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CHAPTER I

. th 1)

Twenty-six years ago, Japan unconditionally surrendered
after a war which had lasted three years and eight months and had
its beginnings in the early thirties. On that day, August 15, 1945,
Japan was a scorched land; its people wandering dazedly in search of
food and lost relatives. The old order was dead and an alien,
bewildering concept of life and society was rapidly replacing it.

Japan then realised that her ambition of wanting to become
a rich and strong nation with a position of importance in the world
could not be achieved through a short-cut method by foreibly acquiring
raw materials from less developed countries. So Japan set out towards
building a modern industrial society nearly a century behind America
and Western Europe and has, nevertheless, been highly successful in
accomplishing and maintaining a truly remarkable economic growth.

Factors of Development

The idea of Japan being able to develop into an economic
superstate to rival any other country in the world has emerged fairly
suddenly; so used was the world to the idea of the west as the source
of ideas, wealth, technology that the notion of Japan outstripping
its western mentors seemed sacrilegious. In 1968, Japan
West Germany to become the World's third greatest economic power,
after the United States and the Soviet Union. But what are the
factors behind Japan's economic success and what does the future hold
for Japan?

There are a number of schools of thought that have arisen
to explain Japan's growth from a defeated and humiliated nation after
the war to the econmomic superstate that she is. The Japanese advantage
goes well beyond the diligence of the society, the superior education
system, consensus decision-making, group loyalty, skilled business
management, the Zaibutsu system and subtle government control of the
economy, Shimazu has attempted to anmalyse the growth of Japanese



economy through seven reasons which are classified bclov.)‘

Firstly, Japanese economy has advanced as a result of the
management skills of the enterpreneurs who have helped in the
‘industrialisation programme by breaking new frontiers to industries
or commerce and also at times by government officials and bankers.

Secondly, the fiscal policy has been successfully used to
ensure full employment. Keynesian monetary and fiscal policies have
been adopted as the situation has demanded.

Thirdly, Alexander Gerschonkron's hypothesis has nicely
fitted into the recent Japanese economic development especially after
the Second World War. His hypothesis is that the later a country
adopts new technology the more sophisticated the technological process
will be. The hyper-inflation in Japan was so violent that it could be
stopped only about four years after the Second World War Depression
followed this but fortunately for Japan, the Korean War which came
after enabled the ecomomy to recover about seven years after the end
of the Korean War. dJapan suffered severe inflation and .zcvolutiomry
economic policies such as the destruction of 'Zaibutsu', heavy property
tax and land reform had to be adopted. Therefore, as the theory shows,
the delay in Japan's recovery of about seven years was advantageous
in that it was possible to adopt new inventions.

Fourthly, the high savings ratio of the Japanese further
contributed to the rapid economic growth of Japan. Recent statistics
show that Japanese savings ratio is as high as 17-18% while in the
United States of America it is around 6% and in other countries such
as Dngland, France, West Germany and Italy it is around 7% per annum.
The reasons advanced for this high savings ratio are that the Japanese
social security and welfare policies are not sufficient to help pay
for their retirement days, and 50 as & result of being worried for
the future they save more. Again the Japanese people by nature are
very thrifty and frugal. The institutional background has made savings
easy. In Japan for instance, financial facilities are located at every
corner of the street., In 1969 there were 20,800 post offices and
the 13 main commercial banks each had about 200 branches of their own
and in every prefecture there are local banks with many branch offices.
The other institutional reason is the Japanese wage system. In

lmj Shimazu, 'The Hature and Causes of the Japanese
Economic Development,'! in Japanese Economic Influence in South-east
Agia (Faculty of Economics and Administration Monograph, September 1970,
University of Malaya), pp. 22-29.

zmntn was the group of business combines which grew to
control the Japanese economy in the twentieth century. The initial
capital accumulation of the Zaibutsu combines was achieved by primarily
exploiting their lose cooperation with the Central Government during
the Meiji Era.



addition to the salaries and wages which are paid regularly every
month, the Japanese receive bonus - which are extra additional
payments - usually in June and December. * 53

Fifthly, nearly a quarter of a century has passed after the
‘Second World War and fortunately for the first time in the history of
Japan, full employment was reached in 1960. As a result there has
been a mass consumption of goods. All these factors have led to the
successful increase in investment in the relevant fields of industries.
As a result of full employment since 1960, the following years of
rapid growth has changed the Japanese economic structure which has
resulted in the shortage of labour, inerease of consumer goods prices
each year leading to sectoral inflation. The incomes of younger and
mnrpooplouaunlthanm.matormwhutcthnotm
people's income and wage differentials caused by sex, age, sige of
factories, location of factories and even abilities have largely
diminished because of strong demand for labour.

Sixthly, comes the role of the Government. Twenty years
back the Japanese could mot anticipate that the Japanese economy would
become so volatile. The Government's expectation about the year's
economic rate of growth have always been under-estimated, showing
that the present economic growth has occurred not only through
Government economic plamning. The role of Government in economic
planning is generally speaking, always and everywhere over-estimated
and exaggerated. Shimazu quotes the example of the early period of
Prime Minister Ikeda's regime, Mr. Ikeda's "double income policy" was
accused of being too ambitious, but later on the Government was
accused of not having done anything. But however, Mr. Ikeda's Government
ereated the conducive atmosphere for the expanding businesses but the
economy as & whole enjoyed a boom as & result of continuous daring
investment by the competitive cligopolistic bamks. 4As a result, the
economy strengthened and government revenue automatically rose
resulting in the Govermment spending increasing sums ori roads, schools,
social securities and so on.

The final reason is the International Balance of Payments
since the Second World War, the main aim has been to achieve full
employment as rapidly as possible. But it seemed difficult for the
Japanese economy to do so because of scarcity of natural resources
and the large population. Thus, to minimise unemployment, the Gross
htamwmuumumuwmuuum
Product in Japan always meant that Muuum. Until
recently Japan had always to suffer a deficit in her International
Balance ofmm-irmﬂwhtmﬂmnﬂmrnnuﬁd-.
m-mm«mhummwmummmnmnmsm
Japmumhdnuuuqhm. but if imports became
excessive and the International Balance of Payments showed signs of
mt.mwmmamumummummy—m
which could lead to recessions. This pattern was repeated several
times. But this has been overcome by the fact that exports are
increasing year by year due to continuous technological innovations,



William W, Lockwood says that the Japanese economy has
reached its present height due to favourable factors such as the
economy has gont.tnmd to grow during the past fifty years un-
interrupted.” Another factor to be taken into account should be
the low rate of population growth and an environment of peace and
_expanding world trade. There is also no defined "take-off" stage in
the modernisation of Japan. The development took place from below
as well as from the top downwards by modest but persuasive technical
change. ’

Thus the Government took the lead in the early years and
laid down the conditions for successful economic growth but later
withdrew to give the way to private enterprises. The state began to
furnish the necessary overheads and infra-structures for development.
The Compulsory Public Education System which was introduced also

played an important part.

Ja is a country which is deficient in raw materials but
from the beginning the leaders have realised this and concentrated
on multi-lateral trade which has paid off handsome dividends, There-
fore, a large amount of foreign trade maximised the inflow and dispersion
of new technology and ideas. National comnsciousness and militarism
provided peace and incentive for growth during the 1930's. Welfare
services such as in education, land-tenure, factory legislation and
income distribution further strengthened the economy.

dapan’s Economic Strength

S8 a result of these reforms, Table 1.1 would indicate
that even during the ten years of post war restoration and economic
rehabilitation Japanese economy soared from the ruins of the Second
World War, while the economies of other countries remained at a
standstill. ;

Jdapan's Growth in World-trade and World Economy

The period immediately following the war indicates that
Japanese annual growth rate in World trade and World economy, has been
at a very tremdndous rate. The Japanese annual growth during the
perdod between 1955 and 1960 has been so impressive that in the
famous British magazine, the Economist, she has been referred to as
the "Risen Sun". Year after year, her great and sustained growth has
attracted more and more attention from all over the world. Chart 1
shows that the curreat booh which Japan has been experiencing since
November 1965, has recorded an amnual economic growth rate of over
10% in three consecutive years. The result of this has been that Japan
has overtaken West Germany in terms of GNP in 1968, The GNP of Japan
in 1968 was $141,900,000,000 which points out that she occupies the

5!1111:! W. Lockwood, 'Japan as a Modernisation Model:
Some Compass Bearing', Ibid, p. 19.
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CHART 1

PRICE INCREASE RATE AND ECONOMIC GROWTH OF
PRINCIPAL NATIONS

JAPAN

U.S8.A,

FRANCE
BRITAIN

ITALY

Nominal Growth Rate

m CE Real Growth Rate
& [ 1
— v
i | |
3 5% 10% 15%
Source: Economic Report No. 11, 1970 October,

Prade and Industry of Japan.



second position behind the United States in the Free World.

Table 1.2 indicates that Japamese exports have been
increasing over the past few years. She has been able to increase
‘her percentage of world expérts from 1.5% immediately after the
post-war period to 6.2% in the 1960's at the expense of other
developed countries. It can be expected that within a few years
xhe would increase the percentage of exports still further as she
establishing a strong foothold in the African and American regions.

TARLE 1.2

PRENDS IN SHARES OF MAJOR COUNTRIES EXPORTS IN
WORLD EXPORPS (IN PERCENTAGE)

1950 1955 1960 1965 1968
United States of
America 18.0 18,4 18.0 16.5 16.0
West Germeny 3.5 7.3 10.1 10.9 11.8
United Kingdom 10.7 9.6 9.0 8.0 7.0
Japan | 1.5 2.4 3.6 5.1 6.2
France Sub 5.9 6.1 6.1 6.0
Canada 5.1 5.2 4.9 k.s‘ 6.0
Italy 2.1 2.2 3.2 Bk 4.8
Netherlands 2.5 3.2 3.6 3.9 b0
n.xau. Luxemburg 2.9 303 3ok 3.9 3.9
Sweden 2.0 2.1 - ns | 2.4 2.4

Sources (1) United Nations Momthly Bulletin of
Statistics.

(2) ‘!h- Countries are top tem countries in
the order of exports in 1968.



Table 1,3 shows that Japan's Balance of Payments has
improved considerably. Looking carefully at the Balance of Payments
it could be observed that her trade balance has improved tremendously.
There are two factors behind the persistent payments surplus and
they are firstly, the expansion of the trade surplus and secondly,
long term capital inflows. The change in the Balance of Payments
has impelled the country to the position of an advanced country.

TABLE 1.3

CHANGE IN THE BALANCE OF PAYMENTS STRUCTURE
(IN MILLION U.S. DOLLARS)

194650 | 195155 | 1956-60 | 196164 | 196568

Average | Average | Average | Average | Average
Current Balance 145 105 23 573 760
Trade Balanece -188 -393 93 1% | 1,966
Exports 395 [1,507 | 3,16 | 5,276 | 10,239
Imports 583 1,900 3,023 5,263 8,273
Services -68 Lk -16 ~539 | -1,062
Credits Ll 816 853 1,141 2,0m
Debits 112 374 869 1,679 34133
Transfers 4ol 55 -5k 47 ~143
Long~term Capital -16 15 28 184 =569
Assets *20 -22 -97 ~343 ~781
Liabilities L 37 126 527 212
(Basic Balance) 129 120 51 389 192
Short-term Capital - 22 «l 117 148
Errors and ommissions 15 1 28 20 -22
Overall Balance 145 143 78 -251 318

Sources

¥

s after 1961, Prior to 1960, estimated
the Bank of Japan; Balance of Payments Table.

Bank of Japan; Balance of Payments Monthly
year

{



After having attained the status of an advanced country, it is only
natural and evitable that the Japanese have to play a major role in
helping her Asian neighbours to develop further, Due, in recent
Years, to her conquest of South-east Asia during the Second World
War, she has had close contact with the South~east Asian countries.

The proceeding chapters tell of the economic role of
the Japanese in South-east Asia,



CHAPTER IX

JAPAN'S TRADE RELATIONS WITH
SOUTH-EAST ASIA

dapan's Trade Relstions

We shall here trace the extent of the influence of Japan's
trade within the South-east Asian regions in the pre-war and post-war
period and particularly the present era. It will be seen that the
exports and the imports of Japan have risen tremendously in terms of
. Yalue and percentage since the pre-war years.

° e J

To Japan and her people, foreign trade is of extreme
importance. With a population which is still fast growing, few
natural resources and limited territory, Japan has to depend on foreign
trade for its economic survival., The country's dependence on foreign
trade has become more acute since World War II. The population of
Japan before the war wes less than 60 million people but today it is
about 98 million, and is still growing, though at a steadily decreasing
rate. This teeming population, the seventh largest in the world,
is crowded into a very mountainous territory of 370,000 square
kilometres, or less than 1) times the size of that of Malaysia.

Therefore in order to provide the economic necessities of
daily life for her population, Japan has to import a considerable
portion of her food-stuffs and most of her raw materials. In order to
pay for these purchases she has to produce finished and semi~finished
products from these imports and sell them to the markets of the world.
In this respect South-east Asia fits eminently into the pattern of
Japanese economic development. This region possesses immense natural
resources which are of vital importance to keep the industrial wheels
of Japan revolving and this region also supplies the markets for the
dumping of the manufactured products churned out by the hungry machines,

The importance of foreign trade to Japan is illustrated
clearly in Table 2.1 (a). Japan is deficient in natural resources
to a certain extent and to overcome this shortage of raw materials,
she has to import them. Japan as seen in Table 2.1 (a) has been
increasing her imports of fuel steadily in the past two decades and

=10 -



JAPAN'S TOTAL IMPORTS BETWEEN 1955-1969
(IN MILLION U.S. DOLLARS)

PABLE 2.1 (a)

' 1969 | 1958569
As
Average
Value Pargeatage Annual
of total 1
Mt&
Foodstuffs 560 | 26.4 680 15.4 1,470 | 18.0 2,141 14,3 10.2
Crude Materials |(1,070 | 50.5 1,850 41.8 3,221 39.4 5,401 35.9 28.9
Fuels 205 9.7 750 16.9 1,626 | 19.9 3,044 20.2 99
Machinery 110 5.2 600 13.5 760 9.3 1,635 10.9 99.1
Other Mamufactures| 75 3.5 35 7.1 684 8.5 2,020 13.5 185
TOTAL 2,120 | 100 4,43 | 100 8,169 | 100 15,024 | . 100 43,5
Source: (1) Adapted from Economic Bulletin for Asia and the Far East,

Vol. XV, No. 1’ June 1%“.

(2) Trade and Industry of Japan, Economic Reports, No. 11, October 1970,
Japan External Trade Organisation.



in 1969 the major industrial item accounted for 20% of her imports.
In fact only one quarter of Japan's imports constituted machinery
and other mamufactures in 1969. During the 1955-1959 period, Japan's
total imports have increased by 608.5% while her exports have risen
by 933,1%. The average annual increase in imports has been 43,5%,
the average annual increase in exports was 51.4% in the same period,
Japan thus imports raw materials which are processed into capital

and consumer goods and exported so that necessary foreign exchange
can be earned to pay for her imports. The table bears eloquent
testimony to the fact that Japan does not export raw materials but
imports them, In Table 2.1 (b) it is very clear that almost all of
Japan's exports consist of capital and consumer goods. Under crude
materials in Table 2,1 (b) textiles accounted for the bulk of exports
of crude materials. Thue, without foreign trade Japan will find it
Very difficult to survive. In fact it was the shortage of basic

raw materials such as steel, aluminium, bauxite and fuel which caused
the defest of the Japanese in the Second World War, a point well
brought out by John Toland.

'g e Southe a Pre=

The percentage distribution of Japan's trade with South-
east Asia in the pree-war years is shown in Tables 2.2 (a) and (b). In
the pre-war years (as indicated in Table 2.2 (a)), Japan has increased
her exports to South-east Asia from 3.6% to 8.2% whereas her imports
from South-east Asia has risen from 3.2% to 7.6%. Therefore Japan
has increased her exports more rapidly than her imports, and this
trend has continued even to the present as the latter part of this
chapter will indicate.

In the pre-war years Indonesia was the largest market
(except in 1913) for the Japanese products and during this period
Indonesia was also the largest supplier of resources for Japan. The
ratio of export to and that of import from Indonesia increased considera-
~ bly during the First World War and this ratio was maintained in the
inter-war peried.

The ratio of export to and import from Malaya and Singapore
has also increased steadily since 1913 indicating that Japan has an
economic interest in these regions., The imports from this region
amounted to only 0.7% in 1913 but increased to 2.2% in 1936 showing
a three~fold increase.

In the post-war years the exports to South-east Asia rose
to 16.7% in 1949 whereas the imports remained stagnant at 7.6%.
Indonesia remained the largest market for Japan's products in South-

lyeckend, Sunday Mail Magazine, August 29, 1971. Copyright (C)
1970 by John Toland adapted from the book, "The Rising Sun" to be
published in October 1971 by Cassell and Company Limited.



PABLE 2,1 (b)

JAPAN'S TOTAL EXPORTS BETWEEN 1955-1969
(IN MILLION U.S,

DOLLARS)

As As As As
COMMODITY Average
Percentage Percentage Percentage Percentage

Value |"of totad { VO1U€ | ‘of total | YOI% |of total | "U° | of tetal |poioo

Exports | Exports Exports Exports |
Foodstuffs 135 6.8 30| 6.9 3hly 4,0 572 3.5 23.1
Crude materials 115 5.7 185 3.8 1,582 | 18.3 2,271 | 13.9 13.4

Ms 7 otk 74 20 O.~ - Ll - - -
Chemicals 9l 4,7 260 5.3 547 6.3 1,016 6.2 70,1
Machinery 25 | 12.3 { 1,250 25.4 2,975 | .5 7,123 | 43.5 200.5
Other Msmufactures | 1,400 [ 70.1 2,860 | 8.2 3,188 | 36.9 5,386 | 32.9 20.5
TOTAL 1,996 100 4,915 100 8,636 100 16,368 100 51.4
Source: (1) Adapted from Economic Bulletin for Asia and the Far Last,

Vol. XV, No. 1, June 1964,

(2) Trade and Industry of Japan, Ecomomic Reports, No. 11, October 1970,
Japan External Trade Organisation.



TABLE 2.2 (a)

THE PERCENTAGE DISTRIBUTION OF JAPAN'S TRADE WITH
SOUTH-EAST ASI& IN THE PRE-WAR YEARS (1913-1936)

mwww R
Exports 1913 1918 1928 1936
Total 100% 100% 100%. 100%
To Mth-ll.lt Asia 306 7-1‘ 5.6 8.2
Of which to:= ‘
wiays . 2 1h | 249 09 ¢ °
Singapore ) (. 1.6
British Borneo - - - 0.2
Ph!.lippinea 009 % 3 102 1.5
Thailand: 0.1 0.3 0.2 1.2
Indo~China 0.1 Qe5 0.2 Cel
Indonesia 0.7 3.3 3.1 3.6
TABLE 2.2 (b)
mtmmm‘am
Imports 1913 1918 1928 1936
Total 100% 100% 100% 1.00%
Trom South-east Asia | 3.2 8.1 74 7.6
Of which from:-
Malaya ) 0.7 1.5 1.3 | (23
Singapore ) { 1.1
British Borneo - - - 0.4
mnppin‘l 1.0 009 006 1.0
Thailand 0.7 003 0.7 0s2
W 00’ 269 007 006
Indonesia 05 2.5 41 3.2

Sources Kob: Egonomic and Business Review, Kobe University, 1953,
Pe 2

- ibw



east Asia while Thailand grew into the largest source of supplies
in the region for Japanese industries.

Jape n's 2 ALE W

Tables 2.3 (a) and (b) show the percentage distribution
of Japan's trade in the post-war period with South-east Asia.

In the postewar period, trade between Malaya and Japan
has grown considerably. On analysing further, it could be seen that
Japan has imported more (in percentage terms) from Malaya. dJapan's
exports to Malayawere nil in 1949 as Table 2.3 (a) indicates while
the exports increased to only 0.8% in 1952 whereas in the same period
Japan's imports from Malaya increased from 2.3% to 2.7%. Therefore
it can be seen that Malaya's imports from Japan in the early 1950's
have been very insignificant whereas Malaya's exports to Japan has
been just the other way round., Malaya taken together with British
Borneo ranked as the greatest source of supplies for Japan in this
part of the world. The reason for the imbalance of trade between
Japan and Malaya in particular could be attributed to the faet that
during this period Malaye was a British colony, and it could be assumed
that {t would be only natural for the mother country, Britain which
was also an industrialised country to exploit the market in Malaya
for her mamufactured goods. On the contrary, Japan had no alternmative
but to get raw materials from Malaya and British Borneo because they
were badly needed by her factories.

liow it would be very interesting to compare the pattern of
trade between South~east Asia and Japsn during the pre-war and post-
war period with that of the present time.

- Tables 2.4 (a) and (b) show the percentage distribution of
Japan's trade with this region from 1965 to June 1970, In this pefiod
it is again noticeable that the situation is no better. The region
still continues to be the supply source region for the Japanese
factories and also provide the merkets for the goods which were
manufactured by these factories.

Here it can be seen that exports of Japan to South~east
Asian countries have declined to a considerable extent. In the year
1951, the Japanese exports to the Southeeast Asian regions amounted
to 21.3% of her total exports. This shows that Southeeast Asia provided
a market for more than 20 percent of Japan's total exports. But in
recent times, the exports have dropped to their lowest in 1965 when
the total exports to South~east Asia were only 9.96% but later
recovered to 12.29% inm 1967. But, however, since 1967 the statistics
show that the trend is that the South~east Asian countries are
importing less and less from Japan, The most probable reason that
could be given for this drastic decline is that duwring the pre-war



TABLE 2.3 (a)

THE PERCENTAGE DISTRIBUTION OF JAPAN'S FOREIGN TRADE
WITH SOUTH-EAST ASIA IN THE YEARS

FOLLOW m)g

THE WAR (1949-1953)

m 1949 | 1950 | 1951 | 1952 Marh)
Total 100% | 1004 | 100% | 100% 100%
Of which to:=-

Malaya 0.0 0.5 0.9 0.8 0.7
W 2.7 1.7 4,2 "oo 2.5
British Borneo 0.0 - - - -
Philippines k.1 2.2 2.7 1.4 2.1
Thailand ‘.." 5.2 }.3 2.9 hc"
Indo~China 0.0 0.3 0.7 0.6 0.6
m‘d‘ 5.5 5.7 9.5 “07 "01
TABLE 2.3 (b)

............................

import 19%9 | 1950 | 1951 | 1952 Narel)
Total 100% | 100% | 100% | 100% 100%
From South-east Asia | 7.8 10.5 11.3 11.0 9.1
Of which toi~
Malaya 243 b 2.9 2.7 1.8
Singapore - - 0.2 | 0.3 0.5
British Borneo - 0.k 0.4 0.8 0.9
Philippines 1.5 243 2.5 2.5 2.0
Thailand 2,0 b5 2.5 3.1 1.6
Indo~China 0.3 0.1 0.1 0.2 0.3
Indonesia 1.7 1.4 2.7 1.4 2.0

Source: Kobe Economic and Business Review, Ibid, p. 43.

-16.



!ABLE 2." (l)

THE PERCENTAGE DISTRIBUTION OF TRADE BETWEEN JAPAN

AND SOUTH=-EAST

ASIA BETWEEN 1965 AND JUNE 1970

Wmmfczaanmm surnm
Export 1965 | 1966 | 1967 |1968 | 1969 [2970 Uan. to
. une)
Total 100% | 100% | 100% |100% | 100% 100%
To South-east Asia 9.96 | 11.04 | 12,29 | 10,37 | 11.38 10.40
Of which toi-
Malaysia 0.88 | 0.92| 0.85| 0.81 | 0.8k 0.90
Singapore 147 | 1.46] 1.53| 1.62| 1.95 2.15
Philippines 2.26 | 2.95| 3.48 | 2.52| 2.97 2.55
Thailand 259 %08 | 3.27 | 2.75| 2.71 2.47
Indonesia 242 | le21 | 149 | 13| 1.5 1.43
South Vietnam 034 | 142 | 1.67 | 1,54 | 140 0.90

PABLE 2.4 (b)

Twport 1065 | 1966 | 1967 | 1968 | 1969 |70 Jomns *o
Total 200% | 100% | 100% | 100% | 100% 100%
From South-east Asia | 9.45 | 9.81 | 9.48 | 9.27 |10.03 9.88
Of which froms:-

Malaysia 2.5% | 2.56 | 2.87 | 2.64 | 2.7 2.20

Singapore 0.40 | 0,32 | 0.32 | 0.48 | Ok | 044

Philippines 3.12 | 3,41 | 3.21 | 3,06 | 3.11 3,00

Thailand 1.69 | 1.61 | 2.37 | 233 | 1.2 1.09

Indonesia 1.82 | 1.85 | 1.67 | 194 | 2.6% 3.13

South Vietnam 0.08 | 0.06 | 0.04 | 0.02 | 0.02 0.02
Source:s

Compiled from Trade and Industry of J;gn, Economic

h’om. No. 11. October 1970' lean

ernal

Trade Organisation,

- Y.



and immediate post-war period South-east Asia with the exception

of Thailand was under colonial occupation. These South-east Asian
countries produced meinly primary commodities whose values were not
stable because their prices are dependsnt on factors such as climate
and world demand which are beyond their control. In times of boom
years, their earnings may be exceptionally good whereas in bad times
the situation may be the reverse, thus affecting economic development
adversely, Immediately after the Second World War, a consequence
of the Japanese conquest was the rise of nationalism in this region
which eventually resulted in the South-east Asian countries gaining
independence, After having achieved independence most South-east
Asian countries are placing equal importance on agricultural and
industrial development. This has been achieved by giving incentives
of various kinds to the people who are concerned with agriculture
and industrial enterprises. Due to the factors seen above, it would
only be natural for South-east Asian countries to utilise some of
their own raw materials to produce their own menufactured goods which
would result in the saving of foreign exchange and at the same time
eradicate unemployment, the feature so commonly prevalent in South-
‘east Asian countries. Therefore these factors have been responsible
for the decrease of Japanese exports to this region.

On the other hand, we can also see that imports of Japan
from the South-east Asian region have been constant over the past
few years. Japan's imports from South-east Asia average around 10%.
Japanese imports from South-east Asia were at its peak in the years
1951 and 1952 when this region contributed about 11% of the total
imports of Japan in each of the years. The countries which have
contributed significantly in terme of imports to Japan in the last
few years have been Malaysia and the Philippines. Philippines has
accounted for not less than % while Malaysia 2.5% of the total Japanese
imports annually for the last few years, Japan has also been steadily
increasing her imports from Indonmesia. In 1965 Indonesia accounted for
1.82% of total Japanese imports whereas in the first half of 1370,
Indonesia has accounted for more than 3% of Japan's imports. The other
point to mote is that Japan is importing less and less from Thailand
over the past few years. At ome time (i 1950) Thailand accounted for
4,5% of total imports of Japan., But since 1965 to the present,
Thailand has accovnted for less and less of total Japanese imports.

In 1965 the total share of Japanese imports had decreased from b.5%
tn 1950 to 1.69% in 1965, but thisfurther dropped to 1.09% in the
first half of 1970. So it ¢an be compared and seen that on one hand
Japan's exports to Thailand are constant while imports are decreasing
whereas Japan imports from Indonesia are increasing while exports

are decreasing. :

In the immediate postewar period, Thailand and Indonesia
provided the largest markets for the Japanese exports, Indonesia
accounted for an average of 5.9% of Japanese exports, while Thailand
accounted for 4.04% of Japanese exports. Philippines in 1949 accounted
for 4.,1% of total Japanese exports but this gradually dropped to 2.1%



in 1953 but however since the last five years Philippines has became
the largest market for Japanese exports, During this period Philippines
has imported 2.62% of the Japanese exports. But the share of Japan's
exports to Thailand and Indonesia have declined considerably when
compared to the immediate post-war peried. The Japanese exports to
Thailand have declined from an average of 4,04% in the post-war
period to an average of 2.81% in the period between 1965 and June
1970. In the similar period, the exports of Japan to Indonesia
declined from an average of 5.9% in the postewar period to an average
of 1.5%, This clearly indicates that the Japanese have lost the
Indonesian merket which has been one of their best export markets.
One interesting feature to note in the case of Malaysia is that
Japan's imports from Malaysia are increasing while Japan's exports to
this country have been stagnant over & leng period of time.

Now it would be interesting to see the balances of trade
with the Southeeast Asian countries. The balances of trade in the
pre-war years were generally unfavourable to Japan, but in the post-
war period they turned favourable except in the first quarter of 1953.
However, since then to recent times, the balances of trade have

.again become favourable.

apan's 8 t A Countries

Exe

Trade balances with individual South-east Asian countries
in the pre-war years are shown in Tsble 2,5. We can learn from the
table that trade balances with Indo-China were unfavourable through-
out ihe period. This is because Japan imported a great deal of rice
from Indo-China, In the pre-war years (as given in the table)
Japan continued to have an overall unfavourable balance of trade
except in 1936 when a surplus of 5 million dollars was achieved.
Trade in terms of value has all along been on the inerease, In 1913
the trade with South-east Asia amounted to enly 51.5 million dollars
while in 19%6 it jumped to 163.8 million dollars showing an increase
in trade of over 200%. Among the Southeeast Asian countries Malaya
was one of the few countries to have a favourable balance of trade
with ‘l’uo

From Table 2.6 we learn that the trade balances with Malaya
and British Borneo were unfavourable throughout the period. This is
because Japan imported a wide variety of raw materials, mainly rubber
mmnum‘mum:numu-hnomo. Trade balanges
with Indo~China became favourable as compared to Japan's trade
balances with her in the pre-war years. In the post-war period as
shown in the table, Japan continued to have an overall favourable
balance of trade compared to the pre-war perdod, Trade in terms of
value has again jumped tremendously. In 1952 trade between South-east
Asian countries was 343.2 million dollars which is twice as much as

in 1936.

o »



TABLE 2.5

BALANCES OF TRADE WITH SOUTH-EAST ASIAN COUNTRIES
PRE-WAR YEARS (IN MILLION U.S, DOLLARS) (1913-1935)

il 51 | 26 | +25 |27 | 150 | +6.7 | 9.5 | 16,9 | - 7.4 B AN AE .
Singapore ) (17.0 | 11,9 | +5.1

British Borneo - - - - - - - - - 0.2 4,5 | = 4.3

Philippines 331 | 38 |~-0.7 |120 | 89 |+32 |255 | 7.6 | +5.9 | 15.0 | 20.5 | « 45

_Thailand 5 | 2.8 | ~23 | 332 | 29 |+02 | 27| B9 | «6.2]|225| 2.5 | wo.0
Indo~China 0,5 |12.2 | =11.7 | 5.1 | 28,5 | =234 | 1.9 | 9.4 | =75 1.4 | 5.8 | - 4k
Indonesta 25 {184 |59 [368 | a2 |17 |a | s2s | a8 | 3.6 | 3209 |+ 47
TOTAL 11.7 | 39.8 | =281 | 78.7 | 804 | = 1.7 | 61.7 | 95.3 | =33.6 | 844 | 79.4 | + 5.0

Sourde: Kobe Economic and Business Review, Op.cit, p. 45.

W - =

Export
Import
Balance of Trade
Adverse balance

Favourable balance



TABLE 2.6

JAPAN'S BALANCES OF TRADE WITH SOUTH-EAST ASIA IN THE IMMEDIATE
POST = WAR PERIOD, 1943-1953 (IN MILLION U.S. DOLLARS)

Pest-Bar Tears | 199 | e | | s . | MR | 195amNeres)
2 2 B E I 5 | 3 I B E 1 X il s | B

Malaya 0.9 {21.3 [ =204 | ho4 | 39.1 [=34,7 | 11.6 | 58.7 | =47.1 | 11.6 | 54.3 [-43.7 | 2.0 [10.1 | -8.1
Singapore 13,81 = |+13.8 | 13.7 | 0.3 |423.4 | 56,6 | 41| +52.5| 515 | 6.7 |+44.8 | 2.0 | 3.0 | +4.0
British Borneo | =~ | 0.6|-0.6| 0.2 3.9 [-3.7]| 0.2| 9.0|-8.8]| 0.7 | 17.2 |-26s5 | 0.1 ]| 5.6 | =5.5
Philippines 2140 136 |+ Zelt | 18e3 | 2245 |= 4e2 | 3609 | 4966 | «1247 | 196 | 51e2 |=31e6 | 6.1 [11e3 | =5.2
Thailand 22,4 (1848 | + 346 | 4246 | 4345 [= 0.9 | 4542 | 5140 | = 5.8 | 3644 | 62,5 |-26.1 [12.7 | 9.0 | +3.7
Indo-China 006 | 302 | =206 | 2.1 | 146 |+0s5| 947 | 2.9]+ 68| 8.5 | 47|+ 3.8 [ 1.8 1.7 | 401
Indonesia 281 |15.7 [ #4124 | 4643 | 13.b4 [+32.9 |128.4 | 54,8 | +73.6 | 59.8 | 27.5 | +32.3 |11.0 [11.5 | ~0.5
TOTAL 86.8 | 73.2 | 13.6 |127.6 |124,.3 3.3 |288.6 [230.1 | 58.5 |188.1 [225.1 | 37.0 |[40.7 | 52.2 |=11.5

Source: Kobe Economic and Business Review, Ibid, p. 45.

E = Export - = Adverse balance
I = Import + = Favourable balance
B = Balance of Trade



Japan's Trade Balances with South-east Asian Countries

esent 8

Now let us turn to the trade balances which Japan has with
South-east Asian countries in the present years and compare these
trade balances with those of the pre-war and post-war years, Table 2.7
will show the trade balances of Japan with the individual South-east
Asian countries in the present time.

From the table we see; that Japan has continued to have a
very favourable balance of trade with the South-east Asian region from
the post-war period right up to the year 1969, However, in the
first six months of 1970, Japan has experienced an unfavourable
balance of trade of 217.7 million dollars. Compared to the pre-war
and post-war years, the trade balance of the present period have been
of very significant amounts. In the pre-war and immediate post-war
periods it will be noticed that the balances of trade have never
exceeded 60 million dollars but in the present, with the exception
of the first six months of 1970, the balances of trade have never gome below
the 60 million dollar mark. This will also point out the fact that
Japan has been exporting more than she has been importing, and this would
Justify the point that Japan is using the South-east region for ex~
tracting the raw materials, which she later sends back in the form of
manufactured goods. The composition of the trade will be outlined in
the next chapter.

We can also learn from the table that right from the earliest
trade links to the present, Japan has not beem able to have a favourable
balance of trade with Malaysia, Her imports from Malaysia have always
exceeded her exports. This is a very unique feature because all South-
east Asian countries are primary producing countries, and it is only
Malaysia who has never had an unfavourable balance of trade with Japan.

Thailand since 1965 has never had a favourable balance of
trade with Japan, This has raised fears in the minds of the Thai
leaders who dread having their economy controlled by the Japanese.
Their fears have increased because of the huge trade imbalances with
Japan, Japan has also built up huge trade surpluses with South Korea.
Because of these huge imbalances with Ja)n.zﬂouth Korea has been
referred to as the economic colony of Japan. Therefore, afber seeing
what has happened to Korea, Thailand has implemented controls on
Japanese imports and commented critically of the Japanese 'invasion'.
Indonesia, on the other hand has since 1966, never had an unfavourable
balance of trade with Japan as ¥Table 2.7 would indicate, Japan has
therefore played and is playing an important role in the economies
-of South-east Asia.

2Far Bastern Economic Review, Vol. LXXI, No. 13, March 27,
1971, p. 49.



TABLE 2,7

BALANCES OF TRADE WITH SOUTH-EAST ASIAN COUNTRIES IN THE
PRESENT YEARS (1965-1970) (IN MILLION U.S. DOLLARS)

b ‘ears E s B E I B 5 I B E I B E R 1“3 E I B
Malaysia 74,5 | 262.5 | =187.9 |  89.3| 307,1 | -217.7 87.8 | 3344 |-246.6 | 104,3 | 343.3 |-239.0 | 133.4 | 406.7 |<273.2| 9794 | 199.2 |-120.1
Singapore 123.9| 327 | 92| M2.7| 30,3| 142.7| 160.1| 36.0[122%.1 | 209.2| 61.7| 7.5 | 32.5| 65.9 | 246.5| 189.2 | 39.5 |+149.6
Philippines 240.,2| 253.6 | = 13.4 | 278,2 324,9 | -46.7 | 362.9| 374.4|-11.5| 1.0 397.9| 13.1 | 475.6 | 468.0 7.5| 224.0 | 272.2 |- 48,2
Thailand 219.1| 130.7 | 88.3| 300,8 153.2 | 147.6 340.9 | 1160.,0| 180.9 | 356.4 | 147.0 | 209.4 | 433.8 | 167.4 | 266.4| 21.6 99.1 | 117.8
Indonesia 204,6 | 148.7 | 55.8 | 118.6 175.5 | = 56.9 | 155.1 | 195.0| =39.8 | 146.5| 251.8 |-105.2 ( 235.8 | 397.3 |-161.5| 137.5 | 284.7 |-147.1
South Vietnam 36.6| 6.5 30,11 1380 53| 132.7| 174.5 4,5| 170.0 | 198.9 2.7 | 196.2| 2231| 3.3| 210.8| 82.5 1.7 | 80.8

TOTAL 899.2| 835.6 | 63.51,067,3| 906,5| 71.3 1,281.6 | 1,204.5| 177.0 | 1,426.7 | 1,204.6 | 222,0 |1,814.4 |1,508.7 | 305.6|1,012.1 |1,299.8 | -217.7

ed from Trade
Source: Compil and Industry of Ja Economic Reports, Ne. 11
October 1970, Japan External Trage Or;:;ntiun . :

E = Rxport - = Adverse Balance
I = Import + = Favourable Balance
B = Balance of Trage



Japan's exports to the South-east Asian region has not
increased as rapidly as it did in the immediate post-war periods.
Japan's exports to South-east Asia in 1970 had a growth ratio of
10.4% over 1969 exports whereas the growth ratios to countries such
as the United States, Western Europe and Suropean Economic Community
region were 20.1%, 41.3% and 34.8% respectively. The reasons
for this, as given by Henry Scott Stokes in the Far Eastern Economic
Review of March 21, 1971 are that Japan has in the past concentrated
on those parts of the world closest to it and it has also begun to
g::l:t the capacity of these meighbours for increasing purchases

apan, ,

Japan's economic role in South-east Asia might not be
clear when we talk in terms of percentage of exports and imports.
In fact percentages alome can be misleading. This is because in
1951, as seen in Table 2.3 (a), Japan's exports amounted to 21.3%
oxmummmcmummo:tm-wmau
286.6 million dollars whereas in 1968, percentage wise, Japan's
exports amounted to only 10.37%, but in terms of mometary values
m’ m‘.‘ 1"’3607 million dollars.

In the next chapter, I will attempt to show the actual
involvement of Japan in some of the leading economies of the mainland
Southeeast Asian region, and the compesition of her trade with the
South~east Asian region as a whole.



CHAPTER IIX

STRUCTURE OF JAPANESE TRADE WITH.
SOUTH=-EAST ASIA

We shall attempt to show the economic role of Japan in
the economies of the countries of the Association of South-east Asia
commonly known as ASA, which comprises of Thailand, Malaysia
Philippines and Singapore. Following the economic role of Japan,
the composition of the South-east Asian trade with Japan would
clearly illustrate the fact that Japan uses the South-east Asian
region to get the supplies for her factories and later exploits
the region for marketing her manufactured goods. After this direct
reference would be made to the economic relations between West
Malaygis and Japan.

apan's 1d in Thailand

Japan's influence in the trade of Thailand can be seen to
have accelerated from 1949 onwards, We can see from Table 3.1
that in 1948 Thailand's exports to Japan amounted to only 0.3 million
dollars and this constituted 0.3% of Thailand's total exports while
in the same period imports from Japan amounted to 2 million dollars
and this amount constituted 2.3% of Thailand's total imports. But
however, we can see that Thailand's trade with Japan has been in-
creasing at a very rapid rate. But the advantage of the increase
in trade is in favour of the Japanese. Thailand's exports to Japan
are not increasing as rapidly as her imports are. For instance it
can be noticed that in 1968 only 21% of Thailand's exports went to
Japan while 34.3% of Thailand's imports came from Japan. This great
inread of the Japanese in the Thai economy, especially the great
imbalance of trade, has brought about & great deal of resentment
from the Thais. In an article in the Japan Quarterly of July-
September 1967, a correspondent of the Asahi Shimbun in Bangkok is
reported to have said, "Japanese who have lived in Thailand for two
or three months feel as if they were in Japan. Ninety percent of
the taxi-cabs, and most of the motor-cycles, el.ctri:ltm. radios
and condiments used in Bangkok are of Japanese make. This statement
i{llustrates the Japanese dominance of the Thai ecomomy and this
definitely has raised fears in the minds of the Thais that one day
independent Thailand might become a Japanese colony, Thailand has

1japan Quarterly by Asahai Shimbun Publishing Company,

July-September 1967,



TRADE BUPWEEN THAILAND AND JAPAN BETWEEN 1948-1969
(IN MILLION U.S.

TABLE 3.1

DOLLARS)

Exports to Japan Imports from Japan
TEAR As Percentage As Percentage

In Value of Total In Value of Total

Exparts Tapbrds
1948 Qo3 0.3 2 2.3
1949 18.8 640 22.4 8.3
1950 43,5 11.5 k2,6 20.2
1955 62.8 17.7 68.9 18.k
1960 783 17.8 123.1 25.6
1965 130.7 18.2 219.1 33.3
1966 153.2 20,8 300.8 35.5
1967 160.0 21.2 3h0. k4 3643
1968 147.4 21.0 35644 4.6
1969 120.9 21k 30566 35.5

(Jan. to Sept.)

Sources: (1) Adapted from Suparb Yossundara's, Japan's Rele in Thai Economy,
Japanese Lconomic Influence in South-east Asia Conference

Proceedings, p. 70.

(2) Compiled from Ecomomic Reports, Trade and Industry Japan, various
Volumes by Japan External Trade Organisatiom.



started to correct this imbalance of trade. The first step taken

by the Thai Minister of Economic Affairs, Bunchana Atthakor in early
1969 banned all imports of used motor vehicles and this sudden action
of the Minister left nearly 700 second-hand vehicles stranded in

the customs shed at Klontoey Harbour. This ban on second-hand cars
also combatted the smuggling of new automotive spare partsza.nd
accessories which have been brought in with the used cars.” 1In the
meantime, other steps such as persuading Japan to cooperate in
buying more Thai commodities and to increase the number of sailings
of Thai vessels in Thai-Japan freight conference have achieved little
success. :

Malaysia's Favourable Irade with Japan

Malaysia wae formed only in 1963 and so data available for
Malaysia is available only from 1964 onwards. Since the formation
of Malaysia in 1964 and 1969 total export receipts have increased
from UsS$l,269 to US§1,667 million representing an expansion of 31.3%
or an average of 5.2% per year, Table 3.2 indicates that over this
period export sales to Japan rose from US§l92.2 million to Us$ho6.7
million or by 163.7%, in effect indicating a rate of growth in Japanese
importation of Malaysian exports that averaged almost 27.3% per year.
This resulted in Japan expanding its relative share of the market
for Malaysian exports from 14.4% in 1964 to 34.5% in a perioed of only
€ years, The reason that can be given for the increasing share of
Japan in the Malaysian export trade during this period are that the
Japanese factories need the Malaysian raw materials to sustain their
economic development of not less than 10% per amnum. Another significant
reason that can be given for the increase in value of exports to Japan
is that during 1969 especially, the price of Malaysian export commodities
such as rubber, tin and palm oil commanded very high prices.

In the field of imports purchased from Japan by Malaysia,
Japan has not been able to increase its relative share of the Malaysian
market. In 1964 the imports from Japan constituted 9.6% of Malaysian
imports, and the imports from Japan in fact dropped to US§74.5 the follow-

Japan, but in terms of percentage Malaysia has not been able to surpass
the percenmtage figure of 1964 though in absolute figures the imports
from Japan have increased from US$§l00.7 million to US§l33.4 million
between 19641969 which indicated a growth rate of 32.5% per annum,.
Therefore, while exports from Malaysia to Japan imcreased at a rate
of 27.3% per annum the imports from Japan grew only at a rate of 5.4%
per years The mein reason why Japanese exports to this country in
particular in South-east Asia is comparatively low is that due to

the "openess” of the Malaysian economy, the Malaysian Government has
concentrated on the import substitution industries in her industrial
development. As a result Malaysiza does not import large quantities

2p.r Hastern Economic Review, Vol, LXVIII, Ne. 13, March 26,
1970, ps B6.
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TABLE 3.2

TRADE BETWEEN MALAYSIA AND JAPAN 1964-1969
- (IN MILLION U.S. DOLLARS)

e | | RS | e | | Sl
Exports | to Japanm Experts Imports Pape m
1964 1,269 192.2 bk 1,047 100.7 9.6
1965 1,236 262.5 23.9 1,096 7%.5 6.0
1966 1,257 307.7 24,2 1,268 89.3 7.1
1967 1,217 33k 30.7 1,086 87.3 7.3
1968 1,346 #3.3 29.5 1,161 Wi | 775
1969 1,667 406.7 4.5 1277 | 133.4 7.9

Sources: (1) Adapted from Dr. Syed Waseem Ahmad's, Malaysia-Japanese
Economiec Relations, Japanese Economic Influence in
South-east Asia, p. 140.

(2) Compiled from Economic Reports, Trade and Industry Japan,
various Volumes by Japan External Trade Organisation.



of consumer goods. The other secondary reason is that the economic
relations between Malaysia and Britain are stromger due to the fact
that Malaysia was a colony of Britain, and it is only natural that
the country still maintains closer economic relations with the former
colonial master.

Malaysia, as can be seen in Table 3.3, is the only country
among the Association of South-east Asian countries which imports
the least from Japan but exports one of the most among the said
countries to Japan. A detailed trade study between West Malaysia
and Japan is in the later part of the chapter.

J 's § Trade with the P nes

Table 3.4 shows the Philippines imports and exports to Japan.
The Philippines exports to Japan rose from 6,8% in 1950 to 46.9%%
in 1968, In terms of monetary value, the exports rose from Us$23
million to US$389 million during the same period. During the same
period, the share of imports from Japan went up from 5.5% in 1950
to 32.1% in 1968, 1In terms of value the imports rose from UsS§2l
in 1950 to USH41l million in 1968 - an almost eight-fold increase
over a period of 18 years. According to Dr, Vicente B, Valdepenas
the first reason for this perhaps is the rapid recovery and expansion
of the export sector in the Philippines during the decade, even in
the face of an over-valued peso that effectively inhibited what could
have been faster acceleration of export production.” The second
reason is the continuing expansion of the productive capacity in
Japan. In order to maintain their economic development the Japanese
need the exports of the Philippines which are entirely raw materials
for their industries so that their economic growth can be enhanced
further. Finally, the .Reparations Agreement sigmed in Mamila on 9th
May, 1956 enabled the Philippines to increase their imports from Japan.

Thus imports are growing slightly faster than the rate at
wvhich the Philippines is supplying raw materials to the Japanese.
But these imports are justified on the ground that the Philippines
is proceeding with economic development with the strategy of
industrialization of the import-substitution industries. As a result
there is not much concern for the imbalance of trade. Philippines
imports from Japan have been the greatest in the field of heavy
industrial goods which are required for the purpose of industrializa-
tion., Table 3,10 (a) on structure of Japan's trade with the
Philippines which is attached in the later part of the chapter
would show that Philippines is importing goods which are necessary
for economic development,

3Vum\to B, Valdepenas, Japan in the Postewar Philippines
Economy, Japanese Lconomic Influence in South-east Asia, Conference

Proceedings, Op.cit, p. 173.



TABLE 3.3 .
WITH ASSOCIATION OF SOUTH-EAST ASIAN

COUNTRIES 1966-1969

TRADE OF JAPAN
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Since last year Japan again not only took a bigger share of
the Philippines exports but his also replaced the United States as
the Philippines biggest supplier of imported products which again
consisted mainly of machinery, equipment and light industrial
equipment., On the other hand, the United States retained its position
as the largest market for the Philippines by absorbing 44% of) the
Philippines exports for the first three-quarters of the year. In
monetary terms the value of the Philippines exports to Japan was US§327
million. During this period Japan imported from the Philippines 40%
of her total exports or Us$298 million in the first three-quarters
of the year. .

From a negative balance of US§l3 million in 1968 in its
trade with Japan, the Philippines was able to turn the balance in
its favour by USS48.2 million in the first half of 1970. The reasons
as to why Japan is able to replace the United States, the former
colonial master of the Philippines as the biggest supplier of imports
could be due to the gradual imposition_of tariffs on American goods
which between now and 1974 will be of the full duty. After 1974
this would rise to 100%. As a result of this the Japanese and other
trading partner's position have been made more competitive in the
domestic market. The second reason is that although at one time
the Filipinos were prejudiced against Japanese manufactures, this
attitude among the Filipinos seems to have disappeared in the post-
war years with the improved quality of Japanese mamufactures and
their competitive prices.

It can be expected that Japan will one day take over from
the United States both as the chief market for the Philippines'
exports and as a chief supplier of capital goods and other manufactured
products to the Philippines, not only because it is situated near the
Philippines but also because of the growing competitive position of
Japanese manufactures in the domestic market. During most of the
1950's and 1960's as Table 3.4 would indicate the Philippines had a
favourable balance in trade with Japan. But however in 1968, the
trade balance beghn to turn to Japan's favour and from a negative
balance of US$l3 million in 1968 as stated above, the Philippines
mablototmthghlmatott-nmrbyusM.zlimonum
first half of 1970.° It is anticipated that Japan will become the
Philippines biggest trade partner if the Japanese market can buy from
the Philippines so that Manila can be able to pay for capital and

producer goods purchased from the Japanese.

"hr Easterh Economic Review, Vol. LXXI, No. 13, Op.cit,

Pe 610
Spar Easterb Economic Review, Vol. LXXI, No. 13, Ibid, p. 62.

sl‘l.r Eastern Economic Review, Vol. LXXI, No. 13, Ibid, p. 62.



Ja and ore: The Wide

Singapore's exports to Japan accounted for 3.7% of her
total exports while her imports from Japan accounted for 11% of her
total imperts (Table 3.5). Therefore Japun sold more to Singapore
than she bought from Singapore. As can be noted, Japan is interested
in the South-east Asian region for her raw materials but unfortunately
Singapore, like Japan is lacking in natural resources. However, the
exports to Japan rose to 7.1% of her total exports in 1969 whereas
her total imports from Japan were 16.3%. In monetary terms the
value of exports to Japan rose from US$36,6 million to US$107.3
million while the imports from Japan increased from US$137.9 million
to US$665.3 million. It is very interesting to note that Japanese
exports to Singapore are rising by leaps and bounds and in the first
eleven months of 1970, they were 30% up from the whole of 1969 at
about Singapore $1,300 million.’ Onme can definitely agree that
Japanese mamufactures like textiles which accounted for US$54 million
in 1968 and US$108,9 million in 1969 does not really stay in the
Republic for if it did the island Republic would be today sinking
under a vast pile of synthetic fibres and cotton shirts as the Far
Eastern Economic Review says. Therefore, without doubt these sales
go to Indonesia, and Singapore actually does the middle-man's job.
Thus it can be understood why Singapore imports large amounts of
Japanese manufactures. Entrepot trade in Singapore is therefore
still of relative importance.

: Japan's role in the economy of Singapore at the moment

is relatively insignificant. Japan has always remained second to
Malaysia in the field of exports to Singapore. In 1965, Singapore's
imports from Malaysia totalled 5$1,109 million while imports from
Japan totalled $$1,396 million while imports from Japan rose to
5$1,019 million.® It can be predicted that in the very near future,
Japan would replace Malaysia as largest exporter to Singapore.

Japan occupies only the fourth position in the field of
imports from Singapore, the first three being Malaysia, United States
and Vietnam, Japan is far behind the three other countries in
the fields of imports as Table 3.6 shows.

Singapore purchases from Japan all kinds of capital and
consumer goods but Japanese imports from Singapore are mostly limited
to raw materials such as natural rubber, lumber and tin in addition
to some industrial commodities such as petrochemical by-products.

7far Eastern Economic Review, Vol, LXVIII, No. 13,
Opscity pe 46.

ahn Tjin Kie, The Role of Japan in Singapore: Some

Observations, Conference Proceedings, Opeit, p. 161.
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TABLE 3.6

SINGAPORE'S LEADING IMPORTERS 19654959

(IN MILLION SINGAPORE DOLLARS)

:ammm

Exports 1965 1967 1969

To: Malaysia 1,221 1,098 1,088
United States 125 oL 509
Vietnam 112 305 448
Japan 12 156 336

Sourcet Adapted from Tan Tjin Kie's, The Role of
Japan in Singapore's Heonomy: Some
Observations, Conference Proceedings,
m’ Pe 115.

Singapore has a long way to go in promoting exports to
Japan, It is clear that Japan is only interested in exporting and
not importing because both their economies are in a similar situation.

: Japan's exports to South-east Asia totalled US$814.4 million

in 1969 showing an increase of 27.2% from a year earlier. A rate

of growth of only 11.3% was noted for 1968 over the preceding year.
In 1969, the Southeeast Asian region accounted for 10% of Japan's
total exports while in the preceding year the Japanese exports to
South-east Agia constituted 9.2% of her total exports. Exporbs as
seen in Table 3.7 (a) rose not only in terms of percentage but also

in terms of monetary values while in 1968 Japan's exports to South~-
east Asia totalled only US$1,426.6 million, the following year the
exports rose to US§l,814.4 million.

Japanese purchases from South-east Asia totalled US$1,508.7
million in 1969, showing an increase of 8.9% from a year earlier,
a rate of growth almost similar to the increase of 8.8% noted for
1968 over the preceding year. In 1969, South-east Asia accounted
for 11.,4% of Japan s total imports while in the preceding year
Japanese imports constituted 10.3% of total imports. In mometary
terms ts from the Southe-east Asian region were US$1,508.7

million while in 1968 the imports were US§1,204.7 million.
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On analysing the pattern of trade it is seen that the
South-east Asian region provides the necessary raw materials to
Japanese factories and in return this region is used as the dumping
ground for the memufactures of the Japanese industries.
at the structure of imports as presented in Table 3.7 (b) it would be
seen that Machinery and Apparatus accounted for not leas than 40%
of Japan's exports to the Southeeast Asian region. In 1967 the
value of machinery and apparatus imported from Japan amounted to
US$543,3 million whereas the amount went up to US$605,7 million in
1968 and then to US$803,9 million in the following year. Machinery
and apparatus gonsist of items such as transport equipment, electrical
equipment, chemicals, which are very necessary for the economic
development of the country. These items in fact lay the foundations
for successful industrial development. Japanese exports to the
Southeeast Asian region will continue to rise in general as long as
J8pan buys more and more of the South-east Asian region's imports.
This is because only with sufficient export earnings, would the
South~east Asian region increase their imports from Japan, Another
reason why Japanese exports are getting popular in the Southeeast
Asian region in the post-war years is that the quality of the Japanese
goods has improved and their prices are also very competitive, In
the past pecple were very prejudiced against Japanese goods which they
considered ianferior, but now that Japan is able to compete with
the western powers, and to send satellites to the space, has:
made people gain confidence in the Japanese goods.

Taken together the heavy industrial goods which consist
of chemieals, metals, machinery and apparatus accounted for 72.2%
of Japan's total experts to South-sast Asia in 1969 while in 1967
these imports from Japan accounted for 68.7%. Foedstuffs accounted
for 2.8% of the total exports to South-east Asia im 1967 but in
1969 accounted for only 2.1%. Though in terms of percentage, foodstuffs
occupy & less prominent position, in monetary terms the value of
foodstuffs has gone up from US$35.6 million to US$46.7 million during
the period, registering a rise of US§10.9 million. Exports of
foodstuffs to the Philippines during 1967-1969 period have shown a
considerable decline. In 1967 Japan's foodstuffs exports to Philippines
accounted for Us$22 million while in 1968 dropped slightly to USH2l.9
million and then shearply declined to US§l7.5 million, a decline to
79.8% over the 1968 value.

of textiles from Japan have been steadily increasing
in terms of value and as percentage of total exports to South-cast
Asia, At least 15% of the Japamese exports during the period 1967-
1969 consisted of textiles. At the moment most of the South-east Asian
countries are building up their textile industries, and so in the
future the textile exports to this region can be expected to decline.
A substantial investment has been made by the Japanese in the textile
industries in Thailand, Malaysia, Indonesia and Singapore.
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In the field of imports from South-east Asia, the Japanese
import mostly crude materials and fuels which have accounted for two-
thirds of the South-east Asian region's exports to Japan. Differen
countries in the region provide Japan with different raw materials.
Prominent among the imports of Japam from Malaysia is irom ore which
amounted to US55 million, US$5L.7 million and US§50.4 million
respectively in 1967, 1968 and 1969. The import of iron ore from
Malaysia is decreasing due to the fact that the iron ore deposits are
being exhausted. Natural rubber accounted for US§22 million in 1967,
US$33 million in 1968 and Us§49 million in 1969 while lumber accounted
for Us$162 million in 1967, US$166 million in 1968 and US$178 million
in 1969, But unfortunately the foreign earnings would drop from
now onwards because Japan has reduced drastically her t:l.%r require~
ments from South-east Asian countries including Malaysia. There
is a speculation that there has been a drop in economic activities in
Japan. Tin exports to Japan from Malaysia in 1967 were US$63 million
while in 1968 they shot up to US§85 million. Table 3.8 (a) would
indicate that Malaysia has accounted for about 7% of Japan's total
exports to South-east Asia in 1967, 7.4% in 1968 and 7.5;313 1969
while in the corresponding period Malaysia has been responsible for
30% of Japan's total imports from South-east Asia in 1967, 28.4%
in 1968 and 27% in 1969 as Table 3.8 (b) indicates.

Table 3.12 (a) shows that Thailand has absorbed 26.3% of
Japen's total exports in 1967 while in 1968 the exports dropped to
25.6%. In 1969 Thailand showed a further decline to 23.9% in
absorbing the exports of Japan to South-east Asia. On the other hand
as seen in Table 3.12 (b), Thailand has also showed a drop in exports
to Japan. In 1967 Thailand accounted for 14.5% of Japan's total
mmthtmmlouI%9mmmtdtnmh
11.1% of Japan's imports from this region. Natural rubber accounted
for the bulk of the foreign exchange earnings under the item crude
materials in Table 3.12 (b). Natural rubber accounted for Us$28
million in 1967 and US$98 million in 1969, In the case of foodstuffs,
Thajland accounted for US$87.3 million in 1967, US$73.5 million in
1968 and US$62.6 million in 1969, Percentage wise Thailand accounted
for 53%, 62.8% and 57.2% respectively in 1967,1968 and 1969 of total
expords of foodstuffs from Southweast Asia to Japan.

Philippines accounted for 43% of Japan's total imports
from South-east Asia in 1967 as seen in Table 3.10 (b)s In 1968
Philippines' contribution dropped to 33% while in 1969 Philippines
accounted for only 31% of Japan's total imports from the South-east

9rme data is obtained from the Foreign Trade of Japan,
1971,

10mo Straits Times, 12th August, 1971.



Agian region. Table 3.10 (a) shows that Philippines has accounted
for 28.7% of Japan's total exports to South-cast Asia in 1967 and
26.2% in 1969, The main raw materials which earn substantial foreign
exchange are mostly copper, iron ore and lumber. Copper ore exports
increased from US§65 on in 1967 to US$88 million in 1968 and
then sharply to US$126 million in 1969 iron ore netted US§l?7.7 million
in 1967 and US$20.6 million in 1969, Lumber exports to Japan were
US$231.5 million in 1967 and US$263 million in 1969.

Indonesia is increasing her exports steadily to Japan as
indicated in Table 3.11 (b). The exports have increased from
US$196.6 million in 1967 to UsS$398.,9 million in 1969. Percentage wise
Indonesia accounted for 17.8% of Southe-east Asia's total exports to
Japan in 1967 and 26.6% in 1969, Thus Indonesia is becoming a major
source of supplies of raw materials to Japan. Indonesian raw
materials imported by Japan are mainly natural rubber and lumber.
Natural rubber accounted for Us$29.6 million in 1967 then dropped to
US$15.6 million in 1968 and then picked agsin to USYl9 millien in
1969. Lumber exports to Japan increased from US§l5.6 million in 1967
to UsS$30.6 million in 1968 and then sharply te US$80 million in 1969.
In the case of mimeral fuels, Indonesia accounted for the largest
exports which amounted to US$224 million or mearly 82.5% of total
mineral fuels exports of South-cast Asia in 1969. On the other
hand, Japan's exports to Indonesia have increased from US$155.4 million
in 1967 to US$237.2 in 1969 as seen in Table 3.11 (a).

Japan's imports from Singapore and South Vietnam are
relatively insignificant, Table 39 (b) shows that Singapore's exports
to Japan have increased slightly from US§36 million in 1967 to US§65.8
million in 1969, Percentage wise Singapore accounted for only 3e2%
of Japan's total imports from South-east Asia in 1967 and 4, 4% in 1969.
Singapore has been a major purchaser of Japanese products in South-
east Asia, Singapore accounted for 12.5% of Japan's total exports
to South-east Asia in 1967 and 17.3% in 1969 as seen in Table 3.9 (a).
Table 3,13 (b) shows that Japan's imports from South Vietnam have
decreased from Usth.8 million in 1967 to US$3.3 million 1969 whereas
Japan's exports have inereased from US$174.6 million in 1967 to
US$223.2 million as indicated in Table 3413 (a).

We can therefore see from the structure that the South-
east Asian countries provide the Japanese factories with raw materials
and in return import manufactured goods as seem in the various tables.
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Japan's Trade Relations with West Malaysia, 19611969

Table 3.14 shows that the West Malaysian exports and imports
to Japan both in monetary as well as in percemtage forms. Table 3.14
shows that the West Malaysian imports from Japan has increased
gradually over the period 1960-1969 from 8% in 1960 to 17.1% in 1969.
In value this importe went up from M§172,3 million in 1960 to ME479.9
million in 1969, indicating that the Japanese are gaining a strong
foothold in the Malaysian market for their exports. The imports rose
by about two and a half times in mometary values. Japan's exports to
West Malaysia have shown an annual increase of 20.5% while her imports
from West Malaysia have shown an annual increase of only 5.2%.

Now turning to exports to Japan, Table 3,14 shows that in

1961 West Malaysian exports to Japan constituted 14.6% of her total
exports but in 1969 this figure dropped drastically to 13.3%. This
does not imply that export trade with Japan has been on the decline,
In actual fagt the velue of West Malaysian exports to Japan has
inereased from M$382.5 million in 1961 to MS$514.6 million in 1969,
::::h shows that exports have actually grown by one and three quarter

Se :

Therefore, it can be noticed that although West Malaysia's
imports have inereased from 8% in. 1960 to 17.1% in 1969, and imports
have decreased from 14.6% in 1969 to 13.3% in 1969, there is not much
cause for comcern due to the fact that importsin real monetary terms
have not grown as rapidly as the exports. During this period the
balance of trade has always been in the favour of Malaysia although
the magnitude has been fluctuating over the years. In the year 1961,
West Malaysia had the most favourable balance of trade when the trade
surplus was M$200.5 million. The least favourable year was in 1968 when
the trade surplus dropped to M§l5.3 million. But the following year
the trade balance rose up due to the fact that during that year the
prices of Malaysia's primary commodities rose sharply., So far Malaysia
has been one of the few countries which hae never had an unfavourable
balance with Japan, and it can be seen that if the imports from Japan
continue to grow at the rate at which they areinow growing and if the
sxports do not grow as fast or if the price of rpbber remains at the
price it is today, that is, 98.5 cents per kilo™ then definitely in
the very near future West Malaysia is going to have an unfavourable
balance of trade with Japan,

The structure of Malaysian trade with Japan is the same as
that with the other advanced countries. Malaysia exports mainly
primary commodities and imports manufactured goods. Prominent among
the items which are exported by Japan to West Malaysia are mamufactured
goods, machinery, transport equipment and chemicals, In 1961 Vest
Malaysia imported M$104.2 million worth of manufactured goods including
electronic equipment and in 1967 this figure rose to M$200.8 million
indicating a substantial increase of M§96.6 million. This shows that
the Japanese are achieving superiority in the techmological sector

11
The date is 20th August, 1971,
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TABLE 3,14

JAPAN - WEST MALAYSIA TRADE-RELATIONS 1961-1969
(IN MILLION MALAYSIAN DOLLARS)

As Percentage

Average Annual

rease

Source: Govermment of Malsysia, Statistics Department
’

(1) Awﬂw“iﬂn&um
(2) Deficit Balance.

West Malaysian External Trade Statistics.

e 1961 1962 | 1963 | 1964 | 1965 | 1966 | 1967 | 1968 | 1969 |"5 Percen 1961-1969
. Exports
(EXPORTS) - X » 0 R 7 s

. 15.9 17.1 19.7 | 19.2| 19.3 | 23.3 23.0 20.3 | 19.6 | 2.9

Beverages, Tobacco S 3 ks & o - - 0.1 - - -
Crude materials 1.2 1.8 2.8 14| 2.0 2.6 2.6 2.8 | 6.2 1.3 52.3

Mineral fuels 0.1 o 0.7 0.3 ' 0.6 0.1 0.1 0.4 0.5 - 50
Animal/Vegetable 0Oil Fats 0.2 0.1 0.1 0.1 - - 0.1 0.5 | 0.7 0.1 31.3
8.9 9.9 15.7 12,3 18.4 24,8 27.6 32,1 | 43.8 9.1 4,9
Manufactured Goods 106.9 129.2 | 137.1 | 128,k | 147.6 | 156.6 | 158.8 | 172.3 | 200.8 | 41.8 11.0
Machinery and Transport Equipment k.5 43,0 | 62.1 9.1 9.2 | 129.8 [133.0 | 147.3 | 175.2 36.5 50.9
Miscellaneous Manufactures 13.8 B9 | 135 | 154 | 256 | 19.0 | 23.0 | 281 | 3.2 6.7 16.7
-l_li:eonmm Transactions 0.5 1.0 0.8 0.3 0.6 1.0 1.2 1.3 0.9 0.2 10
-~ TOmAL 182,0 24 | 2524 | 266,5 | 300.3 | 357.2 | 369.% | 405.2 | 479.9 100 20.5
As Percentage
(IMPORTS) M P 0 T s of Total
Imports
Food 0.3 0.3 0.2 0.7 1.7 2.6 5.3 9.8 | 17.0 3.1 695.8
Beverages, Tobacco - % A - P - - -~ - - -
Crude materials 301.9 281.5 | 386.4 | 255.4 | 233.5 | 228.8 | 214.7 | 228.1 | 257.1 46,6 - 1.9
Mineral fuels - - v R - . ke - - - -
Animal/Vegetable 0il Fats - 2.1 5.2 4.6 2.2 1.4 0.9 0.2 - - - 1.5
Chemicals 1.0 0.3 0.7 0.8 0k 0.2 0.5 02| 0.5 0.1 -6 .3
o0 78.8 78.5 | 102.1 | 150,0 | 15%.3 | 170.0 | 19%.1 | 188.6 | 263.4 48,6 29.3
Machinery and Transport Equipment % o 0.1 = 0.1 0.2 0.k o 0.2 | - 16,7
Miscellaneous Manufsctures = e 3 0.2 { 0.1 0.1 0.2 0.1 - - 10
e 0.6 1.3 1.9 1.7 1.9 2.5 b2 3.5 | 3.3 0.8 56.3
TOPAL 382.5 364.0 | 396.6 | W13.4 | 3ok | %09.8 | 420.2 | 420.6 | sk1.6 100 5.2
A (2)
TRADE BALANCE =200.5 “150.0 | 144.2 |-146.9 | = 93.8 |- 52.6 |- 50.8 |- 15.4 |- 61.7



and also points out that there is a demand fir Japanese manufactured
goods in West Malaysia, The Japanese transitor radios, electriecal
appliances are household names in thousands of Malaysian homes. /Recently,
I carried out a survey of all shops dealing in radios and electriecal
appliances in Jalan Tuanku Abdul Rahman (a popular shopping area in

Kuala Lumpur) and found that most of them dealt mainly in Japanese
products. This would indicate the popularity of the Japanese electronic
appliances which are becoming indispensable to people who even depend

on automatic Japanese rice cookers to cook their r:lceJ :

Another important item in the list of imports from Japan
is Machinery and Transport Equipment. In 1960, Japanese machinery and
transport equipment accounted for 9.8% of West Malaysian imports from
Japan while it steadily rose to 36.5% in 1969. In terms of value West
Malaysian imports of machinery and transport accounted for M§32,3
million in 1960 and M$175.2 million in 1966, showing that there has
been a five-fold increase during this period. This is understandable
because we are in the process of agricultural and industrial development,
and machinery is required to help in the various economic development
projects. Further there is an increasing demand in West Malaysia for
Japanese made cars, At one time during the early fifties the Japanese
cars were looked down upon because of their poor quality but now the
quality of the Japanese cars is very much improved because of the great
strides taken by the Japanese technological sector and also because the
prices are very competitive. As a result of this there is a great demand
for the Japanese cars. In fact in the top five positions in sales of
passenger cars in Malaysia in the first half of 1971, three positions
were occupied by cars of Japanese make as indicated in the table below.

TABLE 3.15

SALE OF PASSENGER CARS BETWEEN
1ST JANUARY-31ST JUNE, 1971

+ increase in
e Current | gotal Percentage | ‘osttien
o | Position Unit ~ decrease in 1970
Percentage
Datsun 1 2,142 +82 2
Mercedes 2 1,288 +39 4
Toyota 3 1,279 +20 3
Ford b 1,143 -20 1
Madza 5 994 +7.2 10

Source: DBusiness Times, The Straits Times,
J‘l’ 28' 19710



The great expansion in the Japanese car industry has been
taken at the expense of other manufacturers. The greatest losers
are Ford, Volkswagon and Austin which dropped from first, fifth
and eighth to fourth, eleventh and twelfth positions respectively.

- Japanese chemicals are also being imported increasing by
West Malaysia and a substantial increase is notable when we compare the
years 1960 and 1969 which indicates a five-fold increase from M$8.2
million to M§k3.8 million. ,

Japan is also playkng a leading role in absorbing the exports
of Malaysia which are mainly crude materials., Japan's imports of
West Malaysia raw materials has decreased considerably in monetary
value as well as percentage form. In 1961, 78.8% of West Malaysia's
exports to i?u constituted of raw materials while in 1969 it consti-
tutéd only 46.4% of West Malaysia's exports. But in terms of value
the difference is not very wide. In 1961 crude materials exports
accounted for M§301.9 whereas in 1969 they accounted for M$257.1
million, & negative difference of M§44,6 million.

Table 3,16 indicates that Japanese imports from West
Malaysia have generally decreased marginally over the past few years.
Most of West Malaysia's timber and almost the whole of iron ore has
been absorbed by the Japanese. Iron ore is expected to bring in less
and less revenue for West Malaysia because all the iron ore deposits
have almost been exhausted. Timber exports to Japan according teo
recent newspaper reports are also expected to decrease because it
has been reported that Japan has cut down drastically her sawn logs imports
from South-east Asia. Sawn logs thus are losing a very important market.
Tin imports from West Malaysia are also declining. The drop in the
earnings from the crude materials would be more severe if the rubber price
continues to drop below the 45 cents a pound level.

Manufactured goods are accounting for substantial foreign
exchange earnings from Japan. In 1961 manufactured goods accounted
for 20.7% of West Malaysia's total exports to Japan while in 1969
this figure went up to 48.6%. In monetary terms the value increased
from M§20,7 million in 1961 to M$263.4 million in 1969, showing a rise
of M§184.7 million. Thus manufactured goods are playing an important
part in the trade between West Malaysia and Japan.

West Malaysia should intensify finding markets elsewhere

because one day West Malaysia's trade with Japan might became very
unfavourable.
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CHAPTER IV

JAPANESE CAPITAL IN SOUTH-BAST ASIA

We shall attempt to show the relative importance of official
and private flows of assistance, the channels of flow of assistance
and finally the comparison of the assistance of developed nations to
this region.

In the last few years, Japan has became an increasingly important
source of development fimance for the developing countries especially
those in South-cast Asia. Japan's own ecomomy is expanding at a very
rapid rate and thus she now finds it possible to participate increasingly
in the international aid effort which she feels is her duty %o provide
to the less fortunate nations. This was due, perhaps, tc the fact
that immediately after her defeat in World War II, Japan would have
been unable to make progress leading to her present success without
'GARIO' and 'EBROA' aid from the United States and the dollar income
from the Korean Wax, From this point of view, there is no doubt that it
should be considered a big responsibility in international society for
those societies which have more or less surplus economic strength to
pool their resources in economic aid to the developing countries.

In Japan there is a mounting belief that economic assistance
is essential not only for her own prosperity but the whole world as a
group. Alse there is a subconscious feeling among the Japanese people
that to continue their efforts in this direction of providing economic
assistance though this may be insufficient is the way in which they
can repay for the help they have received from the Americans for many
« On the cother hand, there is also a feeling that once Japanese
is advanced overseas, this will not only help Japan to assume
tus of an advanced industrial country, "but will also play a
adjusting the volume of her foreign exchange reserves which
moment are around USH4,000 million.” If these foreign exchange
reserves are kept in Japan, they will be lying idle but if they are
invested overseas they will not only earn income but vill help in the
development of the country in which they are invested.

:

4

le

&3
Eﬂ'

lnr. 7. Ia.kiyua of Ministry of Trade and Industry Japan,
in a lecture on economic development of Japan to Malaysian students
on study tour of Japan, February 1971.



Japanese aid activities, initially comprised to a large
extent of export credit. But since recently Japan has been providing
aid in the framework of inter-governmental agreements,; and is
increasingly financing infra-structure projects as well as commodity
aid. The amount of technical assistance however, is still relatively
modest : :

Japan has in addition to its immediate obligations to a
number of countries in Southeeast Asia, clearly accepted its wider
responsibilities as a major industrial power in the international
common aid effort. Early manifestations of the acceptance of these
wider responsibilities were the sizeable contributions to the inter-
national aid agencies such as International Bank for Fural Development,
International Development Assistance and the United Nations Techmical
Assistance programmes, membership in the Organisation of Economic
Booperation and Development, Development Assistance Committee and
acfeptance of the 1¥ aid target recommended by the 1964 United Natioms
Conference in Trade and Development. DMore recently, Japan played a
Very active part in the establishment of the Asian Development Bank
and the policy declarations at a number of important Ministerial
Conferences in South-east Asia, show renewed intention of Japan's
determination to play its role in international development efforts.

Financial Flows

While the overall volume of aid has increased rapidly, the
financial term policies continued to be characterized by great caution.
The average financial caution at which Japanese aid is given has been
progressively softer but remain comparatively tied. The later part
of the chapter will show how the Prime Minister of Malaysia, Tengku
Abdul Rahman had revealed the exploitative nature of the aid. Aid
which have been given to Southpeast Asian countries have almost all
been tied and local cost financing has been granted only in exceptional
cases.

The total volume of Japanese net official and private flows
have increased from US$123 million in 1956 te US$1,263.1 million in
1969 regching 0.76% of gross national product and 0.96¥% of Natiomal
Income.“ It is only since 3966 that the volume of Net Official Flows
started to rise comnsiderably as compared with the preceding years.
Net Official Flows compose of "Official Development Assistance" which
notably are Bilateral grants, direct official development loans and
contributions to multi-lateral agencies and other official flows,
such as official export credits as well as purchases of bonds, loans
and participations issued by multi-lateral agencies.

Geonomic Cooperation of Japan, Ministry of International
Trade and Industry, Japan.



Table 4.1 indicates net official development assistance
increased from US$85 million in 1962 to US$#355 million in 1968.
Net private flows increased from US$§53 million in 1956 to.US$§240
million in 1968, The increase in private investment and in private
export credits in developing countries was especially sharp between
1967 and 1968.

Multi-lateral contributions have recently gained in importance
and now represent, about 13% of the total gross official development
assistance flow,

Aid Control

Various Ministers and agencies are jointly concerned wi
the formulation and implementation of the official aid activities.
Those primarily involved are the Ministry of Foreign Affairs, the
Ministry of Finance, the Ministry of International Trade and Industry
as well as the Economic Planning Agency. The practical implementation
of Japanese aid activities is in the hands of a number of different
agencies, in particular the Export-Import Bank of Japan, (entirely
owned by the Government) whose main function is the financing of
the export credits, in addition to the implementation of inter-
governmental loan agreements. The Overseas Economic Cooperation Fund
which is supervised by Economic Planning Agency implements softer
term loan agreements to developing countries as well as ordinary loans
to Japanese firms which are linked to economic development. The
Overseas Technical Cooperation Agency, a semi-autonomous body implements
most of the official technical assistance.

The reparations and contributions made under Economic
Cooperation Agreements on a Grant Basis are the responsibility of a
Special IntersMinisterial Committee convened by the Ministry of Foreign
Affairs, and other Bilateral Grants are administered in part by the
Foreign Ministry and in part by the Finance Ministry.

Sources of Finance Ald

Bilateral grants and multi-lateral contributions are financed
primarily from appropriations from the Current Budget. In principle,
the amounts voted for in each fiscal year must be disbursed dufing
the same year while reparation payments carry a non-lapsing authority.
The Bilateral official development loans are financed by capital
subscriptions from a special state budget for industrial investment
through borrowing at 6.5% from the Trust Fund Bureau which administers
postal savings and national pension funds through the financial
participation of Commercial Banks (about 20%) guarantees by the Bank.
The Bank is authorised to borrow up to three times the amount of its
combined share capital and legal reserves.

3Qrpniuuon of Economic Cooperation and Development,
Resources for Dhe Developing World, 1962-1968, Paris 1970, pp. 116-117.
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Overseas Economic Cooperation Fund official development
loans are financed by capital subscriptions from the current budget
and borrowing at 6.5% from the Trust Fund Bureau. But Overseas
Economic Cooperation Fund is not authorised to borrow from Trust
Fund Bureau over and above its own capital. Export credits are
financed by the official sector mainly the Export-Import Bank and
to a limited extent, the Overseas Economic Cooperation Fund, from
sources similar to those used for financing direct official development
loans.Although these loans are regulated in the course of normal
transactions between the exporters and importers, they have to be
approved by the Ministry of Intermational Trade and Industry after
consultation with the appropriate Ministeries.

In terms of gross disbursements, the lending programmes
operated by the Export-Import Bank and Overseas Economic Cooperation
Fund constitute the largest element of the official development
assistance. Loan disbursements account for more than half of the
total gross flow. The loans which the Bank and Overseas Economic
Cooperation extend in the framework of inter-governmental agreements
are considered to be part of the official development assistance
programme. Next in importance are the grant contributions under war-
reparations, economic-cooperation and other agreement which account
for approximately one-third of the total official development assistance
programme. Technical assistance activities hold a small place compared
to other DAC countries.

Assistance to South-east Asia

I have given an elaborate analysis of the various aid
institutions in depth because they play a very important part in the
transferrance of economic assistance to the South-east Asian region
vhich account for a quarter of the total Japanese governmental and
private aid to South-east Asia between 1964-1968, and for 40% of the
total govermmental assistance during this same period.” Before I
give a geographical distribution of aid, I will first analyse the
-;?‘:t;?a of the total Japanese Governmental and private aid between
1 1968.

Analysis of the Structure of the Aid

Bilateral Grants

Reparation payment continues to comstitute an important part
of the flow of capital resources from Japan to certain less developed
countries. In the period 1964~1968 as can be seen in Table 4.2
disbursements of reparations averaged 8.6% of the total official
development assistance disbursements. Total commitments under

“llh:lltry of Foreign Affairs Publications, Tokyo, Japan.



TABLE 4.2

mwmaumsnmmmumpmm
AID BETWEEN 1964-1968 (DISTRIBUTION OF
JAPAN'S AID IN PERCENTAGE)

P;i'contm
Total Governmental and Private Aid 100
39.4
Bilateral Grants 14,5
Of which:-
Preparations 8.6
Development programme and project 4.6
Technical Assistance 1.3
Official Loans 20.1
Of which:=-
Direct Loans 16.8
Refinancing and Consolidation of Credits 3.3
Peyments to Multi-lateral Agencies 4.8
Private Ad 60.6
Private Investments 12,2
Private Export Credits L8.4

Source: Compiled from Ministry of Foreign Affairs,
Publications, Tokyo, Japan.



reparation agreemgnts signed between 1955 and 1960 amounted to
US$1,012 million.” Agreements were concluded with four countries:
the Philippines, Indonesia, Burma and South Vietnam. The reparations
still to be paid at the end of 1968 were less than ome~fourth of the
original commitments; US$235 million to the Philippines and US$10
million to Indonesia.

In addition to reparations, Japan entered between 1959 and
1965 into five economic cooperation agreements on a grant basis with
Laos, Cambodia, Thailand, Burma and South Korea. It should be noted
that the Japanese consider all these countries with the exception
of South Korea as South-east Asian countries. Therefore, it could
be viewed that Japan is penetrating deeper and deeper into the South-
east Asian region. The selection of projects to be financed under-
reparations and economic cooperation grants have to be determined on
the basis of inter-governmental consulations on the projects lists
presented by the recipient countries. The grants are to be made in
the form of products and services from Japan, mainly in the form of
capital goods. The Japanese Government endeavours to ensure that
payments will be applied to projects or programmes that are most
conducive to economic development.

The technieal cooperation programme which was started in
1954 found its permanent basis with the establishment of the Overseas
Technical Cooperation Agemey in 1962, It is small in financial volume
both in absolute terms (US§l4 million in 1968) and as a percentage of
total official flows (4%). The programmes include the financing of
students and trainees, the provision of equipment and supplies, the
provision of advisers and experts, a programme of volunteers, the
creation of technical cooperation centre in developing countries,
investment feasibility studies and comprehensive cooperation on a
project basis in the fields of agriculture and medicine. On 15th August,
1971, news bulletin on éur radio, it was announced that another 18
volunteers would be arriving in Malaysia soon and that they would be
specialised in a number of fields such as agriculture, technology
and radiography.

Direct Inter-govermmental Loans

The inter-governmental loans programme started in 1958,
In South-east Asia, Indonesia is the main recipient of this type of
aid. Until recently there has been a tendency to fimance projects
in the field of manufacturing activity. In extending project
assistance, priority is given to projects which form part of the
recipient country's development plan and the likely contribution of
the project to the development plan is carefully considered. In
some cases where Japan has an export surplus, emphasis is placed on
projects which contribute to promoting the exports of the recipient
country, especially projects promoting the production of primary

5m~gp.n1nuon of Economic Cooperation and Development,
22001 s Pe 118.
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commodities. In the next chapter, I will give complete details of
the projects of which financial aid has been approved by anun under
direct inter-governmental loans to Malaysia.

= ate; buti

Between 1964-1968, 4.8% of the official development assistance
went towards the multi-lateral institutions. In 1968 Japanese aid,
extended through the intermediary of multi-lateral institutions,
accounted for 14% of total official development assistance. The aid
granted through multi-lateral institutions is untied aid, and as a
result is greatly welcomed by recipient countries. Japan is the main
subseriber to the capi % of the Asian Development Bank (US$200 million)
and to its Special Fund.” The Japanese Government now supports
regional cooperation and to this extent has taken the lead in organising
two Ministerial conferences on Economic Development, and one on
agricultural development in South-esast Asia in 1966 which is now
commonly known as the Green Revolution. She also plays an active part
in the Multi-National Development plans of the Mekong Basin, contributes
to the Nam Ngum Dam Project supervised by International Bank for Rural
Development and makes an important contribution to the Asiatie
Productivity Organisation. Thus Japan is now directing substantial
parts of her aid through multi-lateral institutions which are readily
welcomed by Southeeast Asian region.

Export Credits

Between 1964 and 1968 private exports credit accounted for
48.4% of total Japanese aid. The export-import bank and the Overseas
Economic Cooperation Fund grants a substantial amount of export
credits via Japanese exports.

The South-east Asian region accounted for 25% of the total
Japanese Governmental and Private Assistance which amounted to
US$3,535.1 million between 1964-1968. In terms of value, South-east
Asia received US§883.9 million during the said period on analysing
further, it will be found that in fact 40% of the total governmental
aid has been received by the Southeeast Asian region during the
period, As individual nations Philippines and Indonesia received
the hi;hut allocation of the aid, as shown in Table 4,3. On looking
carefully at the table, it will not be surprising to learn why the
Japanese aid to this part of the world constitutes that great amount.
It is & well known fact that this region is one of the richest in
raw materials and raw materials is the most basic requirement needed
to feed the Japanese factories. Thus this part of the world is ¢~

‘Orpniution of Economic Cooperation and Development,
Ibid, p. 121.



GEOGRAPHICAL STRUCTURE OF OFFICIAL AND mmém
FIOWS OF AID BETWEEN 1964-1968 ,

wmizémm EREmEEzssosms
Total Adid Percentage

Region (in U.s. “of
million §) Total
Whole World 3:535.1 100
Asia 2,015.4 57
South-east Asia 883.1 25
Of whichie
Philippines 21 547.8 9.8
Indonesia 288.1 8.2
Thailand 122.4 3.5
Burma 72.4 2.1
Others 50,6 1.5
Rest of Asia 1,132.3 32
Of whichse
Republic of Korea 4342 12,3
Republic of China 172.6 4.9
India 3514 9.9
Others 174.1 b.9
Africa 604.5 17.1
Central and South America 289.9 8.2
Middle and Near Hast 212.1 6.0
Europe 113.1 3.2
Oceania 3¢5 0.1
Unallocated 296.9 8.4

Source: Compiled from Ministry of Foreign Affairs
Publications, Tokyo, Japan,

65 -



also of vital importance to Japan, and also as a strategic link to
the world as a whole because of the Straits of Malacea, So it is no
surprise that this region receives the most aid. Indonesia received
Us$288.1 million which in percentage terms is 8,2% of the total

J se aid while Philippines received US$347.8 million which is

9+0% of the total aid during the period of 1964=-1968,

This aid of Japan to South-east Asis has raised meny
comments from different parts of the world, The basic fact is that
South-east Asia is of vital importance to Japan, Professor Olson
of Weslyan University has expressed the view that Japanese foreign
policy will depend on more than ecomomic aid to the countries in
South-east Asia., He adds that Japan sees » her ancient rival, as
a potential rival in this part of the world.’ He elaborates that
South-east Asian leaders may use this rivalry as a means of obtaining
more economic assistance. But I do not agree with this amalysis as
the attitudes of the people of South-east Asia reveal that they are
resonting Japan's advances as they fear that they might become
economically dependent on Japsn, thus becoming an indirect colony
of that country.

American historian Mr, Mathews Gardner says Japan grants
foreign aid as much to prgtcct its commercial interest as to help
the developing countries.” Mr, Gardner of the Brookings 4mstitution
says Japan is concentrating foreign assistance in South-east Asia to
protect trade routes through the Straits of Malacea as well as to
help individual countries there. "The Straits are of great strategic
value to Japan," he said. "Therefore the stability of the area is
essential for the uninterrupted transit of Japsnese merchant trade
and oil tankers." He noted that half of all official Japanese
bilateral assistance now goes to Indnesia and the Philippines, and
expressed the belief that this pattern would not change.

Colomel William Spaulding Jr. of the Criminal Intelligence
agency, says that it is the strategic interest of Japan to bave 9
economic and political ties with Indonesia, Malaysia and Singapore.

In his opinion Japan's increasing need for raw materials puts pressure
on the trade routes through the Straits of Malaceca, Lombak Straits
and the Kra Isthmus, Japan obtains increasing supplies of oil from
Indonesia, in fact increasing its supplies from 8% to 15% of her
total needs, but there is still the need for obtaining some 85% of
Jm'.mmmnuhmmmm.mualmw
Straits.

Japan's totdl governmental and private aid ¢an be further
divided into OFFICIAL FLOWS and UNOFFICIAL FLOWS for deeper analysis.

"Phe Straits Times, lst April, 1971.

°m Straits Times, lst April, 1971.
97me Straits Tmes, lst April, 1971.



Japan's ernmental Aid Geo, Areas

We can establish from Table 4.4 that South-sast Asia gets
the major share of Japan's Govermmental Aid. During the 1964-1968
period South-east Asia received US§557.1 million or 40¥% of the total
governmental aid, Japan's assistance can be seen in the table to
be very insignificant to the regions beyond Asia. Japan's assistance
to the South-east Asian countries, in particulsr Indonesia and
Philippines, has been very large because during this period Japen
has been in the process of settling war reparations, Under the
provisions of a reparation agreement which took effect in April 1968,
Japan agreed to pay Indonesia a total of US$223 milliom in goods and
services during the 12 year period. At the end of July 1969, Japan
had paid Indonesia reparations totalling US$217.9 million represent-
ing 97.7% of the agreed sum, Japan has also supplied Indonesia
with loans secured on reparations on four occasions totalling UsS$81,7
million., As the reparation payments neared completion and funds
available from the source it became depleted, the yen credits have
gradually increased in importance., Ilchl:l%,-hpanupplid
Indonesia with yen credit worth US$30 millien.

In the case of the Philippines, payments to the Philippines
began in July 1956 when the Reparations pact was signed, The
reparation agreement provided for payment of Japanese goods and
services worth US§550 million during a 20 year period. Up to July
1969 reperations to the Philippines had been made to the amount of
US$333 million or 60% of the total agreed sum.gut of the services
and products so far supplied, machinery and transport equipment are
generally the largest category, accounting for 59%. Mpb{l
are the largest single item with a 26,7% share ih the total,

Japan's reparation payments has played an important role
for the Philippines and Indonesia, which have been suffering from
acute shortage of foreign capital and has contributed significantly
to the economic development and social welfare of that nationg, The
other type of assistance extended by Japan is the same as that
extended to Indonesia - that is, loans supplied with reparations
as security.

Malaysia has received a comparatively small amount of
economic assistance from Japan. During the period 1964«1968, total
Governmental and Private Aid amounted to only UsS$26.8 million as
compared to Indonesia, Philippines and Thailand which received
significant amounts. It would be very interesting to analyse the
reason why Malaysia received such comparatively insignificant aid.
During Tengku Abdul Rahman's visit to Japan in 1970 during the "Expo)

10 gani Evening News International 1969, Japan's industrial
Role in Overseas Cooperation for Development, p. 19.

M\ sahi Drening News. International 1969, Ibdd p. 32.



TABLE 4.4

JAPAN'S GOVERNMENTAL AID BY GEOGRAPHICAL AREAS,
19641968 (IN MILLION U.S. DOLLAKRS) :

an CTEITTIET CETEESmmms

Region “"’m"'m :tf;r:éiorh:o::
Asia 1,119.2 85.6
South-east Asia 557 4o
Of which:-
Indonesia 284.1 20.4
Philippines 176.9 12,7
Butma 55.7 k.0
Thailand 19.5 1.4
Others 21.0 1.5
Rest of Asia 635.1 45,6
Republic of Korea 195.6 12,6
Republic of China 64.1 4.6
India 2k2,3 17.4
Others 153.2 11.0
Middle and Near East 1.4 0.1
Africa 5.6 0.4
Europe _ 2.7 0.2
Central and South America 19.5 1.4
Unallocated 171.3 12.3
Of which:-
Asian Development Bank 80.8 5.8
I.D.A 47.3 3.4
Others 43,2 3.1
Total 100

Source: Compiled from Ministry of Foreign Affairs
Publications, Tokyo, Japan,
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The Tengku, Prime Minister of Malaysia, hit out at the way the
capitalists in Japan were providing assistance to her less fortunate
neighbours. He pointed out that the Jﬂuou govermment was offering
loane, but the terme were very strict. He geve an example in
relation to Malaysia, He said that Malaysia had been offered

US§50 million loans but were not able to make use of all of it
because it had to be used for specific projects and these projects
must only be formulated by Japan and so this type of help was no
help at all when we comnsider its full impact and significance,

Japan as the major trading power in Asia should give the
lead to her less developed neighbours by providing them with loans
and the expertise knmow-how. The Tengku also hit out at the fact that
her contributions to the Asian Development Bank was not sufficient
considering the amount of trade she has been carrying out with other
countries in Agia, Any loan that has been offerped by Japan so far
has been so full of restrictions that it is tantamount to giving it
with one hand and taking back double the amount with the other hand,
Japan stands to gain both ways, from interest on the loan as well
as from the sale of Japanese goods. It is a one way traffic in
finaneial transactions which favour Japan but not the receiving country.
The Tengku further said that &f Japan is honest and sincere about
wanting to help the less fortunate in Asia she must renew her foreign
policy. This view of Tengku Abdul Rahman has been noted by the
Japanese who has now began to mske some concessions.

Touching on the rate of interest on the loans which Japan
granted, the Prime Minister said that the Japanese rate of interest
was very high., While Sweden provides Malayeia with loans at 2% and
Germany at 3%, the Japamese rates are 4.5% and 5.75%. The Tengku
concluded by saying that he was not criticising Japan but merely
drawing her attention to the faet that recipient countries would like her
to give more help out of sincerity and not for the richment of the
donor at the expense of the recipient. If Malaysia, or for that
matter, any South-east Asian country can get cheaper loans from
elsewhere then why loock towards Japanese aid which is ®so ungenerous
as the Tengku has pointed out.

Japan's economic assistance can be further analysed by
her Brivate ¥lows but these Japantes Private Flows are not as
significant as the Official Development Assistance (as can be observed
in Table 4.5). We can learn that the Jepanese governmental aid
vas of a tied nature and consulations were required between the
recipient country and Japan on projects feasible and goods and
services have to be bought from Japan,

In the field of Private Investment also, restrictions such
as tiel aid exist. 4s can be seen from the table, Japaneme private
capital plays a very small part. In the case of Private Investuent
in South-east Asia, Philippines received the largest amount while

12 pengku Abdul Rahman's Press Interview in Tokyo, July 31,
1970,

-



TABLE 4.5

JAPAN'S PRIVATE FLOWS BETWEEN 1964-1968
(IN MILLION U.S. DOLLARS) ;

Region . Total
Total L 2,142.4
Asia 823.2
South-east Asia 326.0
0f whichi~ \

Philippines 170.9
Indonesia 4,0
Thailand 1C2.9
Burma 16.7
Others 29.1
Rest of Asia 497.2
Of whichi-
Republic of Korea 258.6
Republic of China 108.5
India © 109:.1
Others 21.0
Africa 598.9
Central and South America 270.4
Middle and Near East 210.7
Europe 110.4
Oceania 3.5
Unallocated 125.6

Sourcet Compiled from Ministry of Foreign
Affairs Publications, Tokyo, Japan,



Indonesia which received large amounts of Governmental aid during
this period accounted for only Us$4 million. One interesting feature,
however, is that Japan has accounted for more Private Aid to

Thailand than Governmental Aid. Private Aid shot up to Us$lo2
million during the period while Governmmental Aid accounted for a

mere US§19.5 million.

Most South-east Asian countries are not too happy to
receive Japanese Private Flows because of the very fact that they
may became economically dependent on the Japanese. In fact the South-
east Asian countries tend to look at the Japanese investments in
South-east Asia as a different strategy of Japan trying to acquire
control over the South-east Asian countries for her own motives.
Thailand, as can be seen from Table 4.5, has received the most Japanese
private investment in this region and as a result the Thais are very
resentful of Japanese economic power. Dr. Amuay Virawamar recently
suggested that Thailand should not allow the Japanese to contrel every
stage of production from raw materials to marketing.l> He further
suggested that the rapidly inereasing number of Japanese visitors
to Thailand - in contrast to vimitors of other nationalities was not
helping the Thai Tourist Industry. Japanese tourists, he claimed
aveoided airlines, hotels, tour services and restaurants operated by
Thais in favour of those run by their countrymen. In 1962, Japan
revised drastically the old Industrial Promotion Law to encourage
investments from domestic and foreign sources and stepping up of
industrialisation through the fostering of private enterprises.
According to the Far Eastern Economic Review, between 1959 %1969
about 33% of foreign investments in Thailand came from Japan, Now
the Thais are inviting capital from countries other than Japu.ls
Also in the past wholly-owned subsidiaries were welcome but now the
new law insists on joint ventures in which Foreign capitalists hold
a 60% interest and local capital at least 40%. Another point which
reflects the new economic policy is to insist that foreign-owned
enterprises use locally supplied raw materials and semi-finished
products produced by domestic industries.

Philippines also features large Private Japanese Assistance
with the aid during the 1964-1968 period valued at US$70.9 million .
Due to this huge investment, the Filipinos hold suspicions against
Japan's economic power although the general feeling towards Japan and
its people have much improved. This was evidenced by the sudden
suspension of the business activities of Japanese trade firms in
Manila in April 1968. For these reasons, it can be seen that many
problems have to be solved before Japanese enterprise can successfully
advance into the Philippines. On the whole we can certainly say

1far Bastern Economic Review, Vol. LXVIII, Ne. 13, Op.cit,
Pe 51.
14,,“ Eastern Economic Review, Vol. LXXX, No. 40,
October 3, 1970, p. 43.

15far Bastern Economic Review, Vol. LXVIII, No. 13, Opeit,
P 51.
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that if it were not for Japanese Foreign Adid, the Philippines today
would have been in a serious trouble in her balance of payments.

Generally, it can be assumed that the Southeeast Asian
people look towards Japanese investment in South-east Asia with
suspicion, and as a result have put numerous barriers on Private
Aid so that it can prove more advantageous to the countries concerned.
It is mainly due to these factors that Japanese Private Investment
is small in South-east Asia. Some of the countries in Southeeast Asia
have imposed the following conditions which make Japanese firms
difficult to extend their influence there.

Most countries in South-east Asia insist on Japanese
industrialists establishing joint-ventures with local industrialists.
Usually the Japanese firms find it difficult to get suitable partners,
The rationale behind the idea of joint ventures is that management
skills can be passed over the local enterpreneurs. In most Southe
east Asian countries it is not only hard to find suitable partners
but it is equally difficult to find local capital because of the
shortage of capital. In most countries investment laws insist that
there must be a sufficient amount of loecal capital. In the case
of Malaysia at least 50% of the capital in Pioneer Firms must come
from local sources. In addition to the difficulty of finding local
cgpital, the rate of interest is very high. DMost Governments in
South-east Asia again insist on increasing the content of local raw
materials, due to nationalistic motives. Various laws are passed
laying out the extent of complying with the use of local raw materials.

Then there are problems which arise due to indiscriminate
issuance of licenses in the same industry. This brings about unruly
competition among the enterprises which are in the same industry.

Most South-east Asian Governments again insist on employing more local
people and interfere in the wage matters. Very often problems are
encountered for getting visas for the Japanese staff. Most governments
feel that having joint-ventures will make countries increase their
technical know-how, and so they again insist that loeal people should
be trained and their efficiency should be increased so that labour
turnover would be reduced. Sometimes some industries fear an absence
or non-establishment of industrial property rights and patent rights.
The Corporation taxes are very heavy inspite of the risks that have

to be undertaken. In case of Malaysia we have a company tax of 4O¥%.

Other factors which affect Private Investments in Southe
east Asia are fears of nationalization of industries or demand for
reduction of investment ratios. It could be seen that in Indonesia
during President Soekarno's period, industries of some countries
were nationdlised without compensation. The same problem was faced
in Burma once. Sufficient overhead capital is necessary but
unfortunately most South-east Asian countries lack in this particular
factor. But in Malaysia no such problem is faced. There are in-
flationary tendencies in some South-east Asian countries especially



in Indonesia where inflation is at 10% a year.

TABLE 4.6

FOREIGN ASSISTANCE TO SOUTH-EAST ASIA BY DEVELOPED
COUNTRIES 1967 (GOVERNMERT AND BILATERAL BASIS)

Gty e
United States 63.2
Japan 19.1
- Germany 6.8
France b2
United Kingdom 2.2
Netherlands 1.8
Australia 19.1
Canada 0.5
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Therefore, no doubt one would definitely agree that South~-
East Asian countries depend on Japan to a large extent for their
economic development. Ixcluding Vietnam, it can be seen that
Japanese assistance ranked the largest to the Southeeast Asian
region. Inhmofnluthtahlddutond.dhyd.nlop.d
countries during this period of 1967 was US§99% million, and
excluding Vietnam the figure was US$538 million which means that
out of US§994 million, USH4S56 million went to Vietnam,

Finally, in the private sector, the Japanese aid may not
be as remarkable as it is in the governmmental sector but in spite of
the so many restrictions placed on Japanese private investment still
Japanese investmentsin the South~east Asian region is on the increase.



CHAPTER V

INVESTMENT TRENDS AND ECONOMIC ASSISTANCE
TO MALAYSIA

We shall at t to show the relative importance of the
Japanese Investments in South-east Asia and Japan's economic
cooperation with West Malaysia in particular because good data is
not available for the whole country.

Japan's Investments

Japan's overseas investments have been growing in value
since the 1951 to 1957 periocd when the Japanese investments amounted
in value only to US$§785 million in a total of 367 projects. However,
at the end of the fiscal year 1969 which ended in March 1970, Japanese
investment overseas soared up to US$667.599 million and was accounted
for by 568 projects as shown in Table 5.1. The total Japanese
capital invested in March 1970 was US$2,682.9 million in a total of
3,167 projects. This Japanese investment overseas indieates that
Japan is playing a leading role in overseas economic development
mmm,:ocmofimltmthcmmm. machinery
and equipment, which is very vital towards achieving economic
development, is transmitted to the developing countries. More employ-
ment opportunities are created in recipient country. Japan also
gains tremendously as a result of the investments. As will be noticed
in the structure of investments a substantial part of investments is
concentrated in activities that are directly bemeficial to Japan.
These investments thus increase foreign trade of Japan with recipient
countries, which is of vital importanee because the Japanese economy
depends on foreign trade because #f a lack of natural resources in
Japan,

clearly that Japan is lacking in natural resourges and that since she
needs them, she readily helps developing countries to establish mining



TABLE 5.1

JAPAN'S OVERSEAS INVESTMENTS
(IN THOUSAND U.S. DOLLARS)

Fiscal Year Number of Projects Value
1951-1957 367 7,552
1958 78 64 4640
1959 123 53,062
1960 151 92,729
1961 133 164,811
1962 179 . 994425
1963 223 125,977
1964 193 120,291
1965 209 156,739
1966 _ 253 227,008
1967 306 | 274,867
1968 384 557,17%
1969 568 667,579
POTAL 3,167 2,682,854
Source: Data obtained through persomal interviews

uam-{mm.rhumtw
MMW. Wl m.
(1) Investments on Japan Government approval.

(2) The Japanese Fiscal Year starts in April in
each year.
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operations and later buys up the whole output of that mine as would
be shown in the later part of the chapter. et

The next important field of Japanese activity is manufacturing
where Japanese investment accounted for 1,087 projects, a sum of
US$721.5 million or nearly 27% of the total investments. Japan, as
can be seen is concentrating on more Investments overseas because of
the very fact that she lacks natural resources and also to process
thewe raw materials back at home she quuiru labour which at the
moment is in great shortage in Japan.” So it is in the interest of
Japan to invest in countries where natural resources are readily
available and then to semi-process this matural resources to a certain
level so that labour would not be wasted to do this im Japan. This
semi-processing of goods thus can be seen would be bemeficial not only
to Japan but also to the developing countries because the industrialisa-
tion process is speeded up and more employment opportunities are
created. Usually, developing countries are mainly primary producing
countries and to a certain extent there is underemployment. Japanese
investments in the basic industry of iron and steel is quite significant
taking up US§128.8 million or roughly 4.8% of the total investment.

The Japanese have their second largest overseas irom and steel
integrated plamnt, after Minas (a Japanese-Brazilian jointeventure) in
Malaysia on & joint-venture basis between Japanese investors and loeal
capital, Banking and Insurance too occupies a major part of investment
amounting to US§229.8 million or 8.6% of the total investment. Usually
it is not surprising to find that Japanese firms keep their accounts
in the Japanese Banks and have their insurance business done by the
Japanese companies due to nationalistic feelings. ven city banks
have opened 57 branches in 28 cities of 19 countries.® Seven city
banks and two long-term credit banks have 32 representatives situated
in 25 cities of 21 countries.

Japan's Private Investments region-wise are heavily con-
centrated in North America as Table 5.3 indicates. Japan's investments
in North America amounted to US$720 million accounting for 26.9%
of Japan's total overseas investments in 739 projects which as entage-
wise were 2}.,. In Asia J"..n.‘ investments amounted to US’SO!‘Nllmu
or 22.5% of the total investment in 1,379 projects which accounted
for 43.8% of the total projects. Japan's total private investments
in Southweast Asia accounted for almost 15% of the total private
investments.

Table 5.4 indicates that Japanese investments in Southe
east Asia concentrate particularly in extractive industries and in
consumer good industries. The table gives the structure of Japanese
investments in the South-east Asian countries. The bulk of Japanese
investments are concentrated in Indonesia because Indonesia is rich
in natural resources and the natural resources have not been developed

far Eastern Economic Review, Vol. LXX, No. 40, Op.eit. p.42.
ZAsahi Bvening News International 1969, Op.cit, pps 55-56.
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at all yet. Japanese investments in Indonesia amounted to US§232.8
million at the end of Disember 1970. The bulk of Japanese capital

is invested in mining activities which accounts for almest 45.3% of the
investment in Indonesia. In the manufacturing sector Japanese capital
has not been very impressive, accounting for only US§31l.5 millioh,

Thus this has been one of the reasons why the Indonesians have been sus-
picious of the Japanese intentions because as can be seen the Japanese
initially tended to concentrate on agricultural, forestry, fishery

and mining schemes rather than on the industrial sector. However,

the Japanese have now broadened their outlook and generally good
results have been achieved so far. It is interesting to know how the b
Indonesian generally react to the economic inroads made by the Japanese.
The Indonesians are aware that if they want their country to develop
they have got no alternmative but to allow foreign capital in., The
Japanese involvement is also met by more than Just suspicion because
there is also the element of fear. It is often thought whether the
Japanese will be content with trade only. In this type of situationm,
the Indonesians are giving the Japanese the bemefit of the doubt as
long as their services and capital is needed. In fact they are doing
exactly what they did during the Second World War period when they
acquired the military tactics from the Japanese and later used the

same tactics on the Japanese themselves and the Dutch to gain independence.

Some of the major Japanese trade firms to invest in Indonesia
are Mitsui and Company Limited which has joined hands with a local
agricultural cooperative in a ratio of 51‘3“ 49% to grow and export
maize in Lapang Province in South Sumatra. The project is not only
aimed at the promotion of Indonesian primary goods exports but also
at securing a constant supply of animal food for Japan. This area
at the moment in Sumatra is lacking in electricity, newspapers and
nur-umhttsmmummofth-.jnm.-u
the project goes into full swing. It could be noticed that with the
advanced of the Japanese an area which is of little use is becoming an
area of importance., Mitsubishi Shoji Kaisha Limited in a jointeventure

The Japanese firm of Toyo Menka Kaisha Limited has developed a wholly
owned subsidiary to develop the local fishing industry, The company
engages in shrimp trawling and operates a scientific fish hatchery.

It is also active in related industries such as construction of port

“Far Bastern Economic Review, Vol. LXVIII, Nos 13, Opscit, p. 53.
"hr Eastern Eeconomic Review, Vol. LXXI, No. 13, Op.eit, p. 58.

%Asahi Evening News International 1969, Op.cit, p. 4.

6Anh1 Evening News Intermatiomal 1969, Ibid, p. 53.



facilities and processing plants. Training of local fishermen

and supply of fishing boats will be provided. It is understood

that the success of this undertaking will not only contribute to the
business of the firm but also promote the Indonesian fishery industry.
This company is in the process of exploring 50,000 hectares of lumber
resoirces at Merants in Hast Kalimantan Jointly with local Indonesian
capital, This same trade firm through a techniecal tie up will

operate a joint venture for mixed spinning with Indonesia's state-owned
P,N, Sandang in the near future. It is surprising to see a Japanese
trade firm taking an active part in fishery, lumber and textile

Mo

The Japanese trade ' fTirm - Sumitomo Shoji has invested

in a number °£11 projects. It has set up a joint-venture with a 90%
interest in collecting, preserving and exporting ehrimps caught in
nearby seas, and has further agmmired rights of fishing shrimps in
Central Jawa in the future. Nine Japanese groups of Sumitomo group
have joined forees to set up the Indonesian Nickel Development

« The company at the moment is carrying out pilot mining of
Nickel in Halmahera and the neighbouring islands over a period of
five years, and when promising mines are discovered full scale
exploitation will be conducted and smelting works will be built with
a total investment of US$75 million. The Sumitomo group of companies
together with Teckokehu Oil and a subsidiary Fremch firm ‘has. ' -
digging rights to develop undersea oil wells off Sabah, Production is
experted to begin in 1972. Japanese interest has developed an oil
factory in Dumai Indonmesia, and the payment is to be made in erude
oil repayable equally in five years with anmual interest of 6%. The
Japanese firm Sumitomo plans to import the entire yearly output of
2 million kilolitres. This oil is going to be welcomed back at
home because of its low suphur content of 0.13% and thus can be
used in electric power and steel companies at a time when the question
of pollution is in the fere-front.

In the fields of construction teo the Japanese firm of
Sumitomo has been awarded a US§Ll2 million contract to build a
steam-powered plant with an output of 100,000 kilowatte at Tanjong
Periok, an outport of Djakarta, Sumitemo further resumed work on
a microwave network after a temporary suspension. The contract of
US$8 million to build the 1,200 kilometre microwave eystem between
D:imtnhnudmtnhnmmru-mmlMom
and American Companies.

The Japanese thus, as can be seen, are helping Indonesia,
& country of rich natural resources to develop the country with
Japanese capital and later buys the whole output of the project.
Japan has ventured into mining, petroleum, fishery and timber
industries through the main Japanese trade firms such as Mitsui,
Mitsubishi Shoji Kaishe Limited, Itoh, Toyo Menka and Sumitomo Sho ji
Kusha Limited. Japanese involvement in Indonesis has come about
mostly sinee the Indonesian Foreign Investment Law was passed in

-a’-



1967. Since 1967 Japan has became onme of the leading investors in
Indonesia, after the United States and Philippines. ‘Singce the Law
came into operation, Japanese capital investments in projects to7
the value of Us$232.5 million have been approved in 55 projects.
The Japanese investments are thus helping Indonesia to build
infra-structure indirectly, and as seen Japan's role in Indonesia
is tremendous. .

In the case of Thailand, the position is somewhat different.
In Indonesia the Japanese are exploiting the natural resources while
in Thailand the investments are concentrated in the manufacturing
sector. In Thailand the Japanese have been extending their influence
since the pre-war period because Thailand is the only Southeeast
Asian country which had not come under the Jurisdiction of the foreign
powers. The Japanese have concentrated in the consumer goods
industries. According to Takumi Hosahi, Japanese permanent represey-
tative to Escafe, the Japanese firms and agencies number about 250,
S0 conclusions can be made that Japanese influence is very strong in
the xlnsllu.

Textile and machinery industries are outstanding among
Japanese industries which have advanced into Thailand. Investment in
textile industry accounts for nearly 47% of the total Yapamese invest-
ment. dJapanese owned textile mills in Thailand include Toyo Rayon,
Teijin, Nippon Rayon and Shikishima Spinning. Toyo Rayon has established
thM'myMtih.aMlymdmbdﬂm. with two other
Japanese firms. This firm imports polyester and rayon staple fibres
from Japan for the production of synthetic textiles and fabrics.

mmorntmuu.mmtmrudum
hockdmhrncumm.-m-mmumldmrywdiuby
Japanese firms in Thailand. Well known Japanese automobile firms
such as Toyota Motor, Nissan Motor, Hino Motor, Mitsubishi Heavy
Industries and Isuzu Motor are engaged in lga.‘l asseubly of automobiles
and trucks from perts supplied from J. +° The Japanese investments
ummmmsaortutommotnnm:uwmmn
countries in Thailand., In addition to this a report in the Asahi
Shimbun, Japan Quarterly, 1969 stated that if a Japanese lived in
mmummcm.mm.hmurmuuhmum
in Japan. Ninety percent of the taxi-cabs and most of the Mlu.
d«tricfau.nunuunﬁuhumofhpuoum? Thus

e Straits Times, Wednesday, 11th August, 1971.

ahr Eastern Economic Review, Vol. LXVIII, No. 13, Op.cit.
P 510

hsali Dvening News International, 1969, Op.cit, p. 23.
1030ahi Shiubun Japan Quarterly, July-September, 1960.



it is not surprising to find that there are 10 projects in which the
Japanese have investments in the mamufacture of electric appliances.
Therefore, while on one hand it could be seen that Japan is
manufacturing consumer goods in Thailand, it is extracting raw
materials in Indonesia on the otherhand. ’

In Singapore due to the nature of the economy Japanese
capital is again concentrated in the field of consumer, and light
industrial goods, Japanese capital however, is insignificant in a
country like Singapore. The most probable reason for this is that
when Singapore can play the role of middleman moutﬁciutly. then
why should it be necessary to invest in Singapore.”~ Secondly
Singapore does not have a hinterland, These two factors most probably
could account for the insignificant Japanese investment in Singapore.
It is also foﬁ by the Japanese that the labour costs in Singapore
are too high, Nevertheless, Japanese capital is dispersed in a
wide range of consumer goods, to light industrial goods for use in
construetion work such as galvanised pipes, Steel Tabulap Products
and so on. One of the biggest and most successful Jjoint-ventures
between Singapore and Japanese investors im the Jurong Shipyard
Limited, This company has been very successful in the ship re
business and will shortly begin the tion to build 14,000 ton
Freedom Class of all-purpose freighters. The project would prove
that Japan does not throw away any chances and it establishes suitable
projects in suitable places. Here it can be assumed safely that the
Japanese would use these facilities here for their merchant fleet
and oil tankers which ply through the Straits of Malacea.

Japanese capital in the Philippines at the end of 1968
was only US§2l million in 26 projects whereas at the close of December
1970 as seen in Table 5.4, Japanese capital soared to US§73.3 million
invested in 76 projects. Thus Japanese investment had gone up by at
xmuuu-umununnmmumasu. but still
the Japanese investment is not significant at all, Although the
Japanese investors are happy tu Join the Milipino enterpreneurs in
many industrial projects that require huge capital outlays, the
Philippines official Rncy favours foreign loans rather ghan foreign
equity participation. Thus development loans are what Japan is
increasingly being relied upon by Filipine enterpreneurs thinking of
expanding their operations or developing projects which huge
capital outlays which cannot be obtained from the Republic. A large
Mozmwmmmwmmut

: Myper mastern Economic Review, Vol. LXXXI, No. 13, Op.cit,
pe 63.

' 12ar astern Boonomie Review, Vol. LIVITI, No. 40,
Op.cit, p. 65.

Asani Bvening Nows Intermationsl 1969, Opecit, p. 30.

Wper astern Tosmenie Soview, Vol. LXVIII, No. 13,

Op.cit, p. 63.



electrical appliances, electrical goods and extractive industries
mm‘mmmmm-m«mcnnnmlm
or credits. So it is evident that Japanese financing and equipment
have played a major role in thé on of the Philippine mining
industry especially copper fields. Most of the Philippines copper
mines have been established largely through Japanese financial
Mm,'&chmunnwmfcthmhnefdmg
equipment. The Japanese have readily extended these loans which are
uu,&dhthfmofcmmmh:ﬁmtom:o
consumers as soon as the mines are in production. Japanese mining
companies are even extending technical and financial aid to some

dthpddumcmudu-mm;thmmwmd

be noticed in the case of Indonesia and Philippines., This investment
Mphtbo“odmlomtetnmww
opdunpaamu,byhviumutomm-cnmm
techniques, with new employment opportunities, being among the out-
standing gains,

nmugn—mmm-ul«.. Cambodia and
muohu.hpnswchnmhwmtum
in Table 5.4. m-ou‘pumumum:mmtm
mmmumm.uamno:mpnw
instability and the war conditions that cloud over these countries.

constiuction sector.

Malaysia has traditionally been under the influemce of the
hiﬁdnﬁﬁlhouthtmthtmmah&tm“hqn
to 1957. nnmmmmmmmmmumna
um-—.unummmmma:ummm
Matorthwamumm“lufm
trade, while the Japanese concentrated in the operation of iron ore
m.mumunmmmummmhpmu
products in this country. But at this moment the Japanese capital is
mostly concentrated in the field of industrial production in the form
of joint-ventures with local interests. Under the system practised,

Jammnr-iﬂnch—ﬁnry,chmtmthhehnw-for

Upar Eastern Economic Review, Ibid, p. 63.



the joint-ventures, or they bring in semi finished products from
Japan for processing and packaging in Malaysia., In the first case
the Malayawata Steel Mill is a very good example where the Japanese
have supplied the machinery, equipment and the techniques of
production while the various electriecal appliances firms are good
examples of the second example, Japanese electronics industries
in Malaysia such as Matsushita, Sanyo, Toshiba and Roxy bring in
parts from Japan and assemble them here, thus contributing sube
stantially to the economic progress and industrialisation of the
area in general, Valuable foreign exchange is also saved.

Malaysia is following a policy of letting private capital
undertake its development, Ffrom this point of view, Malaysia has been
actively inducing foreign capital under the investment incentives
act 1968 which is designed to encourage the economic development of
Malaysia with local private capital. The incentives offered by the
Malaysian Government include Pioneer Status, investment tax c{zdih.
export inducements and other facilities to Pioneer Companies. A
Japan embassy official remarked, "For Japan of the 1970's these
inducements are opportune. In a new era of economic cooperation,
Japanese attention is now merely mot anly «an Trade expansion but also on
further developing the Intermational Division of Industry,®i?

mmnmnmuwmmm.wuoa.
Japan has invested a total of M$42 million in Pioneer Industries
which represent 11¥% of the total foreign investments in pioneer
industries and Japan fourth after Singapore with M$86.5 million,
Britain with million tq the United States with M$67.5 million
at the end of December 1970. 8

,Muc‘d’-tht‘thhpn.umcmgtommn
their position further. This is evident from the fact that more and
meuuMMv&dtW&. The leader of the
Jm“udl&.kuwmmddudhuﬂy
February, 1971 is reported as having said, "We are very interested
uymnvuhr:ldshtuduru.untht1t1:ourdnt7to
help developing coun eahwnnmtmottwmh
can have employment."? He added further that his country's intention
was not to exploit any country's natural rescurees for her own ends.
mrmmhmtlmnn;tohhmhaduiuluhmu
mmmtummmummum.utunm

lsl‘odml Industrial Development Authority, Investment

Incentive Act, 1968,
17 sunday Mail, April 11, 1971.
nhh:da Industrial Digest, First quarter 1971.

19&'. Shingeo Nagano is the Chairman of the Overseas Economic
Cooperation Council of the Japanese Government.
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would be too expensive because of transportation cost and the serious
shortage of labour which she is experiencing now. S0 i% is also in
the interest of Japan that she is willing to help developing countries
to industrialise. In Malaysia as a whole, Japan has invested a
total of US$53.8 million mostly in consumer good industries. A
substantial part of about 30% of the Japanese investment goes to

the mining Sector. The Japan Overseas Mineral Resources Development
Company acquired exploration rights from the Malaysian CGovernment in
1967 to engage in prospecting for ¢ at Mamut in Sabah in a jo:l.n&-,
venture in a ratio of 51% participation by Japan and the rest 1 .
Though the copper ore contents are as low as 0.06% of copper, this
project is attracting much attention in and outside Japan because this
will be the largest copper mine to be developed in Asia by Japan with
a total investment of Us$6omillion and with employment opportunities
for at least 1,000 people. Under the present plam about 20,000 tons
are té be mined daily under the open-pit system over ten years, and
the entire output will be shipped to Japan as in the case of Philippines
and Indonesia where Japanese mining activities are heavily concentrated
as shown earlier. The Teikisi Oil Company is prospecting in Sabah
for oil with other partners. Ironoghmumtmdinhhumd
lumbering activities are found in Sabaha

Malaysia-Japan joint ventures in West Malaysia on 29th
June, 1970 numbered about 33, and the distribution of Japanese
investments is well dispersed as shown in Table 5.5.

~ These joint ventures have not only brought about vast
private capital but also techniques and the required amounts of
machinery and equipment. In most instances manufacturers send their
engineers and skilled technicians to train the local trainees and to
supervise initial plant construction and initial operations. Alse
these firms have arrangements with parent plants whereby trainees
are sent in various phrases to the Parent Company to acquaire the
necessary skills which enable them to take over supervisory posts
vhen they have undergone their training,

According to Japanese Imbassy Statistics Japanese Jointe
Ventures employ about 6,000 people,Malajawata Steel Berhad being
the largest employer with 1,700 people while the rest employ less
than about 300 workers each. This is only direct employment and
there is also indirect employment created as a result of the activities
of these Joint-ventures in the areas of transportation and service
and other areas which supply raw materials to these industries.

Some of the investors in Malaysia include leading trading
houses and manufacturers such as Matsubhita, Sanyo, Roxy and Toshiba
and quite a number of manufacturers who have their parent companies
in Japan. In the early stages these manufacturers just marketed

20 gani Bvening News International 1969, Op.cit,

pe 31,



their goods to Malaysia but on finding that their goods had ready
markets in Malaysia, with the favourable investment climate, they
have established joint-ventures with leeal interests in percentages
as can be seen in Table 5.5. These trading companies produce
electrical appliances such as refrigerators, stereograms, television
sets, air-conditioners and electrical fans. They usually make use
of local raw materials as far as possible., This has given rise to
related industries manufacturing component parts. For instance
Mr, S, Yamagaki, the Managing Director of Sanyo Electric Berhad is
reported to have said, "Cabinets for television sets are made at our
mwmm-u&mmmmwmmw
plastic manufactures'. Another Japanese joint-venture plastic
industry supplies plastic sheets to refrigerator msnufacturers for
the interior lining and parts. It is natural therefore economic
development is enhanced, as more and more firms spring up and the
firms became interdependent on one another.

From Table 5.5 it is evident that numerous Japanese leading
companies such as Marubeni Iida Company, Toyo Menka, Nissho Iwai,
Mitsui, Sumitomo, Itoh Company, Kawasmki Steel Corporation and
numerous others have invested in a variety of industries ramging

on :
of exchange of letters signed on November 1966. Under the agreement
Japan is to supply Malaysia Yen Credits totalling UsS§50 million over
a period of five years. Two thirds of the amount was to be supplied
te of the Export-Import Bank of Japan and 13 céommercial
banks while the remaining one~third was to be from the semi-official
Overseas Economic Development Cooperation Fumnd. Eligible projects
under this loan are shown on Table 5.6 together with the amount of loan
grented and the amount of loan that has been used up. From Table 5.6
we can see that 16 projeets have been signed for under this contract,

Yen 5,584.6 have been allocated. Eligible projects under the loan
include telecommunications facilities, improvement of radio and

television network in EHast and West Malaysia and the establishment
of a textile factory by Majlis Amsmah Raayat (MARA) at Kajeng. A

Zlone Sunday Madl, April 11, 1971.
22)sahi Bvening News International 1969, Op.eit, p. 28.
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sample agreement which is to be signed between Malaysia and Japan
when necessary details have been finalised is given in Appendix I.
Article 2 of the agreement comments on the way the proceeds of the
loan can be used.

" "Malaysia shall, for the implementation of the Kuala
Johore Baharu Microwave Project, apply the proceeds of this Project
Loan to importing and or purchasing of Japanese products and or
technical services in compliance with a contract which is to be
entered into between a Japanese exporter and a Malaysian importer or
purchager”, Article IV comments on the interest rate, "Malaysia
shall pay to Banks interest at the rate of 5¥% (5,75%) per annum on
the prineipal amount of this Project Loan advanced and outstanding
from time to time.” It was mainly these two articles which led the
then Prime Minister of Malaysia to condemn the Japanese Loans because
rigidity and "ungenerous" aid which Tengku Abdul Rahman said
moqunlattoﬂuuhythdchtwudhnuwtunﬁu

hand because of the high rate of interest when
compared to loans given by other

H
g
&
:

over foreign loan, However, it is interesting to note that it is hoped
thtbylmﬁmmlddmhlﬂofm&ouhueulmto
towards Foreign Afd, and when this is achieved Japanese fopeign aid
will reach a new height of US$12,000 million. Thue this augers wéll
for relaxation of terms for future loans to Malaysia and the developing

Viewed in this light it is somewhat unfair of some Government
leaders to voice their dissatisfaction on the loans made and the
supposed "harsh" terms imposed on these loans. The former Prime
mm.mmmmmmm’mnuunf
this "unfriendly” attitude on the conditions of loans but it is all too
clear that he has failed to see the difficulties of the other party.



CHAPTER VI
CONCLUSION

Japan, as can be seen from the foregoing discussion, has
made its economic presence felt in South-east Asia from relatively
early times. This is because Japan is a country which is deficient
in raw materials and to overcome this shortage she has had to
import almost every item of industrial raw materials. Twenty
percent of Japan's imports in 1969 were made up of fuels which is
of vital e to keep the wheels of a highly advanced country
revolving.” Imports of other crude materials in the same year
were 35.9%. These figures therefore prove that Japan is deficient
in raw materials. When looking at her exports it can be seen that
almost all her exports consist of capital and consumer goods. As a
result of this situation, Japan's imports from the South-east Asian
region which began as early as 1918 when sound data on trade relations
between Japan and South-east Asian countries is available accounted
for at least 8% of her total imports. Even in very recent times the
Japanese imports from South-east Asia are in the region of 10% of
her total imports which represent Us$l,508.7 million in value, a
twelve-fold increase in monetary terms over the value of total imports
of 1950 which represented 10% in terms of percentage but Us§l2h,3
million only in value. Thus Japan has been importing increasing
amounts of South-east Asian ts. The import of crude materials
and mineral fuels sonod 84.4% of Japan's total imports from South-
east Asian region.,” Therefore Japan's imports from South-sast Asia
are mainly raw materials.

In 1950 Japan exported 15.6% of her total exports to South~
east Asia which were valued at US$127.6 million but in 1969 Japan's
total exports to South-east Asia represented only 11.4% which were
valued at US$1,814.4 million, showing almost a fifteen~fold increase.
Thus, it would be very misleading to compare the percentage figures
only. The exports of J to South-east Asia are mainly consumer
and capital goods only.

1pefer Table 3.7 (b).
2pefer Table 3.7 (b).

SRefer Table 3.7 (a).
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It was shown that between 1948 and 1968 Japan's influence
in Thailand's trade increased tremendously, not only in terms of
percentage but also in terms of value. It clearly shows the influence
of Japan over the Thai economy which led to buge outerys from the
Thais against Japan's role in Thajland., It can be seen that in
1948 Thailand's exports to Japan were only US$0.3 million which
represented only 0.3% of Thailand's total exports. But in 1968
Thailand's exports to Japan increased to US§147.4 million which
constituted 81% of Thailand's total exports. But in the similar
period, the growth of imports from Japan were greater. In 1948
Thailand's imports from Japan amounted to US$2 million or 2.3% of
Thailand's total imports but in 1968 imports from Japan rose to new
heights of US$§356.4 million or 34,.3% of Thailand's total imports.

Thus it can be goncluded that Japan's role in the Thai ecomomy has
inereased greatly and thus it is no secret why there is anti-Japanese
sentiment in Thailand, whose peoples feel that Japan is only interested
in a one-way traffis, and, if no immediate steps are taken to rectify
the trade balance, Thailand would soon became an economic colony of

Japan.

But in the case of Malaysia the situation is just the
reverse. Malaysia has been exporting more and more of her exports
to Japan while her imports have remained constant over a long period
of time. In 1964 Japan absorbed 14.4% of sia's t exports
while in 1969 Japan absorbed 34.5% of Malaysia's exports.* This
shows that Japan has accounted for more than one-third of Malaysia's
total exports in 1969. Japan's share in Malaysia's total imports has
decreased from 9.6% in 1 to 7.9% in 1969 but in volume Malaysia's
imports from Japan has inereased from US$100.7 million to US$133.4
million.

Looking briefly at the Philippines it could be observed
that in 1950 the Philippines accounted for 6.8% of her total exports
to Japan while the Philippines accounted for 5.5% of her total imports
from Japan. In 1968 it can be noticed that Japan's role in the
Philippines' economy increased tremendously because in that year Japan
accounted for 46.9% of Philippines' total exports and accounted for
32.1% of Philippines' total imports. Thus this shows that nearly
half of Philippines' export trade is with Japan while one-third of
her import trade is with Japan. It can be seen that in 1969 Singapore
sccounted for 7.l1% of Japan s total exports while she accounted for
16.3% of her total imports from Japan.

Thus, it can be seen that Japan depends to a very large
extent for her imports from the South-east Asian region. It is
therefore observed without any doubt that the South-east Asian
region supplies the raw materials that are necessary to keep the
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industrial wheels of Japan revolving, and this region also supplies
the market for the manufactured goods which are churned out by the
hungry machines. During the late thirties and early forties, Japan
tried to get thése raw materials from South-east Asia through a
short-cut method that is through war. But she was defeated in 1945
and since then Japan has openly declared that Japan's "peace"
Constitution rules that Japgnon tropps will never be sent abroad
to wage war against others. :

It has been shown that one-gquarter of Japan's total
Government and Private aid was allocated to the South-east Asian
region between 1964-1968. In terms of value this aid amounted
to US$883,1 million, of which the South-east Asian countries of
Phili es, Indonesia and Thailand received the major share which
was 9.8%, 8.2% and 3,5% respectively of the total aid. When one
looks at this point that Japan is chanmnelling one-quarter of her total
governmental and Private Aid to South-east Asia, then it is again
certain that Japan is playing a major role in the economic affairs
of the Southeeast Asian region as it has been seen earlier on that
Japan accounts for the major share of South-east Asian exports and

m'o

In analysing the total governmental and private aid further
it would be seen that the South-east Asian region accounted for 4O¥%
of Japan's Governmental Aid between 1964<1968.° The greatest portion
of the governmental aid went to Indonesia and the Philippines which
accounted for 20.4% and 12.7% of aid respectively. Indonesis and
the Philippines received the greatest aid because war reparations
formed the bulk of the Offiecial Development Assistance. Further
loans were granted on these war reparations. If not for the assistance
from Japan, Philippines would have had serious balance of payments
problems, In terms of Private Capital South-east Asia has received
insignificant amounts which the Japanese attribute to the various
reasons given in Chapter IV. The Developing countries such as Indonesia,
Thailand and Singapore, which in the past have cagerly welcomed the
formation of Japanese enterprises, lately have begun to become more
choosy in allowing their emtry for ensuring their own economic,
independence and progress. These countries have already or are due
to embark on such new moves as prewenting Japanese from buying up
Local enterprises or imposing controls or investments in joint
ventures, The best example is reported to be in the case of Indonesia.
Since 1967 Indonesia had allowed unrestricted foreign investment but
in 1970 the country decided on a mew policy to give priority te
sanctioning foreign investments in fields contributing to its economic

Spar Eastern Economic Review, Vol, LXIX, No. 30,
July 23, 1970, p. 26.
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growth; and in November of the same year, banned new cases of foreign

investment in its present light industry covering 30 types of
manufactures. .

i3 Japan's External Trade Organisation and major Japanese
traders report that Indonesia has begun to ban buying up of loecal,
small and medium industries, and also to give priority to ,unt:loning
of cases enabling Indonesia to acquire foreign techmology.’ This is
definitely the right thing to do because the Japanese should leave
small and medium industries to local enterpreneurs and should
concentrate their attention and capital on developing 'sophisticated’
industries where actual assistance is required. As for Thailand and
Malaysia, they are reported to have became not only more selective in
sanctioning foreign investments and setting ceilings on investments
in joint-ventures but demanding would-be &ncestors to use their
nationals in management as well as technicians, Thailand, the Japan
Economic Journal continues, is in the process of planning to revise
its foreign investment law to favouf foreign investments aimed at
creating industries which would export their output to third nationms,
whereas it had so far welcomed investments which would curb its
imports. This attitude of the Thais is only natural as it has been
shown in earlier chapters, that there are fears in Thailand that

the country might become a Japanese colony.

Therefore, it would be seen that Japanese investments in
the manufacturing sectors in South-east Asia, especially in Philippines
and Indonesia, are very significant. Japan cah be seen now to be
concentrating on the development of natural recources in almost all
the South-east Asian countries. Most of the mining activities in
South-east Asia, as was shown earlier, have obtained their finance
mainly from Japan. Japan at first helps to establish mining activity
and at the same time makes an agreement to purchase all the output
tha$é is produced from these mines for use in Japan. Thus after
financing mining activities, payment is made in the form of products.

Japanese leaders have recently called on the countries in
Southeeast Agia to join hands and work together, so as to make the
1970's a decade of progress and prosperity. Japan has been having
regular ministerial level conferences on Economic Development of
Southeeast Asia with the South-east Asian countries. The last
conference - the 6th Ministerial Conference which was held in Kuala
Lumpur from 3rd to 5th May was attended by 9 countries - the Republic
of Indonesia, Japan, the Khmer Republic, Laos, Malaysia, the Republic
of Singapore, Thailand and the Republic of Vietnam., The Khmer
Republic was unanimously welcomed as & full participant of the
Conference. The South-east Asian countries should hold more conferences
1like this and have more economic cooperation among themselves with Japan

7!']» Japan Economic Journal, February 2, 1971.
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which has been recognised as a world power. It is no use for the
South-east Asian countries joining together and promising to cooperate
with each other. For instance, it is definitely better for the
Association of South~east Asian countries (ASEAN) to have Japan as

a member of the Association, if not a full member then at least an
associate member. These ASEAN countries are mainly primary producing
countries and what can they do by coming together when they all deal

in primary products.

The 4th Ministerial Conference for Economic Development
of South-east Asia called on the Asian Development Bank to study
South-cast Asia's economy in the 1970's. An expert group met to
determine the major zuuﬁon- to be studied and worked by 12 consul-
tants who came from 6 different countries within and outside the
region. The report says that South-east Asian countries can expect
to enjoy a rapid rate of economic development in the 1970's, but
much will depend gﬂ the internal policies which countries adopt at
the present time.” The report continues to say that the import-
substitution strategy should be changed to export-orientated industries
because such policies would help to realise the potential of the
"Green Revolution", by establishing firm ground for growth of com-
petitive industries which would earn foreign exchange through expanded
trade and would stimulate private foreign capital. Professor Hla Myint
in his Overall Report in the study says, "To concentrate only on
policies to raise the rate of growth of natiomal output while
neglecting population control is like fighting with one arm tied
behind one's back".

The Japanese Foreign Minister Mr. Aichi told the Ministeral
Conference that the Asian Development Bank's analysis provided his
Government with more useful and penetrating suggestions which would
help the Japanese in working out their development strategy. He
continued to say that the major fields where direct attention must
be focussed is on agricultural development, promotion of manufacturing
industries, the consolidation of the infra-structure snd the
development of manpower.” In the economies of South-east Asian
countries, agriculture remains the crucial sector. The "Green
Revolution"” has brought about notable progress in some countries and
diversification of crops is also in progress in this region. Still
further efforts are needed to raise productivity and reduce costs,
otmﬂcumunm-u-m-mhnhmm, thus
domestic savings would not increase. For this purpose, welle

'Ad.u Development Bank, Southeeast Asip's Economy in the
1970's, Annual Report, 1970.

Yuxtracts from Mr. Afchi's speech at the Gth Ministerial
Conference.

J.Om Development Bank, Op.cit, p. 47.
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integrated planning, involving a number of key factors including
dissemination of improved techniques, identification and improvement
of suitable crop varieties, programs for improved irrigation,
transport and storage facilities, credits for farmers, will be
inecreasingly necessary and the Japanese Government is resolved to
extend further techmical and financial cooperation on an expanded
basis to assist in the programs that may be undertaken by the
countries of the region. 4

Speaking of industrialisation, many of the South-east Asian
countries have gome through various phases of industrialisation
mainly designed to meet domestic requirements, In order to further
promote industrialisation and to encourage export-oriented industries,
greater consolidation and improvement in the industrial foundation
is required, Also efficient industrialisation requires the economies
of scale, which in turn may require consideration of a complementary
relationship or division of labour on a regional scale. This proposal
he said, poses a number of difficulties but they can be overcomed
later. So in the field of industrialisation, Japan wishes to extend
effective cooperation, technical as well as financial, through basic
surveys, feasibility studies on specific industrial projects as well
as in fields of industrial infra-structure. The Japanese Goverament
is also keen on comtributing to the promotion of industrialisation
in the South-east Asian region by encouraging private investments which
respond to the requirements and needs of the countries. In the field
of infra-structure, the Conference already has the Co-ordinating
Committee of Senior Officials on Transport and Communications with
respect to manpower which constitutes the foundation for development,
a number of diverse areas such as population, public health, education
and training., The Foreign Minister further said that it was encouraging
to note that many regiomal cooperative efforts in this area were
under way.

Mr, Masao s.—u.u in the same conference made an assessment
of Japan's coopdration with the developing countries. The total
flow of financial resources from Japan to develo countries in
1970 exceeded US§1,8 billion and was 0,93% of Japan's gross nationmal
product, The total flow of financial resources from Japan to the
South-east Asian region was US$496 million representing an increase
of 47% over the previous year or 27% of Japan's total assistance.
Japan's offiecial development assistance to this region amounted to
US$193 million, an inereased from 38% of the total in 1969 to L42%
in 1970. This amount was made up of grants, including technical
cooperation of US$75 million, and official development loans of US$118
pillion. In the area of technical cooperation, Japan received 659
trainees and dispatched 443 experts to the region. In addition to
this, 108 youths were sent out as overseas econmomic cooperation
volunteers, Mr. Masao Sawaki further added that these figures were

n'llr. Masao Sawaki is the Director-General of the Economic
Cooperation of the Ministry of Foreign Affairs.



a testimony to the basic policy of the Japanese Government which
attached great importance to cooperation with the South-east Asian
region in their development efforts. He also touched on the present
status of the question of aid untying. It ie evident that the tied
aid which the Japanese Government gave to developing countries has
strained Japanese relations with the developing countries which are

of the opinion that Japan is exploiting them. The conference was told
that most of Japan's contributions to the multi-lateral institutions
were untied including Japan's contributions to the multi-purpose
Special Fund of the Asian Development Bank, .In fact he anticipated

loans will be sometime after spring next year.

Japan in addition gave an assurance at the ministerial
meeting that a large portion of her foreign assistance will continue
to flow to countries in South-east Asia. This assurance was contained
in the Joint Communique issued at the end of the three day Ministerial
Conference for economic development of South-east Asia in Kuala
Lumpur on S5th May, 1971. The Communique, among other things said
that Japan would do its utmost to achieve the target of 1% of Gross
National Product (GNP) by 1975 as flow of financial resources to
WMoMu.ampputof'uchmlmﬁmch flow to
South-east Asia.



APPENDIX I

Project Loan Agreement, concerning Kuala Lumpur-Johore
Bahru Microwave Project, dated .ceveceveceses between The
Export-Import Bank of Japan, The Bank of Kobe, Ltd., The Bank
of Wg Rdo’ The Dai~Ichi hnk‘ Ltdo’ The Daiwa Bank, Ltd.,
The Mi hlk, Luo' The Industrial Bank of :l’." I‘tdo’ The
Mitsubishi Bank, Ltd., The Mitsui Bank, Ltd., The Nippon Kangyo
m' L“o' The Sanwa hlk' Ltdo' The Sumitomo m' Ltdo’ The
Tokai Bank, Ltd. and The Long-tern Credit Bank of Japan, Ltd. (the
aforementioned fourteen banks being hereinafter referred to as
"BANKS"), the party of the first part, and the Government of Malaysia
(hereinafter referred to as "MALAYSIA"), the party of the second part.

In order to extend, for the implementation of Kuala Lumpur-
Johore Bahru Microwage Project, project Loan as referred to in the
General Agreement entered into between BANKS and MALAYSIA on the
date of September 12, 1967 (hereinafter referred to as "General
Agreement”), BANKS and MALAYSIA herewith conclude the following
Pro ject Loan Agreement.

Article I
Amount of Project Loan

BANKS agree to lend to MALAYSIA, on the terms and conditions

in this Project Loan Agreement set forth or referred to, a principal
amount up to the limit of ONE HUNDRED EIGHTY-ONE MILLION ONE HUNDRED

FOUR THOUSAND YEN (¥181,104,000.-), provided, however, that in case
a cumulative total of advances under this Project Loan shall have
reached the said limit, BANKS shall make no further advance.

The last advance of this project Loan shall be made not
later than November 30, 1974, and no further advance under this
Project Loan shall be made by BANKS thereafter, unless otherwise

agreed to by BANKS,
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Artiele II
Use of Proceeds of Project Loan

MALAYSIA shall, for the implementation of Kuala Lumpure
Johore Bahru Microwave Project, apply the proceeds of this Project
Loan to importing and/or purchasing of Japanese products and/or
technical services in compliance with a contract which is to be
entered into between a Japanese exporter or supplier and a

Malaysian importer or purchaser,

The application to BANKS for approval of the contract
is to be presented not later than Jamuary 31, 1972, unless otherwise
agreed to by BANKS in specific cases.

Article IIIX
Repayment of Principal

MALAYSIA shall repay the principal amount of this Project
Loan in accordance with the amortigzation schedule as set forth in
the Annex to this Project Loan Agreement.

ARTICLE IV
Interest and Payment thereof

(1) MALAYSIA shall pay to BANKS interest at the rate of five and
three quarters percent (5.75%) per annum on the principal amount
of this Project Loan advanced and outstanding from time to time.

(2) MALAYSIA shadl pay to BANKS on March 10 of any year the amount
of interest that has accrued up to February 9 of the year from
August 10 of the preceding year, and on September 10 of any year
the amount of interest that has accrued up to August 9 from
February 10 of the year.

But after the date of the last advance of thi
Loan, MALAYSIA shall pay to BANKS on February 10 of any
amount of interest that has accrued up to February 9 of y
from August 10 of the preceding year, and on August 10 of any year
the amount of interest that has accrued up to August 9 from February
10 of the year,

olwn



(3) The amount of interest shall be computed for each of the periods
during which the outstanding principsl amounts of this Project Leoan
remain the same respectively between August 10 and February 9 or
February 10 and August 9 in each case stipulated in Section (2)
above. The computation shall be made on a daily basis, using a

Article V
Incorporation of General AMnt

. All the provisions of General Agreement are incorporated
into this Project Loan Agreement and made a part hereof,

Article VI
Miscellaneous

This Project Loan Agreement may be referred to for the
sake of convenience as "Project Loan Agreement No, 15, (for Kuala
Lumpur-Johore Bahru Microwave Projeet)” in letters or documents
between BANKS and MALAYSIA concerning the implementation of this
Project Loan Agreement.-

IN WITNESS WHEREOF, BANKS AND MALAYSIA, acting through
their representatives thereunto authorized, have caused this Project
Loan Agreement to be duly executed in duplicate in the English Language
and signed in their respective names and delivered at the office of
the Export-Import Bank of Japan, in Chiyoda-ku, Tokyoe, Japan as of
the day and year first above written.,

The Export-Import Bank of Japen The Government of Malaysia
acting on ite behalf and as

attorney-in-fact for

The Bank of Kobe, Ltd. » . Mohamed Osman
The Bank of W;- Ix:::‘ muﬂ:w and
The Daiwa Bank, Ltd. -

The Fuji Bank, Ltd.
The Industrial Bank of Japan, Ltd,  The Sanwa Bank, Ltd,

The Mitsubishi Bank, Ltd. The Sumitomo Bank, Ltd.
The Mitsul Bank, Ltd. The Tokai Bank, Ltd.
The Nippon Kangyo Bank, Ltd. The Long=-Term Credit Bank of Japan, LTD

w: Tadashi lshida
President, The ExporteImport Bank of Japan
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Annex

Number of Instalments
, | St
2.
-2
k.
5
6.
7s
8.

15.

17,
18,
19.
20.

22,
23.
24,
25.
26.

Amortization Schedule

Date Due
February 10, 1976

February 10, 1977

August 10, 1977
February 10, 1978
August 10, 1978
February 10, 1979
August 10, 1979
February 10, 1980
August 10, 1980
February 10, 1981
August 10, 1981
February 10, 1982
August 10, 1982
February 10, 1983
August 10, 1983
February 10, 1984
August 10, 1984
M ID| lm
August 10, 1985
February 10, 1986
August 10, 1986
February 10, 1987
August 10, 1987
February 10, 1988
August 10, 1988

Total

- 110 -

Mnt in Yen

64965,550
6,965,538

- 6,965,538

6,965,538
64965,538
6,965,538
64965,538
64965,538
64965,538
6,965,538
649654538
64965,538
64965,538
6,965,538
64965,538
6,965,538
6,965,538
6,965,538
6,965,538
64965,538
6,965,538
649654538
649654538
64965,538
6,965,538
6,965,538

181,104,000
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