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SUMMARY OF ECONOMIC OUTLOOK (1988-1989)
FOR ASEAN COUNTRIES AND ASIAN NIES

The Institute of Development Economies maintains the Econometric Link System for ASEAN (ELSA)
in which the macro-models of the ASEAN countries (excluding Brunei), Asian NIEs {(excluding Hong Kong) and some
other countries are interlinked by a trade model. We have made country economic forecasis for this year and next year,
using the macro-models,

3] Overview and Estimation of the 1988 Heonomies

The international cconomic environment serrounding the four ASEAIN countries (Indonesia, Malaysia,
the Philippines, and 'Thailand) and the Asian NIEs (Singapore, South Korea, and Tatwan) has been characterized by the
continuous expansion of ccononiics of developed countrics, high ven value sgainst the U.S, doliar, failing crude ol
prices, snd riging prices for non-oif primary products,

Ag in 1987, the robust economics of develoned countries this year have boosted the manufactured
exporis of this region, which are heavily dependent on external demand, esnecially the United Staics, BC and Japan,

Alse, the coninned strong yen againgt the U8, doftar sitastion had brovght drastic increascs in exporis
from South Korea and Taiwan to developed countries and accelerated direct investment by Tapan and other advanced
countrics in the Asian NiEs in 1986 and 1987 Hence, the Tatwanese yuan and South Korean worr have boen appreciated
againgt, the U.S, doilar since 1986 and 1987 reapoctively, In additon, the Smgnswfc dollar siaried 1o he appreciated
against the 115, dollar in October, 1988, The appreciation of the Asian NIEs” currenicies have strengthened infernational
competitiveness of the ASEAN couniries and caused farge increages in their manufactured exporie, The appreeiation of
Asian NiFs' currencies ag,&i;m the ULS. dollar has shificd Japanese and other developed countries” overseas direct
investrnents from ihese economics toward the ASEAN fow countries. Moreover, the Asian NiEs, themselves, are now
increaging thelr direct Investmenis (o the ASEAN four countrics,

The dropin crude oil prices, coupled with the appreciation of the Asian NIES currencies, has confribuied
1o their domestic price stability. In the meantime, oil producing Indonesia and Malaysia are performing solidly inexporis
ol non-oil, non-gas primary products as well as manufactured goods. Thus, despite the oil price decline, they have
escaped the kind of damage they suffered in 1986.

Rccovery of prices for non-crude oil primary products (rubber, rice, vegetable oils and others) has parily
comtributed to an economic expansion of Malaysia, Thailand and the Philippines.

Considering these factors in owr model simulations, we forecast, among Asian NiEs, two- cixg:ﬁ gron
for South Korea and Singapore, both enjoying usmg demand at home and abroad, though the growsh rate for Taiwan we
anticipate dropping 0 6.8% or about half the previous year's figure. The four ASREAN countries will attain higher growth
rales than in 1987 due 0 growing exporis of non-oil primary products and manufactured goods and active direct
investment from overseas. Thailand in particular should manage an extremely high growth rate of 11.2%.

0 Economic Quilook for 1989

In 1989, the cconomic growthrate of developed countries will lose alitile momentum, causing the export
growth raies of the Asian NIEs and the ASEAN to slacken to a cerfain extent. The prices of primary products including
crude oil are expected to level out at, or slightly fall short of the 1988 levels, While the yen vis-a-vis the U.S. dollar rate
is expected to continue in the current range; L.e., around 120 yen per dollar. The South Korean won is likely to appreciate
10% against the ULS. dollar, while the Taiwanese yuan and Singapore doliar will be higher against the 1.5, dotlar by 5%.
The South Korea and Taiwan will shift from a highly export-dependent growth pattem to the one with relatively more
reliance on domestic demand, In the ASEAN four countries, on one hand, we cannot expect vigorous production and
exports of primary commodities as vivid as in 1988, On the other hand, however, exports of manufactured goods and
direct investments from overseas are expected to continue vigorous in 1989 in these countries. As aresult, in our forecast,
South Korea, Singapore, and Thailand are expected to see their growth rates decline from two-digit figures in 1988 to
8-9% in 1989 but the other countries and region are likely to register growth rates about as high as in 1988,

In summary, the economies of this region will expand smoothly in 1989, showing increased inter-
dependence amongst themselves as well as between themselves and Japan through expansion of trade and foreign direct
investments.
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Real Growth Rates and Inflation Rates

in ASEAN and Asian NIEs (%)
Growth rates (1) Inflation rates (2)
1987(3) 1988(4) 1989(4) 1987(3) 1988(4) 1989(4)
Indonesia 36 43 5.0 154 10.8 11.7
Malaysia 52 83 7.3 7.7 1.6 0.8
Philippines 52 64 6.6 7.1 10.2 10.1
Thailand 7.1 11.2 9.5 39 1.6 8.1
Singapore 8.8 114 8.6 09 1.3 1.7
South Korea 11.1 11.5 88 3.7 43 4.2
Taiwan 124 68 7.1 0.5 1.1 2.7
Notes: (1) The economic growth rates are GDP growth rates in real terms.,
{2) Measured by GDP deflator.
(3) Actual figures for 1987.

{4) Estimates for 1988 and 1989,
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Indonesia

1987 1988 1989
GDP growth rate (%) 36 4.3 50
Inflation rate (%) 154 10.8 11.7

(Actual figures for 1987)

. The Indonesian economy, having been forced to carey out drastic adjustment of its economic structure
following the sharp decline in the crude il price in 1986, has entered into a phase of gradual economic growth by
fessening dis dependence on exports of crade oif and natural gas,

With the casing of restrictions on foreign direet invesiments and the approciation of the Japanese and

Agian NIES™ currencies against the 1.8, dollar, their invesiments in Indonesia sharply increased in 1987 and further
accelerated in 198, especially those from Asian MIEs, These divect investraenis ate primarily in ihe export sector where
comparative advanteges in ferms of abundant low wage Iabor. Thusg, Indonesia’s manufactured exports
ich tod for 27% of the total exposts in 1987) are oupectod 1o make a spectacular 509%-plus increase (in nominal
) in 1988, In the meantime, the crude oif price dipped from §17 in 1987 1o 815 it 1988, and the share of crude ol
P gasin the countey s exports will cortainly fall from 50% in 1987 to approximately 40% in 1988, The fiscal

tight due to diminishing ofl-related revenues and prowing burdens of debi-servicos, making it difficuli for

nent (0 inerease its public invesiments (o stimulate cconomic activitics. Bconomic management thus having
todep gty o the activation of privaic business, the government is taldng steps tosase restrictions on forgign direct

vestment, deregniating the financisl systern, and liberalizing trade restrictions, In addition to the above-mentioned
situgtions, i we congider the fact that the rupia is being devaloed at 2 modest annusl raw of 5% or s and that the
governmend is cantiously conirolfing the money suppty, we forecast that the GDP growth rate i 1968 will tuen oot io
be 4.%%, stightly up on the 1987 figure, with a 10.8% inflation rale in terms of the GDP deflator,

In 1989, whereas developed cconomics may stow down somowhat, Indonesia’s GDP growih raie is
cxpected 1o rise 10 5.4% assuming that the crude price stays in ihe neighbourhood of 15 U8, dollar per barrel, supported
by an cxpansion of production capacity fnduced by active foreign direct investments and robust domestic investmonts,
The inflation rate, however, will rise to 11.7% owing io inicrnal and external demand pressures.
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Malaysia

1987 1988 1989
GDP growth rate (%) 5.2 83 13
Inflation rate (%) . 1.1 1.6 0.8
(Actual figures for 1987)

In 1988 the worldwide demand has been active for rubber, palm oil, and lumber, all important export
items for Malaysia. In fact, Malaysia has succeeded in increasing its exports and production of these products in 1988,
Manufactured goods capturing an expanding share in the country's export drive also continue to grow in the year.
Consequently, Malaysia sees its exports jump by 15% in real terms. Direct investments from Japan and Asian NTEs have
been mounting since the third quarter of 1987, centering on the manufacturing sector, The government has switched to
alax fiscal policy such as increasing its development expenditures. Taking these factors into consideration, the country’s
GDP growth rate is estimated to be 8.3% in 1988. In the meantime, the inflation rate, measured by the GDP defiator, is
predicted to be 1.6% mainly because unemployment still remains high at 9%, and therefore, the rate of wage increases
is held down.

In forecasting the 1989 figures, it is assumed that the price of crude oil and other primary product will
either level at, or be slightly lower than the 1988 figures, Also, Malaysia’s exports of manufactured goods are assumed
1o increase contimiously in 1989, though at a slower pace than in 1988, As tax revenues are growing, the government
plans to increase further public investments and other expenditures. Another presumption for our forecast is that the
corporate tax rate will be reduced to 35% from 40% in 1989. On these assumptions, we forecast GDP growthrate at 7.3%
and the inflation rate at 0.8%. '
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The Philippines

1987 1988 1989
GDP growth rate (%) 52 64 6.6
Inflation rate (%) S | 10.2 10.1

(Actual figures for 1987)

The GDP in real terms in the first half of 1988 grew 6.0% over the same period of the previous year,
indicating that the Philippines economy as in the previous year (an annual growth rate of 5.2%} was in a steady process
of recovery mainly guided by the IMF conditionality. Accountable for this recovery are first, at large increase in
investments by private business (up 14.6% in the first half of 1988 from a year earlier, in real terms), second, growing
commodity exporis (up 8.4%) and third, the expansion of government investments (up 9.1%).

The above trends that characterized the first half of 1988 will be carried into the sccond half and the
annual private investment is expected to increase by 15%, commodity exporis by 9% and government investment by
10%. However, the exports of services have been sluggish, such as revenues from tourism dropping sharply, causing the
annual service export revenue to fall by 12%. Taking these into consideration, the real GDP growth rate in 1988 is
estimated at 6.4%. Given the still-prevailing shonifall of production capacities, even this modest economic growth will
tighten domestic market conditions, For this reason the inflation rate measured by the GDP deflator is estimated to be
as high as 10.2%.

For 1989, active private investments coupled with a slight decline in merchandise exports are foreseen.
Government investments are supposed to increase 9% mainly for industrial infrastructore while government consumption
spendings are also assumed to grow 9%. Considering these factors, the 1989 GDP growth rate is estimated at 6.6% and
inflation rate at 10.1%. :
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Thailand

1987 1988 1989
GDP growth rate (%) 7.1 11.2 9.5
Inflation rate (%) ‘ 39 7.6 8.1
(Actual figures for 1987)

Thailand is expected to achieve an annual economic growth rate of 11.2% in 1988, the first two-digit
growth in 10 years. There are mainly two factors accounting for this high growth. The first is brisk private investment
mainly from abroad and the second is the drastic increase in exports of industrial products. The investments made since
1987 by now have been turned into effective production capacities. Thailand’s exports of manufactured goods are
expected to shoot up 35% in 1988. Moreover, the agricultural sector, enjoying good harvest, is estimated to increase its
output by an impressive 9% this year. A rapid expansion of internal and external demand and rising import prices,
however, contribute 10 a price rise, resalting in the inflation rate, measured by the GDP deflator, reaching 7.6% in 1988,

A high growth rate is also forecasted in 1989, In the manufacturing sector, direct foreign investments
on an approval basis increased three-fold in 1988, Most of these approved investments will be implemented in 1989, The
fiscal 1988/1989 budget, effective as from October 1988, is 179% larger than that of the previous year as the government
is going to build infrastructure to cater for burgeoning investments and production and toraise public employees’ salaries.
Thisisanother factor supporting high growth. One negative factor to the economic growth is that agricultural and mineral
production will remain almost the same as in 1988, and therefore, will grow modestly. Considering all these, we estimate
a GDP growth rate of 9.5% which, however, will be accompanied by an inflation rate of 8.1%.
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Singapore

1987 1988 1989
GDP growth rate (%) 88 114 8.6
Inflation rate (%) - 09 1.3 1.7

(Actuat figures for 1987)

The Singaporean economy in 1988 enjoys alarge increase in output and exports of manufactured goods.
The output of manufactured goods rises 20% and their export 30% over the year. Also, the commercial sector has been
expanding by two-digits every quarter since the third quarter of 1987,

Three factors mainly account for the robust exports: first, the improvement of Singapore’s international
competitiveness due to the wage constraint since 1986 as well as to the appreciation of the South Korean and Taiwanese
currencics against the U.S. dollar; second, worldwide demand for semiconductors and office machines, for which
Singapore has comparative advantages, is expanding rapidly; and third, Singapore’s capacity to supply these products
is growing thanks to increasing foreign direct investmenis from Japan, the United States and other development
countrics. Reflecting the burgeoning exports, Singapore’s GDP is estimated to grow by an impressive 11.2% in 1988,
In the meantime, the general prices measured by the GDF defiator, is forecasted to be a 1.3%. The price increase reflects
the recent relaxation of the wage freeze policy, which has resulied in the average wage rate to rise 5%.

In 1989 the economy will continue to expand relying mainly on external demand, but the growth rate
is forecasted to be lowered to the 1987 level of 8.6%. The major constraint on growth is the tight labor supply. This
bottleneck is already evident in 1988, but in 1989 the situation is likely to become more serious as the government will
increase the levy on employing foreign workers,

In the meantime, the prices will rise by a modest 1.7%. Increases in import prices and wages will
combine toraise prices, but the price rise will be contained below 2% as the monetary policy is basically anti-inflationary.
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South Korea

1987 1988 1989
GDP growth rate (%) 11.1 11.5 8.8
Inflation rate (%) : 3.7 43 42

{Actual figures for 1987)

Although some apprehensions were expressed early this year that a recession might set in after the
Olympics, the South Korean economy has been growing smoothly all through 1988, It is true that the sizeable 14% won
appreciation against the U.S. dollar has slowed down the pace of export growth. Domestic demand is, however, very
active this year, The growth rate of investment s as high as in the previous year due to active investments in equipment
modermnization 10 cope with the strong won situation. The consumption boom caused by rising wages over two
consecutive years has pushed up private consumption expenditures more than enocugh to compensate a slight decline in
the export growth. Supported by the active domestic demand, the South Korean economy is ¢stimated to achieve a 11.5%
GDP growth in 1988, Despiie the large wage increase (19% over the previous year on average), ihe inflation rate
measured by the GDP deflator will be 4.3% in 1988, assuining a 20% increase in the money supply (M2} and taking into
consideration the won appreciation against the (J.S. dollar and the decline of oil prices.

In 1989 the export growth rate will slightly decline as the growth rates of developed economies will lose
a little in momentum, and equipment modernization investment will also stow down, Pomestic consumption demand
is, however, still expected to grow vigorously mainly due to an increase in areal wage rate. The nominal wage is predicted
to grow at 10% while prices, especially for imported goods, will be stable because of the appreciation of won and aslightly
declining prices of primary commaoditics. By the end of 1989, the won will appreciate against the U.S. dollar by another
10% to 610 won to the dollar. This would not, however, cause exports (o fall drastically since South Korea will adjust
its industrial structure and diversify its foreign markets successfully. For these reasons, the GDP growth rate is estimated
at 8.8% and the inflation rate at 4.2% in 1989,




Taiwan

1987 1988 1989
GDP growth rate (%) 12.4 6.8 7.1
Inflation rate (%) ' 0.5 1.1 2.7

{Actual figures for 1987)

The export growth rate has plummeted in 1988 10 6.6% under the impact of the large scale of curvency
appreciation and the wage hikes in the two preceding years. Also, lowered import prices and trade liberalization have
caused an upsurge in imports, Consequently, net external demand has made a significant negative contribution to the
growth rate. Concerning domestic demand, both investments and consumption continue active, Privale consumpiion
registers a brisk 10.8% increase owing to a purchasing power increase induced by around 10% wage-hikes and the yuan
appreciation as well as by large capital gains caused by the drastic increases in land and stock prices. Private investments
continue to grow at a high rate, chiefly in the areas of industrial upgrading, rationalization and pollution-preventive
systems. Private investments in 1988 will thus grow 14.9% over the previous year. With all these factors considered, the
GDP growth rate in 1988 is estimated to be a 6.8% with a 1.1% inflation rate. The quite low level inflation rate, though
it is higher than in 1987, is obtained in spite of the wage hike.

In 1989 about the same export growth rate as in 1988 is envisaged: the effects of another yuan
appreciation are likely to be canceled by successful diversification of export markets and upgrading of export products.
Public investments are expected to be expanded by a drastic 25%. Assuming these, we estimate Taiwan’s GDP growth
in 1989 at 7.1%. The general price, in the meantime, will rise 2.7% partly reflecting the two-digit wage increase in the
two previous years.




