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Differences in the Economic Development of Latin American and East Asian countries
I. Introduction.-

There are many differences in the economic development (strategies) and its outcome between these two regions. Especially after the lost decade of the 80s for Latin America and the impressive economic growth posted by the East Asian countries (up to 1997）these differences began calling the attention of researchers.

Some of these differences are: 

a. the rapid economic growth rates of the East Asian countries compared to the slow growth rates of Latin American ones. (table 1)

b. the growing share of manufactured goods in the total exports of the East Asian and the still predominant share of primary goods in the total exports of Latin American ones. (table)

c. the great disparity in incomes between the rich and poor people in Latin America countries and the more equal distribution of income in the East Asian ones (especially in the North East countries). (table 3) 

d. the high degree of political and social instability in some Latin American countries compared with the more stable situation of East Asian ones.  

e. the long persistence of the economic crisis in some Latin American countries and the fast pace of recovery in some East Asian countries (after the currency crisis of 1997).

In conclusion the question is why East Asian countries are growing faster than Latin American ones, if, after the Second World War, in several aspects Latin American countries had several advantage over the East Asian ones (when many East Asian countries began its process of economic development after achieving independence). Some of the advantages of the Latin American countries at that time were: higher income per capita, higher level of industrialization, higher saving rate, higher education level, etc. That’s why at that time many economists were quite pessimistic about the perspectives of economic development for the East Asian countries.   

The discussion is about which model of economic development is the most appropriate for developing countries, the one followed by the Latin American ones or the one followed by the East Asian countries.

First, we will consider as East Asian countries 10 of them: Japan (this country is not a developing country but it is interesting to known its experience because the other Asian countries have tried to follow its example), the 4 NIES (New Industrialising Economies), the ASEAN 4 (from the Association of South East Asian Nations) and China. The 4 NIES are South Korea, Taiwan, Hong Kong and Singapore. The ASEAN 4 is Thailand, Malaysia, Indonesia and Philippines. We will consider these countries in two groups: the North East Asian countries (Japan, China, South Korea, Taiwan and Hong Kong) and the South East Asian ones (Singapore, Thailand, Malaysia, Indonesia and Philippines) because each group share common characteristics among them. Latin American countries are the ones in the Central and South region of the America continent, from Mexico to Chile and Argentina (20 countries –except Cuba and the small Caribbean countries colonized by France and Britain-).

These differences between these two regions has to do with the historical background, with the cultural and social particularities of their societies, the endowment or not of natural resources, and the pattern of economic development followed by these countries.
Table 1. Size of the economy and Economic Growth Rates 

　


GDP*
Millions US$
2000
GNI*
per capita US$
2000
Average Annual Economic
Grow Rates (GDP)




1965-80
1980-90
1990-2000

Latin America


6.0
1.6


Argentine
285,473
7,440
3.4
-0.7
4.3

Bolivia
8,469
1,000
4.4
-0.2
4.1

Brazil
587,553
3,570
9.0
2.7
2.9

Chile
70,710
4,600
1.9
4.2
6.8

Colombia
82,849
2,080
5.7
3.6
3.0

Costa Rica
15,751
3,960
6.3
3.0
5.4

Dominican Republic
19,894
2,100
8.0
3.1
6.1

Ecuador
13,607
1,210
8.8
2.0
1.8

El Salvador
13,217
1,990
4.3
0.2
4.7

Guatemala
19,041
1,690
5.9
0.8
4.1

Haiti
3,826
510
2.9
-0.2
-0.6

Honduras
5,932
2,390
5.0
2.7
3.2

Jamaica
6,892
2,440
1.4
2.0
0.2

Mexico
574,512
5,080
6.5
1.1
3.1

Nicaragua
2,397
420
2.5
-1.9
3.5

Panama
9,911
3,260
6.5
0.5
4.1

Paraguay
7,680
1,450
7.0
2.5
2.2

Peru
53,882
2,100
3.9
-0.3
4.7

Uruguay
210,195
6,090
2.4
0.4
3.3

Venezuela
120,484
4,310
3.7
1.1
1.6

East Asia and the Pacific


7.3
7.8


China
1,079,954
840

10.1
10.3

Korea, Rep.
457,219
8,910
9.9
9.4
5.7

Hong Kong


8.6
6.9


Singapore
92,252
24,740
10.0
6.7
7.8

Taiwan






Thailand
121,927
2,010
7.3
7.6
4.2

Indonesia
153,255
570
7.0
6.1
4.2

Malaysia
89,321
3,380
7.4
5.3
7.0

Philippines
75,186
1,040
5.7
1.0
3.2

High Income Countries


3.7
3.1


Japan
4,677,099
34,210
6.4
4.0
1.3

United States
9,882,842
34,260
2.7
3.0
3.4

· Source: World Bank: World Development Report 1992, 2000/2001 and 2002

GDP: Gross Domestic Product
GNI: Gross National Income

Table 2.  External Trade


Merchandise trade
Manufactured Exports
% of total merchandise exports
High Technology Exports % of manufactured exports


Exports
Imports




2000
2000
1999
1999

Latin America





Argentine
26,251
25,508
32
8

Bolivia
1,210
1,760
41
--

Brazil
55,086
58,585
54
13

Chile
18,158
18,101
17
4

Colombia
13,345
11,675
31
8

Costa Rica
5,874
6,373
68
--

Dominican Republic
5,700
9,700
9
0

Ecuador
4,872
3,417
9
6

El Salvador
2,933
4,888
50
7

Guatemala
2,630
4,750
34
9

Haiti
170
1,130
84
4

Honduras
1,450
2,865
32
3

Jamaica
1,350
3,170
70
0

Mexico
166,415
182,635
85
21

Nicaragua
625
1,792
9
6

Panama
800
3,406
17
1

Paraguay
852
2,252
15
3

Peru
6,982
8,790
21
5

Uruguay
2,375
3,542
38
2

Venezuela
32,800
16,250
12
3

East Asia and the Pacific





China
249,212
225,097
88
17

Korea, Rep.
172,620
160,493
91
32

Hong Kong
202,440
214,200
95
21

Singapore
137,953
134,675
86
61

Taiwan
148,370
140,010
95
40

Thailand
68,920
62,040
74
32

Indonesia
62,106
33,547
54
10

Malaysia
98,237
82,210
80
59

Philippines
40,000
34,600
41
59

High Income Countries





Japan
479,328
379,514
94
27

United States
782,429
1,258,027
83
35

· Source: World Bank: World Development Report 2002

Table 3. Income Distribution


Survey year
Gini Index
Lowest 10%
Highest 10%

Latin America





Argentina
1996
44.4
2.3
35.2

Bolivia
1997
58.9
0.5
45.7

Brazil
1997
59.1
1.0
46.7

Chile
1996
57.5
1.4
46.9

Colombia
1996
57.1
1.1
46.1

Costa Rica
1997
45.9
1.7
34.6

Dominican Republic
1998
47.4
2.1
37.9

Ecuador
1995
43.7
2.2
33.8

El Salvador
1997
50.8
1.4
39.3

Guatemala
1998
55.8
1.6
44.6

Haiti





Honduras
1997
59.0
0.4
44.3

Jamaica
1996
36.4
2.9
28.9

Mexico
1996
51.9
1.6
41.1

Nicaragua
1998
60.3
0.7
48.8

Panama
1997
48.5
1.3
35.7

Paraguay
1998
57.7
0.5
43.8

Peru
1996
46.2
1.6
35.4

Uruguay
1989
42.3
2.1
32.7

Venezuela
1997
48.8
1.6
37.6

East Asia and the Pacific





China
1998
40.3
2.4
30.4

Korea, Rep.
1993
31.6
2.9
24.3

Hong Kong





Singapore





Taiwan





Thailand
1998
41.4
2.8
32.4

Indonesia
1999
31.7
4.0
26.7

Malaysia
1997
49.2
1.7
38.4

Philippines
1997
46.2
2.3
36.6

High Income Countries





Japan
1993
24.9
4.8
21.7

United States
1997
40.8
1.8
30.5

· Source: World Bank: World Development Report 2002

II. Historical Background, Social Structure and Economic Resources.- 

1. Historical Background:  All Latin American countries from the 16th century to 1820s were colonies of Spain. (Brazil was colonized by Portugal). They become independent from the 1820s onward. The great Aztec Empire (in Mexico) and Inca Empire (in Peru) were conquered by Spain and destruction was brought on much of the achievement of those advanced cultures. After independence they were under British influence and from the 20th century American influence was very strong. The independence from Spain didn’t change at all the economic and social structure of these nations.

In the case of the East Asian countries, with the exception of Japan and Thailand, all of them fell under the domination of the European colonial powers from the 16th century onwards. From the end of the 19th century Japanese influence was felt in China and South Korea. During the 2nd World War all East Asian countries felt under the domination of Japan. With the defeat of Japan and the withdrawal of the Japanese army from these countries most of them achieved independence. Especially the ASEAN 4 (except Thailand) and Singapore are relatively new independent countries. Besides that, North East Asian countries have received a lot of Chinese influence in the formation of their societies (from the writing system –Chinese ideograms-, to religion –Buddhism and Confucianism, even if Confucianism more than a religion is a code of moral and ethical principles-). Also the kind of government organization they introduced at the beginning in these countries have many Chinese characteristics. More recently, the presence of Chinese immigrants on most East Asian countries (except Japan and South Korea) has a strong impact in their economic development.

It is important to know this historical background to see which model of economic development was adopted by these countries. In the case of the Latin American ones, the influence of Europe and the USA was strong and the ruling elites in Latin American countries tried to imitate the life styles and introduce policies similar to those in that advanced countries. In the case of East Asian countries, the governments of North East ones had an authoritarian characteristic which derivates from the Confucianism influence coming from China (the authoritarian governments in South East Asia received other kind of influence). Besides this, most of the countries have tried to fallow the Japanese experience of economic development.
2. Social and Cultural Characteristics: Latin American countries, except Chile and Argentina, are multiracial societies, with a strong presence of the Aboriginal Indian in them (Brazil is also a multiracial society but has very little Indian population). Most of them are mestizo societies (at the beginning resulting from a mix of Indians with Spanish, but later there was a mix of many races, like black people, European immigrants and in some of them even with Asian people). A common feature in all countries is that white people (the descendants of the former conquerors and the immigrants mainly from Europe later), are usually the rich people and the dominant classes, while the aboriginal people are usually the poor. Moreover, in many countries there is a strong racial discrimination against the aboriginal Indian and the black people.

In the East Asian case, the South East Asian countries also have multiracial societies while the North East ones are mostly of a homogeneous race. But the difference with Latin American countries is that in the multiracial countries like Malaysia, the governments have protected and privileged the indigenous people over the rich member of these societies (mostly the Chinese immigrants). That is, there is no discrimination against the aboriginal people but the opposite. 

Regarding language and religion, the majority of people in Latin America speaks a common language (Spanish, even if aboriginal people in different countries speak their own different dialects –for example Quechua and Aymara in Peru- and the Portuguese language is spoken in Brazil) and all countries shares the same belief in the Catholic religion. In East Asian countries, there are as many languages as countries and within some of them a lot of dialects are spoken (even if Malaysia and Indonesia share a similar Malay language). Also different religions are worshiped in all countries and within some of them different religions coexist (again Malaysia and Indonesia have a major common religion, the Islam, –from the Sunni branch-, and Buddhism is followed by the North East countries and Thailand –even if of different branches, Mahayana in the first ones and Hinayama in Thailand-).

These characteristics are interesting to know because it explains the nature of the political system in these countries. For example, the diversity in East Asian countries of many nationalities has a strong influence in the process of the nation building efforts and explains the policies adopted by countries like Malaysia and Indonesia, that have tried to help improve the lot of their indigenous population compared to the rich Chinese communities there. Also the existence of a soft branch of the Islam religion in these same countries explains the efforts of governments to check the influence of Muslin radicals in them. 

3. Economic resources: Latin American countries usually possesses plenty of natural resources, be it agricultural and livestock (wheat and meat in Argentina and Uruguay), mineral (gold and silver in Peru and Mexico and copper in Chile) and energy (petroleum in Mexico and Venezuela, and natural gas in Bolivia). Some of them have large populations, like Brazil (170 million people), Mexico (100 million) and Colombia and Argentina (39 and 38 million each one).

In the case of East Asian countries, the North East ones have few natural resources but the South East ones have plenty of them (except Singapore). Especially Malaysia and Indonesia are important exporters of petroleum and Indonesia of natural gas. Also some countries have large populations like China (1,300 million) Indonesia (210 million) and Japan (127 million). 

It is important to know if a country has or not natural resources or if it has a big or small internal market (given by its population size) because it helps to explain the kind of development strategy that was introduced. For example, Japan and the 4 NIES with few natural resources to export had to pursue an export oriented industrialization policy. For its part the existence of natural resources and big internal markets in the case of Mexico and Brazil explain the long persistence of import substitution industrialization policies in these countries.          

III. Strategies of Economic Development in Latin America and East Asia.-

1. Initial conditions

a. Many Latin American countries still have a problem of land concentration in a few hands. The problem of the existence of big landowners (with their latifundia –big tracts of land-) in one hand, and a lot of poor farmers with just too little land in the other hand is a common feature of many Latin American countries. In several of them some kind of agrarian reform program was implemented (in Mexico, Bolivia, and Peru) but still many problems subsist. In the East Asian countries, the problem of land concentration in a few hands is mostly felt in Philippines, while in most of the other countries some kind of land redistribution (agrarian reform) program was carried out. This factor is important to bear in mind because it helps to explain one of the main differences between Latin American and East Asian countries. The Latin American ones have a great concentration of wealth in a few hands while the latter (especially the North Asian ones) have a more equal distribution of income. It is interesting to know why land reform was carried out in East Asian countries and not so much on Latin America (and also not in Philippines). For example USA forced programs of land reform in Japan, South Korea and Taiwan, countries that were under its direct influence following the end of the Second World War. It didn’t do that in Philippines, also under American influence in the same period. The reason is that American businesses had working relationship with landowners in Philippines and the government of the USA didn’t want to disrupt it. This was not the case in the other North East Asian countries were the USA forced land reform (also it did in these countries to eliminate the influence of communist movements among the peasants). 

Besides this, Latin American countries have not implemented a comprehensive program of agrarian development (except perhaps in Chile). It is important to notice that mainly the problem of poverty in Latin America began when the Spanish conquerors took away the land of the aboriginal people for themselves. After that, few governments have worried about the fate of these people.

b. In Latin American countries the governments that come to power most of the times were representative of the economically dominant stratus of society. Even if in some cases they were authoritarian governments, they had to answer to the interest of some sectors. They have to take in consideration the demands of vested interests, like the ones from the business class, some times from the labor unions and from their own bureaucracy. 

In the case of East Asian countries in most of them strong governments implemented policies, most of the time free of the pressure of vested interests. Especially governments in the North East countries (and Singapore) had a high level of autonomy (freedom) to change policies when it was necessary, for example, to shift from an import substitution industrialization (ISI) strategy to an export oriented (EOI) one. Most of the times this has meant that a strong leader or a strong party has held power alone for many years. (Malaysia’s Mahatir, the last strong leader left in East Asia, will retire in October 2003, after 22 years in government).  

2. Pattern of Economic Development

The big Latin American countries like Brazil, Mexico and Argentina began a process of industrialization at the end of the 19th century. This process received a boost following the Great Depression of the 1930s when the prices of the raw materials they exported fell to one third of its value. They were left with no foreign currency to import the manufactured goods and so they began replacing it with national production (a natural process of import substitution industrialization began). During this time and up to the Second World War many countries nationalized the primary and extractive sectors of their economies in hands of foreign capital (period of nationalist governments). 

During the Second World War few imports came from the developed countries, as they were busy in the war effort, and again a process of ISI began, but this time governments took a leading role in it. They implemented policies to make possible this, protected their economies from foreign competition and attracted foreign investment to produce for the internal markets. They established state owned enterprises in many fields. Their exports continued to be of primary products.

This policy of ISI was given a theoretical support by economists like Raul Prebish which recommended industrialization to avoid what he described as “the deterioration in the terms of trade” that happens when developing countries export primary goods in exchange for imports of industrial goods from developed countries. But Latin American countries, busy with their ISI policies, closed themselves to the outside world, when the world was opening itself to a more free trade regime thanks to the institutions set up by the Bretton Woods agreement (IMF, GATT and the WB, institutions set up to regulate trade and stabilize international finance).    

They took large amount of foreign borrowing during the 1970s; most of it public debt or public guaranteed private debt. As the price of primary products (petroleum and others) fell from the beginning of the 1980s, they could not repay their debt. They defaulted on it and economic crisis began.

Chile began early than other countries during the second half of the 1970s a process of opening its economy to foreign competition. This was followed by most of the other countries during the late 1980s and especially in the 1990s after the failure of the ISI policies and by the pressure of institutions like the IMF and WB.

In the 1990s foreign capital flowed to developing countries, among them to Latin American ones. Some of them used it to foster export industries (Chile and Mexico). In this period privatization of state owned companies began on a large scale.

In East Asian countries economic development case, Japan is a particular one. This country began a process of modernization after the Meiji Restoration of 1868. Japan tried to catch up with the Westerns nations after being forced to open itself to the outside world. They did so by the introduction of foreign technology and by the support the state gave to the indigenous entrepreneurs. Under the slogan “rich country, strong army” in a few years they were able to modernize and took over Taiwan from China after defeating it in the 1894-95 war, and in the 1904-1905 war they defeated Russia. Japan developed very fast. In the first half of the 20th century they even competed with the Western powers for influence in Asia. They grabbed Korea and invaded China. Finally, during the Second World War they conquered most of the East Asian region.

After the war Japan (under strong American pressure) did reforms that allowed the country to grown more rapidly. They carried out agrarian reform and eliminated the zabaitsu (financial conglomerates), beginning the democratization of the economy and fostering competition. However the state hold on the economy was maintained through several mechanisms (like the control of the scarce foreign exchange which was allocated to industries the government considered strategic ones).
The rest of East Asian countries began the process of economic development after Second World War. The North East Asian countries also carried out agrarian reform programs (except in Hong Kong where there is no agricultural sector). In the South East ones governments in Malaysia and Indonesia introduced agrarian development programs to help improve the lot of the indigenous populations, the Malays. 

East Asian developing countries shifted from an ISI strategy to an EOI one when they realized that the situation made it necessary (they had small internal markets and no natural resources to export to get foreign exchange). The North East Asian did it in the 1960s (although they maintained a selective process of ISI) and the South East ones in the 1980s (when confronted by a debt problem and the falling prices of the raw materials they exported). Malaysia especially did this after launching its “Look East Policy” program in 1981 (to learn from Japan and South Korea examples). These policies have allowed them to produce manufactured goods to be exported abroad. Most of these countries implemented export promotion programs that allowed them to become big exporters and have their products inundating the world market. The ratio of total exports to GDP in these countries is among the highest in the world (more than 40%, and in the case of Malaysia, Hong Kong and Singapore more than 100%. In Latin American countries the ratio is on average between 10% and less than 40%). First they manufactured and exported labor intensive goods (from the light industry) and later capital intensive goods (from the heavy industry). Many times these exports were product of the assembly production type industry.

Governments in East Asia protected some of its industries from foreign competition, especially in Japan and the NIES.

The role of foreign capital is big in East Asia (except in Japan). The revaluation of the yen since 1985 and of the currencies of South Korea, Taiwan and Singapore after 1986-87 added impetus to this trend because these countries invested heavily in the ASEAN 4 and China

The recent economic development of China is impressive and interesting, especially if compared with Russia.

The role of overseas Chinese in the economic development of East Asian countries is quite important. They are business oriented people and had acted as a factor of change and competition (for the indigenous people) especially in countries like Malaysia and Indonesia. 

In summary, in East Asia the pattern of economic development has been like a wave, beginning first in Japan, then in the 4 NIES, then in ASEAN 4 and now in China. Japan has been an important actor in this, supplying first foreign aid, then bank loans and direct investment to these countries (lately is also supplying a growing market for East Asian countries exports).  

3. Economic crisis

The nature of the economic crisis in both regions is different but has some common features. The common feature is that it was precipitated by the inability to pay the external debt contracted. 

The lost decade of the 80s for Latin American countries was a general event (except for Colombia, Chile, Costa Rica and Brazil). The reason was the inability to repay the external debt and its dependence on the exports of primary goods (at the beginning of the eighties the prices of primary goods felt, the interest rates on its external debt rose and crisis ensued). It was compounded by the high government spending that resulted in hyperinflation in some countries.

Now Argentina is in a tragic situation. They introduced a parity system of one peso (the Argentina currency) equal to one dollar at the beginning of the 90s to stop hyperinflation, but lost competitiveness to its trade partners from 1998 onwards (after Brazil and other countries devaluated their currency following the after effects of the Asian crisis). Besides this, the government continued during the 1990s incrementing its external debt. The tragedy is that Argentina in 1930 has a similar level of income with France and even in 1950 had a GDP percapita higher than in Japan.

The East Asian crisis and the lost decade of the ASEAN 4: Why it happened? Why Japan and the other countries lost the fast pace of economies growth? The main reason was the burst of the bubble economy in Japan, the NIES and ASEAN 4. The bubble economy: An increase in the value of assets like stocks and land. Money was abundant and was invested on those assets.

For Korea and the ASEAN 4 the great increase in the external debt (mostly private debt) in the first half of the 1990s and the fact that most of it was contracted in a short term basis was the main reason behind the crisis (also they had a low level of international reserves compared to the amount of short term debt). Besides that, the great movement of short term capital in the first half of 1997 precipitated the crisis (with international financial speculators taking advantage of this). 

In general the main reason why many East Asian countries confronted economic problems is the fact that their financial sector is weak. They were protected from foreign competition, the governments have control over them and in some countries some economic groups used it to foster their own development.

Another factor cited as a reason for the crisis is corruption. But corruption exists everywhere. The differences between corruption in Latin American and East Asian are several. To a great extent the level of corruption in Latin American countries is higher than in East Asia, money is siphoned abroad and there is little, if any, punishment for the culprits.

Other factor that magnified the crisis in East Asian countries is that interregional trade is high among them. As the share of exports in total GDP is high a slowdown in the growth of some economies will affect their trade partners through less imports from them. 
4. Regional economic integration
Since the end of the Second World War the world is pursuing the free movement of factors of production (goods and services, capital, labor force). This was made possible by the setting up of international organizations under the Bretton Woods agreement (GATT –now the WTO-, IMF, and the WB). Also the development of technology which made possible cheaper and faster means of transport and communications, and the adoption of free market policies by the former Socialist countries have made the process truly universal. However, at the same time that the world is becoming more open to the movement of factors, in the other hand we have a growing number of regional economic integration agreements in every region (but no so much in East Asia).

In the Latin America region there are several regional economic integration agreements but they have not advanced so much. The problems are several compared with the successful EU. In 1960 (only after one year of the signing of the Treaty of Rome that created the European Community) the ALALC (LAFTA) agreement was established but did not advance so much.

In the East Asian region there is just one regional economic integration agreement, the AFTA (The ASEAN Free Trade Area created in 1992. The ASEAN itself was established in 1967). In January of this year Japan and Singapore signed a FTA agreement. Some years ago Mr. Mahatir proposed an East Asian only regional economic integration agreement (the East Asian Economic Caucus) but encountered a cold response from Japan.

There is an organization which aims to act as a regional economic integration body among countries in the Pacific Basin. 3 Latin American countries (Mexico, Peru and Chile) are in APEC together with all the East Asian countries. But APEC is quite different from a typical regional economic integration agreement.

IV. Conclusions.-

From the experience with economic development in these two regions some lessons could be learnt. Some policies conducive to growth can be applied: development of the agricultural sector, development of export industries (from labor intensive to capital intensive and so on), promotion of certain industries but subject to criteria of competition, raising the education level of the people, etc. Also a stable political and social situation is needed for the economic activity to flourish. Besides that, an honest and efficient government is needed. This latter one is probably one of the biggest challenges for developing countries.

But in a global world, for developing countries the policy making process and the policies adopted are influenced by external forces. The IMF and the World Bank pursue policies of open markets and it is difficult now to protect national industries from foreign competition. Also it is difficult to have now strong, authoritarian governments.　With democracy as a new global value governments actions are watched by everybody, national and international organizations.  
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