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TI ME

FUTURE OF ASIA IN THE 21ST CENTURY
REDEFI NI NG AN EAST ASI A ECONOM C GROUPI NG

I would like to thank the organiser for this
invitation to speak on a subject of such significance
to Asia, in particular East Asia in the future.

2. To predict the future we nust study the past, at
| east the recent past and of course the present
situation. Cbviously the past and present will

i nfl uence the shape of things to cone, the future.

3. The end of the Pacific War saw alnost all the
countries of Asia and East Asia in particular in a

nmori bund state. China, Japan and Korea suffered nost
fromthe Pacific War. The countries of Southeast Asia
reverted to colonial rule, having | argely changed hands
fromwestern colonial powers to Japanese colonial rule
and then back to the Western power. Under col oni al

rule these countries were not free to develop and the
col oni al powers confined these countries to the
production of primary commodities to be exported to
their countries, converted to manufactured products and
re-exported to themand to other countries. The war
destroyed even these commodity-produci ng econoni es.

4. Japan was devastated. Its industrial capacity was
destroyed and its trade negligible. China had to

fight a civil war while Korea was torn into two by the
Allied forces and the Communi sts.

5. Such was the confidence of the victors that the

def eated eastern countries would never recover that a
condition inmposed on Japan was that it must not spend
nore than one percent of its GD.P. onits mlitary
forces. The GD.P. of Japan in 1945 was m nute. But
today one percent of Japan's G D.P. is higher than the
budget for arnms of nost of the devel oped countries.

6. W know today of how Japan rebuilt itself in
record time to becone the second nost powerful econony
in the world after the U S. South Korea then foll owed



suit, appearing al nost from nowhere to beconme a great
manuf acturing and tradi ng nati on. The hermit country
is hermt no nore.

7. The Sout heast Asian countries adopted their own
way towards growt h and devel opment. Bereft of capital
know how, nmanagenent and tradi ng expertise, they
invited foreign investors to help change their
agricultural econony into a manufacturing and trading
econormy. Mking use of their |ow | abour cost and the
skill of their workers they hel ped in making | argely
Western enterprises to becone conpetitive again, to
chal | enge the Japanese juggernaut. Not to be outdone,
t he Japanese, the Korea and even the Tai wanese invested
in the Sout heast Asian countries. And so these mainly
ex-colonial territories seened set to give the

Eur opeans and the Americans a run for their noney.

8. Such was the progress of the East Asian nations

that many industries of Europe and Anmerica had to close
down. Steel, shipbuilding, autonotive industry, etc.

of the West folded up unable to conpete with the high
quality low priced products of East Asia.

9. An unprecedented prosperity was experienced by
nearly all the East Asian countries. Indeed it seened
a matter of tine before East Asia would dominate the
econony of the world.

10. China remained insular at first and refused to
join in the Asian industrialisation programe. But
Deng Xi aopi ng dragged the country into the world of
conpetitive trade and within a few years Chi na becane
an industrial giant.

11. There was talk that the 21st century was going to
be the century of Asia. There seens no stopping Asia.
The mllions of hard working skillful and highly
intelligent work force was set to churn out all the
manuf act ured goods of the world at a fraction of the
cost.

12. Japan had set the exanple. \Wereas the Wst
believed in | ow volune and high margin of profits,
Japan opted for high volume, |ow margins and dom nant
mar ket share. As soon as the Japanese mastered the art
of making quality products their market share grew
until there was practically no roomfor the products of
t he West.

13. When the Koreans, the Chinese and even the

Sout heast Asi ans al so adopted the Japanese strategy,
the signs on the walls for Western countries becane

om nous. Perhaps there was no concerted action to stop
the Eastern juggernauts. But whether there is or not,
the fact remains that certain actions were taken to
curb the Eastern chal |l enge



14. When South Korea | ooked |ike becom ng a second
Japan, a new termwas coined to describe its economc
performance. It was called a Newy Industrialising
Country. It was a flattering acknow edgenent of its
success but Korea soon learnt that as a NNC, it nust
face restriction to its trade. It was accused of al

ki nds of mal practices and it was subjected to
countervailing acts.

15. Japan had been accused of public/private sector

col | aboration, termed Japan Incorporated by its western
conpetitors. This was regarded as unfair. But it was
too late to act against Japan. Now Korea adopted

nearly the sane approach. Through strong support for
certain corporations Korea was able to build up huge
congl onerates known as “chaebol s', the Korean
equi val ent of the Japanese Zai batsu. These corporations
wer e hugely successful and their products were able to
conpete in the international markets.

16. A press canpai gn agai nst the chaebol s was nounted
and certain countries openly condemed the " chaebol s'
as cronyism The nature of the Korean political system
canme under attack, as were its strategies for

devel opnent. Political and | abour unrest were

encour aged.

17. I ndependence was once sacred. After all nmany
countries fought to free thenselves fromthe col oni al
yoke in order to rule their own countries thensel ves.
For a time their independence was respected. But soon
these countries were accused of all kinds of

m sdenmeanors and abuses. There is sone substance in
this accusation but if anything is to be done it is the
i nternational community that should do it. Instead
certain countries which were in the past guilty of
expl oitation of the former col onies had taken upon

t hensel ves to act against the allegedly guilty
countries. In particular the focus was on | abour
practices and human rights.

18. Despite the harassnments, the countries of East
Asia continued to grow and to conpete successfully with
the old industrial countries. Although it was said to
be unintentional, the downfall of the East-Asian
countries was finally achieved by devaluing their
currencies and insisting on adoption of certain
prescri bed business practices. Public/private sector
cooperation was nmade out to be al nost crimnal and
government officers found hel ping the private sector
were actually charged with corruption for doi ng what

t hey had been doi ng always in the past.

19. Between the currency deval uation and the so-called
canpai gn for good corporate governance, the recovery of
t he East Asian econony was effectively hanpered.



Admi ttedly, corporate governance should be nore
transparent but the suddenness of the inposition of
stringent rules and regul ati ons governi ng busi ness
practices have nade recovery of the corporations
difficult. Indeed many of East Asian corporations were
unable to recover and had to be sold off to foreigners.

20. Today one hardly renmenbers the hal cyon days when

t he East Asian countries |ooked set to conquer the
world. Al of themare in distress and sone apparently
cannot recover, try as they mght. Wiy is it that

t hese countries which had so successfully risen from
the ashes of World War 11, are now so incapabl e of
repeating their past performance, repeating the magic
that propelled their devastated econom es to becone
econom c tigers and dragons, admired for the mracles
t hey perforned.

21. The answer lies in their |oss of self-respect and
sel f-confidence. Al nost w thout exception they believe
that they were guilty of unacceptable practices when
they rebuilt their econom es after the devastation of
war or the dead wei ght of colonial rule. They believe
that to gain respect they nmust do everything the way
the western countries are supposed to do. Even when
they discover that in fact their detractors were
actually far from practising what they preach, they
cannot bring thenselves to do their own thing. They
struggle on to reformthe way they are told they
shoul d. They accept the remedy prescribed without
guestioning whether it is suitable for themor not.

22. On the surface of it, the reforns prescribed are
good. But as always there is no one prescription for
all illnesses. The countries of East Asia are
culturally very different fromeach other and so are
their business practices. It is not necessary that
refornms should take only one form There should be
ot her ways, which can nake busi ness and econom c
managenent acceptabl e and yet not be so disruptive.

23. One thing is certain. Sudden changes in the way

of doing anything are disruptive. No matter how good

is the reform instant adoption will disrupt and damage
rather than yield the expected results. W should

t heref ore al ways be circunspect when adopti ng new ways
of doi ng things.

24. The difference between what we have been doing in

t he past and what we are told to do nowis centred on
the concept of free market. The idea that a free

mar ket is good has becone not only an obsession but has
been nade sacred. No one nust question the rightness
and the goodness of the free market.

25. The free market we are told is the ideal way to
determ ne what is right and what is wong, to regul ate



itself accordingly and to ensure that only the best
wi Il serve human society. The free market will

det erm ne who shoul d drop out and who should go on to
succeed. The free market will ensure the survival of
the best. The free market will discipline itself and
it will discipline the governments.

26. The nost inportant factor which ensures that the
free market delivers the best is free conpetition. The
winner will survive and the loser will be elimnated.
For conpetition to yield this result the playing field
must be level, i.e. the rules of the gane nmust be
applied to all, big and small, established or new
Wth the field |l evel the conpetition would yield the
best result.

27. But is this really true? If a level playing field
is all that is needed, then why is there a rush to
beconme the biggest and the nost powerful conpetitor in
the fiel d? Wy do we see nergers and acqui sition and
nore nergers and acquisition until the players becone
enornous and donminating the field? Coviously it is
because in a level playing field the size of the
contestants counts, counts so nuch that conpetition
will actually be prevented.

28. W are famliar with the Japanese and Korean

congl onerates. They are big and present a formdable
force against conpetitors. But they are big not

t hrough acquisition or nerger. They are big because
they decide to expand in related directions through
setting up their own subsidiaries. Al of them expand
in practically the sanme direction and they and these
subsi diaries conpete with each other and with the rest
of the world. They are not nonopolies. They are big
but not overwhel mi ngly dom nant.

29. But today, nergers and acquisition are |leading to

a situation, if not of nonopoly, certainly oligopoly.
The weak has been elimnated and no new pl ayer can cone
in. It would be suicidal for any new player to enter
the autonotive industry for exanple. In turn, the
nunber of corporations in one industry is going to be
so reduced that a practical nonopoly will emerge. WII
this be good for the world, for business, for the
econony of countries, especially the weak countries?

30. Conpetition is good but in actual fact we are

wor ki ng towards the elimnation of conpetition. It is
doubtful that the need to do better will influence
conpani es when t hey have becone too powerful or they
nonopol i se.

31. The free market demand that there be deregul ation
The airline industry was doing quite well and serving
the public satisfactorily until the industry was
deregul ated. Any airline can fly anywhere with any



standard of service. It was believed that service
woul d i nprove because of strong conpetition

32. The only thing that happens was a | owering of
standard in the service provided and even in the

mai nt enance of aircrafts. Several crashes were
attributed to | ow mai ntenance standard. And many good
airlines went bankrupt, |osing huge suns of nobney and
creating social problens. Even before Sept. 11
practically all the airlines were |osing noney due to
cutthroat conpetition. Is it really true that

deregul ation will bring about better service for nore
peopl e?

33. There shoul d be conpetition of course. But the
private sector cannot be really responsible. Wen
failure is imminent the corners will be cut and good
practices will go out of the window | need not
mention the exanpl es.

34. Today, business is not about naking real profit or
accunul ati ng assets but is about creating market
percepti on of the val ue of conpanies. Share price is
all-inmportant. It need not reflect the profitability
or real worth of the conpany. If there are buyers for
the shares then the demand will push the price up and
vice versa. If the nmoney invested will not yield any
worthwhile profit it does not matter as long as the
shares can be di sposed at a higher price and capita
gai ns nade

35. Thus the dot com conpani es had their share prices
so inflated that there is no way for the profits of the
conpany to conpensate for the investnent. Wen

suddenly the lack of viability of some of these
conpani es becane evident, the shares were dunped and
panic followed. Billions of dollars were | ost and
contributed towards recession in even the nost powerful
economi es.

36. W see al so how share prices can be mani pul at ed
t hrough short selling. There is nothing sacred about
short selling that it cannot be banned or regul at ed.

37. Now we have globalisation. But it is interpreted
to nean only the unrestricted fl ow of capital
Qoviously it can only benefit those with capital nost.
It is fine when the flowis inwards. But we have seen
how sudden outfl ows can destroy the econom es of
countries and even regions.

38. O course globalisation also |eads to the
mani pul ati on of the currencies of nations. Perfectly
good econom es went into a tailspin because their
currencies were deliberately deval ued by selling non-
exi stent currency hol di ngs.



39. Prior to the ascendancy of the free narket,

deregul ation and the retreat of governnents, the
economny of the world was doing rather well. W have

not ed how countries devastated by war had recovered and
gone on to unprecedented prosperity.

40. The world was experienci ng unprecedented econom c
growm h, world trade increasing and many countries were
prosperous. Admittedly the advances in technol ogy, in
particul ar the speed of jet travel and information
technol ogy brought wi th them new and w dened
opportunities. But opportunities for whon? And nust
the opportunities be translated only in ternms of
capital flows? Cannot there be other ways of

expl oiting the new technol ogi es, ways that can benefit
nmost of the people in this world instead of just those
with capital ?

41. The EAEC was proposed not as a regional economc
bl oc but as a consultative group involving the East

Asi an nations. The idea was to critically study conmon
probl ens and the new i deas com ng out of the West. No
one has a monopoly of wi sdom The East Asian Nations
have as much capacity as anyone el se to exam ne and
formulate new ideas to nodify or to reject what is
presented before it.

42. W coul d have avoi ded the disastrous financial
crisis of 1997-8 if we had dared to oppose currency
tradi ng and mani pulation. It is one of those totally
unproductive business activities. Ml aysia al one | ost

al nrost 300 billion USD for a profit of at nost 5
billion made by the currency traders. It is a case of
weal th distribution on an enornous scale nerely for the
currency traders to make a few billion for thensel ves.
The social cost is even worse.

43. The EAEG if it is prepared to be critical and to
initiate an East Asian solution to regional and world
econom ¢ problens can contribute nuch to the regi ons and
the worl ds econom c recovery. The East Asian countries
have sufficient clout and have shown a capacity to
contribute nuch towards the wi sdom of the human race. It
woul d be a pity if the voice of East Asia is stifled or so
di strusted that the countries of the region may not speak
to each other wi thout the presence of people outside the
regi on.
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