Geo Factsheet

Opportunities and Threats in NICs

This Factsheet will examine the causes and consequences of the outstanding economic growth of Asian Newly Industrialising Gesint
(NICs). The article will focus primarily on the original Four Tigers - Singapore, Hong Kong, South Korea and Taiwan but, as vehall
see, these first generation NICs are now being replaced by second tier NICs - Malaysia, Thailand, The Philippines and Indonesia

In terms of GNP per capita, the original Four Tigers achieved outstanding agriculture to become industrial labourers. Cheap, ex-agricultural and

success (Fig 1); countries such as South Korea and Singapore achievegredominantly female labour allowed rapid development of textiles,

outstanding growth in GNP per capita over the period 1965-80 and over clothing, rubber footwear and the electronics industries.

the period 1980-93. Despite very different population sizes, land areas Similarily in Indonesia, between 1965 and 1980, per capita GNP

and very different political systems, each of the Tigers managed to sustainincreased annually by 4%. Dramatically improved productivity and

high average annual growth rates in terms of both GNP per capita and inprofitability of agriculture helped Indonesia achieve self-sufficiency in

manufacturing output. basic foodstuffs such as rice, and in the 1970s, the country used its
windfall profits from world oil price rises to embark upon huge public

Fig 1. GNP per capita growth in two periods expenditure on its social and physical infrastructure.
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f) Inducements from the governments of the Tigers. For example,

special Export Production Zones (EPZs) were established in which
TNCs were given reliable and cheap access to electricity, along
with an efficient infrastructure (eg. roads). In addition, laws on
foreign ownership of companies were relaxed and concessions on
pollution regulation and import taxes were offered. Such
inducements proved spectacularly attractive. By 1980, 79% of
Malaysia’s manufactured exports came from foreign-owned firms
within EPZs and by the early 1990s, 33% of Singapore's GDP
was produced by foreign-owned firms.

Why have Asian NICs been so successful?
The success of the NICs of the Asian Pacific Rim has been put down to a
combination of factors:

1. Appropriate industries
None of the Asian Tigers had any real wealth in terms of their natural
resources. Indeed, apart from a natural harbour, the island state of
Singapore had none at all and still has to import water from neighbouring
Malaysia. However, the Tigers benefited from a large, flexible and

very ch_eap Ia_bou_r suppl_y and each qountry developed low-skilled a éjpanese TNCs have been major investors in the region. By 1993, nearly
labour-intensive industries. Hence, in Hong Kong, South Korea an

5% of Japan'’s overseas production of electrical components was locatec

Singapore, garment and toy manufacturing was established using Chea&’ast and South-East Asia. The major reason for this was the availability

female labour and this process - with the addition of products such as
. P P Such relatively cheap labour but this also allowed Japanese TNCs to get
plastic and leather luggage and footwear - has been repeated in

i . around U.S. import restrictions by producing semi-conductors and
Malaysia and Thailand. s ; : . e
televisions in countries which were not covered by these restrictions. Thus,
in the 1970s, Sony developed television plants in Singapore, Taiwan,

2. Government intervention Malavsia and South Korea
In each country, the government has intervened to encourage and he"flp Y '

the development of export manufacturing. The World Bank refers
this process as market-friendly developmenicommand
capitalism’. In South Korea, grain prices were held down in the cities
to help keep wages down. Rural incomes were then accordingly
depressed and between 1967 and 1976, seven million people left

tf. Amassing of Capital

The Tiger economies amassed huge capital from their growth between
1960 and 1990. In Singapore in 1993, gross domestic savings accountec
for 47% of GDP - the highest savings ratio of any country in the world

(Fig 2).
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Fig 2. Growth and savings

Fig 4. Labour costs in the US and developing countries
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Again, this was directly encouraged by central government. This aIIoand
the Asian NICs to become major investors in their own region (Fig 3).

Fig 3. Sources of investment in Asia
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5. Increasing Value of Products

The NICs used the profits from the manufacture and export of low.
quality products to develop increasingly sophisticated and valuabl
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South Korea, Samsung began the first production of semi-conductors
in 1976 and were quickly followed by Goldstar, Hyundai and Daewoo.
However, by the early 1990s, each of these producers had rapidly developet
more sophisticated products by closing the high technology gap between
them and their Japanese and US competitors. By 1992, each had establishe
their own production facilities in the United States.

Negative Consequences
However, economic growth has brought social, environmental and economic
problems.

1.Social problems

Availability of cheap labour has been central to the success of the Asian
and other NICs. However, lack of enforcement of minimum wage legislation
has led to the exploitation of women and has prolonged inequality amongst
the sexes. In Malaysia, for example, women make up 75% of the workforce
but, on average, receive only 75% of their male counterparts’ pay. Cheap
labour has also resulted in the widespread use of illegal immigrants or illegal
child labour. Thailand is still thought to have around one million 13 to 14
year olds employed in agriculture or child prostitution. In Singapore,
imported, illegal immigrants have allowed the maintenance of industries
which would otherwise have relocated to areas of greater comparative
advantage, i.e. areas with cheaper labour. It is estimated that 24% of the
Singapore workforce is made up of illegal immigrants. In South Korea,
immigrant workers receive 50% of the weekly wage of citizens and end up
in what are known a8-D jobs - dirty, dangerous and difficult - sewing,
leather processing, dyeing, plastics, plating and casting. The export of
labour is, however, seen as one way of attracting foreign capital - it is
estimated that 5 million Filipinos are engaged in overseas employment,
including 650,000 construction workers and maids in Saudi Arabia.

In more general terms, it has been suggested that TNCs erode nationa
identity and introduce ‘westernised’ values: coke-drinking, CD-playing,
ean-wearing individuals etc. which all adds up to the destruction of a way

new products. In the 1960s, semi-conductors were produced on life.

integrated global assembly line. US companies developed integrated

circuits in Japan which were then sent to Malaysia for packaging, t® Environmental Problems

Singapore for testing and then to Hong Kong for final assembly intagk all the developing regions, East Asia has the highest rate of deforestation,
PCB. This was all economically sensible, given the difference in labage highest intensity of energy use per capita of GDP and the highest

costs between the USA and the

Asian NICs. (Fig 4).

Exam Hint - Candidates knowledge often appeard dated .... few

appeared to realise that NICs have their own multinational companies.

emissions of carbon dioxide per unit of GDP. 20% of all vegetated land is
degraded, compared to a world average of 17%. TNCs have been accuse
of ruthlessly exploiting the natural environment of NICs. Rapid industrial

development has destroyed agricultural land, and destruction of tropical
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rain forests has occurred either through clearance or through conversioartd has fallen by one percentage point a year for the last 25 years. Som
plantation monoculture. countries have implemented tough family planning measures designed to

reduce further population growth. In all of the NICs, education has also

Urban areas have usually concentrated on the increasing provision, @k, prioritised and illiteracy rates have fallen as school enrolment rates
adequate quantities of water rather than cleanliness and in many ASH@{Oe improved (Table 1)

cities, large sections of the population receive drinking water which contains

concentrations of bacterial contaminants or heavy metals which are well o ) ) »
above World Health Organisation (WHO) levels. However, there has beEaPle 1. Basic indicators in East Asia and the Pacific
some progress. In Indonesia, South Korea, the Philippines and Thailand,

taxes have been introduced on vehicles, fuels, parking and road use amd in High-income
res!dentlal area_s of Seoul, financial |nceqt|ve§ have bee_n offered to pe_rs gde East Asia and Pacific region  countries
residents to switch from coal to gas. Legislation regarding fuel upgrading is

pending. Indicator 1965 1990 1990
3.Economic Problems Daily calory supply 1,939 2,617 3,416
Most Asian NICs still lack adequate infrastructure. Traffic problems afdper capita)

continuing to cost Thailand US $2-6 billion annually and in Indonesia an@&nrolment rate in 88 100 100
Malaysia, new industries are still often unable to obtain guaranteed acqegsmary school (%)

to constant electricity. Adult illiteracy rate (%) 37 24

Ironically, the economic success of the NICs is now beginning to wopknfant mortality rate 95 34

against them. As the first generation NICs become accepted as develgg&8" thousand)

counterparts, they no longer qualify for favourable trading agreements aritbtal fertility rate 6.2 2.7 1.7
this favours the second generation NICs such as the Philippines, Thailgriger woman)

Pakistan, Indonesia and China. Differential wages between first and seqopdle expectancy 51 68 77
generation NICs means that TNCs from the developed world, and from fhe birth (years)

original NICs, now favour the second generation countries. Most of these

. . . . mmal
manufactures of low quality goods but then developing increasin 1990ry0n|y 23% of employment in Hong Kong was based in the
sophisticated labour and information-intensive industries as their prospe nufact,uring sector and there was a parallel increase in the size of the

increases. This, in turn, leaves opportunities for other emerging NICSggryice sector. In July 1997, Hong Kong reverted to Chinese rule and the
asz(';\k-up of the Hong Kong financial services sector is expected to increase
A

are adopting the proven model - initially developing labour-intensive exp%Ej

Many TNCs have been accused of draining profits from the host coun importance of the Singapore sector which is, nevertheless, inherently

and of recruiting the host country’s best young entrepreneurs. It is ited by the fact that the city state has simply run out of land. Regional
clear that the presence of TNCs has not always encouraged the develop nsion - for example to Shanghai - is now prioritised.

of domestic industry - a large percentage of exports in EPZs are actually

made up of imports. Japan has recently decreased the number of techpigalf the Asian NICs - both first and second generation - are putting
transfer agreements which it has with South Korea and this has melgbteasing reliance on the developing Chinese market and Taiwan, in
exposed the lack of home-grown R&D which has taken place in that counparticular, is selling itself as an off-shore regional operation centre for
over the last fifteen years. Similarly, Thailand, Malaysia and IndonesialCs keen to exploit the Chinese market. Already several European and
have relatively little R&D capacity (in all cases, less than 1% of GDP hdgpanese owned car manufacturers have established themselves in th
been allocated to this sector) and attempts to develop advanced technolo§R&ntry.

industries have proved expensive and problematic - the Indonesian aeros;lgace . . )
and ship-building industries have been terrfiednsai industries”, he second generation NICs have appreciated the dangers of over-relianc

meaning that they need obsessive attention and never grow. Partly 88 JNCS apd governments are aware of the need to maintain a wide
manufacturing base and some independence from foreign investment.

result of this, there has been a progressive transition from secondar)é Qintries such as Singapore which, through the efforts of the Singapore
tertiary industries such as financial services, investment in tourism afd 4o Development Board, have su’ccessfully encouraged many of their
from manufacturing such as textiles and footwear to the heavy and chemjgaly| firms to go regional, are viewed by many second or third generation

industries (HCI) - iron, steel and petroleum. TNCs as an ideal model. Since the early 1990s, foreign direct investment
.. in countries such as Malaysia, Indonesia, South Korea and Thailand has
Positive Consequences dramatically fallen.

The phenomenal economic growth of the Asian NICs has brought clear

benefits. TNCs have brought in valuable foreign currency which has begRally, in 1997 the Asian bubble burst. Firstly, several South Korean

used to increase domestic production, reduce imports and fubahks and insurance companies declared themselves bankrupt and reveale
infrastructural and social development. Old and new technologies hdwege debts to financial institutions in Japan. The South Korean won was
been introduced and, in turn, this has allowed the development of Astigvalued and this dramatically increased the competitiveness of South
TNCs in these fields. The complexity of industrial relations in the micrd<orean electronic goods in relation to the same Japanese goods-bott
electronics manufacturing industries is increasing. Japanese firms routirfgntries directly compete in trying to export a range of electronic gadgets,
sub-contract the manufacture of components to first generation NICs sGéfe @nd semi-conductors to the US. Economists now predict that Japan’

as South Korea, who will then sub-contract out to firms in second generatV%&RiPhV\ﬂ” éngreisexby o{“)c’j ?60/;) %\r/‘d GbP irll bsogtg ;or;aanar\}g T)tlailatn((jj :
NICs. This creates many potential spin-offs in terms of training and, ap ch had been expected 1o grow as usua: by o=/ - IS NOW eXpected 10
least potentially, in research and development (R&D) crash. Asian NICs are expected to drastically cut their imports and this, in

turn, will effect the economies of countries which rely upon the Asian

With increased prosperity Asian NICs rapidly improved their essentiﬁ?%?courlrg for their exports - Australia, New Zealand, Japan and the US in

infrastructure such as roads and airports and then set about improvin(ﬁ%
qua_“ty_ of basic life - access tO. clean drlnklng Wate_r, development Q&Iknowledgementsﬁeopress Factsheets may be copied free of charge by teaching staff or students, provided
sanitation, pest control and public health. In East Asia, the percentag@afheir school is a registered subscriber.
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the populatlon below the absolute poverty line had fallen to 10% by 19% any other means, without the prior permission of the publiS®N 1351-5136
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