989, rnising above its 1980 level.
The South Korean won, however, appreciated only 23
percent against the U.S. dollar over the same period,
remaining below its 1980 level The differences in cur-
rency appreciation in part explain why the recent U S.

13Real exchange rates adjust the nominal exchange rate for differences
in rates of inflation Explicit real exchange rate compansons are not
presented here because of significant differences between the
United States, Taiwan, South Korea, and Thailand in the composition
of the price indexes used to measure inflation in traded goods and
because of the lack of any comparable index for Malaysia Thus, the
discussion focuses on the movements in nominal exchange rates
only The next section focuses on movements in manufacturing
production costs

14These calculations are based on year-average exchange rate levels

The exchange rate movements are measured as changes In the
values of the Asian currencies per US dollar
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trade balance improvement was smaller with South
Korea than with Taiwan

As for Malaysia and Thailand, the Malaysian ringgit
continued to depreciate against the U.S. dollar from
1985 through 1989 while the Thai baht showed only a
modest appreciation. These changes kept Malaysia
and Thailand competitive with U.S producers and,
more important, made these two economies much
more competitive relative to Taiwan and South Korea
than they had been earlier in the decade. Malaysia and
Thailland were therefore able to capture sales in the
Umted States at the expense of the other two Asian
economies

Labor productivity and labor costs

The relatively low wages in the manufacturing sectors
of the Asian economies have been another important
source of their price competitiveness. Data on labor
compensation throughout the 1980s for all four of the
economies are not available Data for 1988, however,
show that each of the economies continued to have a
wage rate only between 6 and 19 percent of the U.S
level (Table 6).'5 Moreover, labor productivity growth

8The hourly compensation figures listed in Table & include nonsalary
compensation for the United States, Taiwan, and South Korea, but not
for Malaysia or Thalland This difference in coverage gives a modest
downward bias to Malaysian and Thai labor costs measured relative
to those of the other economies

Table 6
lndlcator____s of Asi

(measured by value added per employee) in the Asian
economies averaged about 5 percent during the 1980s
and, with the exception of Thailand, matched or
exceeded that of the U S. manufacturing sector.'® Con-
sequently, labor productivity and cost developments
were an important determinant of the rise in the Asian
economies’ trade surpluses with the United States in
the 1980s.

A comparison of developments across the four Asian
economies reveals, however, that substantial labor cost
divergences have begun to appear in recent years.
Like exchange rate movements, these late 1980s labor
cost developments have played a significant role in the
increase In the U.S. deficit with Malaysia and Thailand
and in the decline in the U S. trade deficit with Taiwan
and South Korea, notably in the labor-intensive con-
sumer goods area Since 1985, labor productivity
growth in Malaysia and Thailand has continued to
match the productivity growth rates of Taiwan and

8Labor productivity growth 1s measured as growth in vaiue added per
employee This measure 1s available for each of the four Asian
economies An alternative measure that is commonly used s total
outpur per hour, but this measure i1s not available for Thailand and
Malaysia In South Korea, the two measures yield significantly
different results the annual growth of total output per hour I1s 15
percent while the annual growth in value added per employee I1s 5 1
percent This discrepancy appears to stem from the difference in the
measurement of labor input

6ﬁ-fput Per Employ'e-é_h

|
|
|
i
|

1986-88 Average

average 1s fawrly representative of the Thai manufacturing sector

by the rate of productivity growth between 1980 and 1988
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1988 Hourly Annual Growth 1988 Level
Compensation (In Local {Measured in 1988 Level 1986-88 Average
1988 Level Relative to Currency 1980 Relative to Annual Growth
{(US Dollars) US Level Terms, Percent) US Dollars) US Level (Percent)

Taiwan 27 19 102 10539 26 69
South Korea 252 18 149 9162 23 51
Malaysia 81 06 25 8561 21 6.4
Thailand 86 06 59 4844 12 47
United St 13 90 100 31 40307

Sources The hourly compensation data for Taiwan and South Korea are taken from the Bureau of Labor Statistics For Thaland, the hourly
compensation data are from the Bank of Thailand, Annual Report, and for Malaysia, from the Malaysian Industnial Development Authority
and Bank Negara Malaysia, Annual Report Data on output per employee are taken from Asian Development Bank, Key Indicators

Notes Data for Taiwan and South Korea include nonwage compensation The compensation figure for Malaysia is the average wage of
selected semiskilled operatives in the electronics and textile industries and does not include nonwage compensation The average annual
growth in Malaysian wages 1s based on negotiated wage settlements in the manufacturing sector Data on wage levels of manufactunng
workers 1n Thailand do not include nonwage compensation Because data on manufactunng wage growth in Thailand are not available, the
growth rate of wages of government workers is shown in the table For the 1986-88 perod it Is roughly the average of the 15 percent
growth in the minimum wage rate and the larger growth in wages of all nonagricultural workers Anecdotal evidence suggests that this

Output per employee was computed by converting value added per employee into US dollars at 1980 exchange rates and multiplying




South Korea.” But recent labor cost trends (measured
in local currency terms) have substantially improved
the price competitiveness of both the Malaysian and
the Thai manufacturing sectors relative to that of the
manufacturing sectors i1n the other two Asian
economies.

Although Taiwan and South Korea still maintain a
cost advantage, they have recently lost price competi-
tiveness against the United States as well as against
Malaysia and Thailand. This loss was largely due to
rapid wage growth (again, measured in local currency
terms), which significantly outpaced increases in labor
productivity. Nevertheless, in 1988 Taiwanese and
South Korean wage rates were still only about one-fitth
those of manufacturing production workers in the
United States while productivity levels were about one-
quarter those In the United States. As a result, Tai-
wanese and South Korean unit labor costs remained
very competitive relative to those in the United States.

Manufacturing production capacity

Labor and capacity supply constraints are important
economic concerns for rapidly growing economies.
Although the four Asian economies have differed in
labor market conditions, they all appear to have sub-
stantially increased their manufacturing supply capaci-
ties during the 1980s, making a rapid expansion of their
exports to the United States possible. Investment and
savings rates have been very high in the four econ-
omies, particularly compared with the United States
(Table 7). The high Asian investment rates have been
an important factor supporting both the rapid output
growth rates and the strong labor productivity perform-
ances of these economies during this period.

7Malaysia’s labor productivity was almost equal to Taiwan's and South
Korea's in the 1980s, in large part because of the high value added
per employee in Malaysia's semiconductor and refined petroleum
industries

One significant aspect of the 1980s increase in sup-
ply capacity in the Asian economies has been the role
played by multinational corporations, which supply
direct access to foreign markets. Foreign direct invest-
ment in the four Asian economies, already substantial
between 1982 and 1986, picked up sharply in 1987 and
1988. The United States and Japan accounted for most
of the foreign direct investment in these two years
(Table 8), although Taiwan and South Korea have
recently become sources of sizable foreign direct
investment in the manufacturing sectors of Malaysia
and Thailand.’® Investors from Taiwan and South Korea
have been attracted to Malaysia and Thailand as pro-
duction locations by their relatively low labor costs and
lack of significant currency appreciation and by the
incentives offered foreign investors, particularly Iin

18A gignificant decline in the U S nvestment position in the Thai
petroleum industry offset increased U S investment inflows in other
industnes, resulting in no net inflows from the United States to
Thailand for this penod

Table 8

Foreign Direct Investment Inflows in 1987 and

1988 Combined
(Bithons of Dallars)

..... e — -

From the From

Total United States  Japan
Taiwan 17 07 07
South Korea 15 05 . 11
Malaysia 11 03 06
Thaitand 156 ' 00 06
Above four economies 58 15 30

ifinchhtchothheto O U U S

Source Japanese data are drawn from survey results reported
by the Ministry of Finance

Note Data for Japan are based on fiscal rather than calendar
year

Table 7

Measures of Capacity in the Four Asian Economies

Employment in
Manufacturing in

Ratio of Gross Fixed

Average Annual
Ratio of Gross

Average Annual
Growth In

Annual Average

Unemploymeni Rate 1988 Capital Formation to National Savings to Manufacturing
in 1988 {Thousands) GDP, 1982-88 GDP, 1982-88 Output, 1986-88
Taiwan . 17 2798 210 345 100 °
South Korea 28 4667 302 289 119
Malaysia 81 1013 298 2756 89
Thalland 58 2760 238 215 83
United States 55 19366 174 134 57

-

Sources Asian Development Bank, Key Indicators, and Bank of Thalland, Annual Economic Report
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Malaysia.1®

Of the four economies, Taiwan currently appears to
face the tightest supply constraints, notably on the
labor side, while Malaysia and Thailand appear to be
least constrained The low unemployment rate in Tai-
wan suggests that virtually no additional Taiwanese
labor 1s now available On the capttal side, Taiwan has
the lowest domestic investment rate of the four econ-
omies because much of its relatively large savings 1s
being invested abroad South Korea continues to main-
tain impressive levels of savings and investment
Although 1ts unemployment 1s relatively low, South
Korea also does not appear to have as serious a labor
constraint as Taiwan Savings and investment rates are
high in both Malaysia and Thalland These economies,
moreover, appear to have relatively ample labor sup-
plies Industrial development in Thailand has been hin-
dered to some extent by the strains on infrastructure
caused by the tight concentration of manufacturing
plants in the Bangkok area However, Thailand’s strong
investment performance and efforts to spread manu-
facturing production to other regions should help ease
these bottlenecks

Trade policy

Trade policy developments represent the final set of
factors contributing to changes in the competitiveness
of the four Asian economies A substantial number of
trade restraints affected U S -Asian trade during the
1980s On the Asian side, all four economies had sig-
nificant tanff and licensing restrictions, which limited
US exports in the early to mid-1980s On the US
side, the major restraint on imports from the Asian
economies during this period was imposed by the
Multi-Fiber Arrangement 20 Nevertheless, because the
Asian and the U.S restrictions had been in place for
many years, they were not a major determinant of the
U.S.-Asian trade balance evolution from 1982 to 1987 21

9In 1988. Taiwan received approval from Malaysia for investment projects
valued at over $780 million (Asian Wall Street Journal Weekly, January 22,
1990) Tawan's manufacturing investments are largely geared toward
production for export, with sizable investments in the electrical and
electronic equipment, chemicals, and textiles industries South Korean
investors have concentrated on Thaiand, where in 1988 they received
approval for investments of over $100 million (Far Eastern Economic
Review, November 16, 1989)

20The Multi-Fiber Arrangement imits the growth rate of clothing imports
from various countries to the United States

1A US policy placing restrctions on steel imports, adopted n 1984, did
Iimit US steel purchases from South Korea starting in 1985 By 1987,
however, South Korea was selling less than its restricted steel level to the
United States, in part because of strong demand elsewhere Since it 1s
not known how South Korean steel capacity might have grown in the
absence of US trade restrictions, the impact of these trade restrictions
on South Korea's trade balance 1s unclear
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More recently, substantial changes in some trade
policies have had a significant impact on trade develop-
ments Changes undertaken by Taiwan, South Korea,
and the United States contributed to the recent decline
in the U.S trade deficit with Taiwan and South Korea
and the growth in the US trade deficit with Malaysia
and Thailand

Taiwan reduced its average nominal tariff ievel by 8
percentage points over the last three years, lowering 1t
from 20 percent in 1987 to 12 percent in 1989 22 There
was a particularly sharp reduction in the tanff schedule
for automobiles The average weighted effective Tai-
wanese tanff level for all products 1s now about equal
to the industrial country average, although the range of
Taiwanese tariffs across commodity categories still
remains relatively large Over the past few years Tal-
wan also extended preferences for the importation of
U S capital goods, including restricted bidding on gov-
ernment projects and subsidized loans

South Korea recently reduced its nominal average
tanff rate from 20 percent to 12 percent and cut sub-
stantially the number of products requiring import
licenses 23 (The licenses were equivalent in their
effects to a quota system) In addition, South Korea
began providing subsidized loans for capital goods
imported from the United States

The major U S trade policy change was the removal
of Generalized System of Preferences (GSP) benefits
from Taiwan and South Korea in the beginning of 1989
GSP benefits allow certain products to enter the United
States duty-free Malaysia and Thailand continue to
receive GSP benefits, which effectively reduce the
price of their GSP-eligible products about 5 percent rel-
ative to that of other exporters’ products in the US
market Consequently, for GSP products (about a third
of Malaysian and Thal sales to the United States), Ma-
laysia and Thailand have gatned price competitiveness
relative to the other Asian economies

Conclusion

The United States continues to experience large trade
deficits with Taiwan, South Korea, Malaysia, and Thai-
land The deficits with Taiwan and South Korea have
fallen recently, primarily in response to substantial
import liberalization and the appreciation of the curren-
cies of these two economies Nevertheless, all four
Asian economies remain very competitive because of
their strong productivity growth rates, moderate unit
labor costs, and high domestic investment levels. Mal-
aysia and Thailand, moreover, have gained a significant

22National Trade Estimate Report on Foreign Trade Barners, Office of
the US Trade Representative, 1987 and 1989 issues

BNational Trade Estimate Report, 1987 and 1989 issues




amount of the sales that Taiwan and South Korea have
lost. Malaysia and Thailand have in fact done so well
. that if 'they maintain their momentum of the last few
years, they are likely to reach the current level of Tai-
wanese and South Korean manufacturing export sales
by the mid-1990s.

This picture of strongly competitive and rapidly grow-
ing Asian economies makes it important to assess how
the U.S. competitiveness position is apt to change over
time. Market share analysis suggests that the recent
improvement in the U.S. competitiveness position with
the Asian economies came almost entirely in the con-
sumer goods and automotive products sectors. This
improvement may not be sustainable. Although U.S.
exports of consumer goods have -grown rapidly, they
remain quite small. Furthermore, the modest decline in
Asian exports of consumer goods to the United States
has been accompanied by an increase in U.S. con-
sumer goods imports from other countries. In conse-
quence, imports from all sources have maintained their
market share, and U.S. manufacturers have received
relatively small benefit from the recent bilateral change
in U.S.-Asian consumer goods trade.

Market share developments in the United States and

Asia also Indicate that U.S. capital goods, which have
traditionally been very competitive, have tared signifi-
cantly worse than U.S. consumer goods in recent
years. The U.S. capital goods performance is comph-
cated by two factors. First, the loss of U.S. market
share for capital goods in the Asian economies reflects
the strong performance not only of the Asian econ-
omies themselves but of other capital goods exporters
as well. Second, the gain of Asian market share for
capital goods in the U.S. economy 1s partly attributable
to shipments from the foreign subsidiaries of U.S. mul-
tinational corporations. Overall, developments in both
the consumer goods and capital goods sectors high-
hght the broad context in which the bilateral U.S.-Asian
trade balance evolution must be viewed. An analysis of
this evolution must consider the role of multilateral
trade flows and multinational corporations, as well as
traditional bilateral trade determinants, if it 1s to provide
a complete understanding of U.S. and Asian trade
developments.

Susan Hickok
James Orr
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