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Araştırma Makalesi/Original Article 

 

Abstract 

Production networks have played important role in East Asian countries being the world’s factory and entering the 

process of convergence with the developed countries.  Though there has been a rapid spread of production networks 

in all regions of the world, the East Asian model has its distinctive characteristics in terms of significance in the 

regional economy, geographic extensiveness involving a large number of countries in the region and degree of 

sophistication in both intra firm and arm’s length relationships across different firm nationalities. This does not, 

however, mean that the process has contributed to a decrease in the region’s dependence on the global economy. 

This work analyzes the strategies that have contributed to development of the developing East Asian countries and 

importance of the regional production networks. It is also revealed in this article that the dependence on EU and 

the US increase, despite the convergence between East Asian and developed countries, as clearly observed during 

2008 global crisis. In this study, FDI inflows statistics of the UNCTAD, competitive industrial performance index of 

the UNIDO and GDP per capita and growth rate statistics of the World Bank and the statistics of other international 

institutions have been used.    
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Özet 

 

Çin ve Diğer Gelişmekte Olan Doğu Asya Ülkelerinin Kalkınmalarında 

Üretim Ağlarının Rolü 

 
Doğu Asya ülkelerinin dünyanın üretim üssü olmasında ve gelişmiş ülkelerle yakınsama sürecine girmelerinde 

üretim ağları önemli rol oynamaktadır. Dünyanın her tarafına yayılmış olsa da Doğu Asya’daki bölgesel 

üretim ağları, Bölge ekonomindeki ağırlıkları, ağa dahil olan ülkelerin sayısı ve bütünleşme biçimleri 

açılarından diğer benzerlerinden oldukça farklı özellikler göstermektedirler. Dikey uzmanlaşma ve nihai 

ürünlerin ihracatına dayalı büyüme stratejisi, bir yandan Doğu Asya ülkelerinin kalkınmasında önemli rol 

oynarken diğer yandan Bölgenin diğer ülkelere özelikle de gelişmiş ülkelere bağımlılığını da arttırmaktadır. 

2008 küresel krizinde görüldüğü gibi, göstermiş oldukları yüksek performans ve Bölgesel bütünleşmeye 

çabalarına rağmen, ihracat ve büyüme rakamları çarpıcı biçimde düşen Doğu Asya ülkeleri, diğer ülkelerde 

yaşanan ekonomik gelişmelerden doğrudan etkilenmeye devam etmektedirler. Bu çalışma, gelişmekte olan 

Doğu Asya ülkelerinin kalkınmasına katkı yapan  kalkınma stratejilerini ve üretim ağlarının söz konusu ülkeler 

için önemini analiz etmektedir. Ayrıca çalışmada, Doğu Asya ülkeleri ile gelişmiş ülkeler arasındaki 

yakınsamaya rağmen bu ülkelerin ABD ve AB’ye artan bağımlılıkları, 2008 krizi özelinde ele alınmaktadır. 

Makalede, UNCTAD’ın doğrudan yatırımlar, Dünya Bankasının kişi başına düşen gelir ile büyüme gelir 

istatistiklerinden, UNIDO’nun Rekabetçi Sanayi Performans Endeksinden ve diğer uluslararası kurumların 

verilerinden yararlanılmıştır. 

 

Anahtar Kelimeler: Üretim ağları, yakınsama, kalkınma stratejileri, ekonomik bütünleşme 

JEL Kodlarıs: F13, F63, O14. 

© 2017 EYD tarafından yayımlanmıştır 

 

 

  

 

Bu makalenin adını ve doi numarasını içeren aşağıdaki metni kolayca kopyalamak için soldaki QR kodunu taratınız. 

Scan the QR code to the left to quickly copy the following text containing the title and doi number of this article.  

 

The Role of Production Networks in the Development of China and Other Developing East Asian Countries 

http://dx.doi.org/10.5455/ey.38102  

 

1. Introduction 

The factor endowment theory posits that production stages are dispersed across 

countries in international trade, and it is widely believed that technology and skill level 

play no significant role in determining this division of labor. Nevertheless, neoclassical 

trade theory argues that production technology varies from country to country and, 

therefore, increases the division of labor in international trade. This argument has 

become more attractive with the fragmentation of the manufacturing industry. In 

addition, trade forms have evolved due to the increasing foreign direct investment in 

http://dx.doi.org/10.5455/ey.38102
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developing countries, outsourcing, and offshoring contracts between multinational 

companies and firms in developing countries. This is particularly true for East Asia, in 

which trade flows are determined by technological sophistication rather than by factor 

endowment. 

Although there has been a rapid expansion of production networks in all regions 

of the world, the East Asian model is distinctive in that it encompassed a large number 

of countries and maintains a high degree of sophistication both in terms of intra-firm 

and arm’s-length relationships across firms of varying nationalities. The expansion of 

production networks in East Asia involves vertically integrated firms and various 

production stages distributed across the region as well as a global distribution network. 

With the participation of Chinese firms, trade has increased rapidly in these 

production networks, while low-income countries in the region have also begun to 

develop rapidly. Today East Asia is the most dynamic macro region in the world and is 

considered the world’s factory. The most remarkable developmental characteristics of 

this region are its high growth rates, rapid industrialization and increasingly active 

participation in the global economy. At the same time, other factors and strategies have 

also played a role in the region’s development. 

The work outlined above analyzes the strategies that have contributed to 

development of the East Asian countries and importance of the regional production 

networks. Unlike the other studies, the article reveals the entrance of a rapid 

convergence process within developing East Asian countries and developed countries 

even though the dependence on EU and the US has shown an increase generally in 2008 

global crisis. Section 2 outlines the strategies that have contributed to development of 

the region. Section 3 analyzes the factors leading to the dispersal of production 

networks, namely technological developments, the Plaza Accords and trade 

regionalism and regional trade agreements. Section 4 presents the relationship between 

production networks and development in the region, while Section 5 summarizes the 

conclusions reached in this study. 
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2. Development Strategies in Asia 

In the 1960s the Japanese export industry started to dominate the world 

economy. This dynamism spread first to South Korea, Taiwan, Hong Kong and 

Singapore, earning them the title of “Asian Dragons”. Eventually, China and other 

economies in the region followed by adopting outward-looking economic strategies. In 

addition to international dynamics, domestic and social factors have played an 

important role in the rise of East Asia. For instance, these countries all share a high 

level of investment and high savings rates and have benefited from sensible 

macroeconomic policies. Other similarities include homogeneous populations and high 

supplies of human capital.  

 These countries have also been influenced to varying degrees by Confucian 

traditıon, which values industriousness, frugality, education, a respect for hierarchy, 

and the interests of the group over those of the individual. It could be argued that this 

ethic’s emphasis on hierarchy, pragmatism, education and hard work has paved the way 

for an interventionist state (Hua, 2015, p.5) 

Although countries in the region share these common features, their industrial 

development and strategies differ in many respects.  

2.1. Taiwan and South Korea 

Taiwan and Korea were both adversely affected by the Japanese occupation 

during World War II. In fact, during the early 1950s they were left more impoverished 

than many countries in sub-Saharan Africa. Both Korea and Taiwan were primarily 

agrarian with very limited industrialization. South Korea, for instance, was at a great 

disadvantage at its initial stage of development due to its harsh climate, limited arable 

land and poor capital accumulation. At the beginning of the 1950s, the governments of 

these countries faced a difficult choice between inward and outward looking policies. 

Despite the drawbacks of inward looking import substitution policies, high levels of 
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trade protection were adopted for two reasons: Firstly, they had a sizeable trade deficit. 

Secondly, their manufacturing industries consisted of numerous small enterprises 

producing poor quality at high cost. In both countries a severely overvalued currency, 

import controls and high tariffs were the main mechanisms used to protect the domestic 

market (Adelman, 1999, p.292). In the immediate postwar period, the US played an 

important role in designing and financing these countries’ institutional structures, 

investment policies, education systems and industrial infrastructures. 

Exhausted by import substitution by the late 1950’s, the economies of both 

countries declined. As US aid had been their main source of foreign currency, these 

countries’ policymakers transformed their development strategies by adopting 

extensive export-oriented policies instead of import substitution policies. These policies 

included currency devaluation, exports incentives, higher interest rates, and a degree of 

liberalization of the import regime. Export orientation policies targeted labor-intensive 

industries in the early stages, while from the 1970s onward export orientation led both 

economies to specialize based on their comparative advantage in capital- and 

technology-intensive industries (Rodrick, 1994, p.56). As a result, the broadly 

supportive policy environment spurred significant increases in exports, growth, 

investment and productivity. 

In spite of the similarities between the two countries, their development 

strategies and economy policies differ substantially. While development mechanisms 

have been state-led in South Korea, they have been market-led in Taiwan Adelman 

(1999); Hattori and Sato (1997). Capital accumulation was relatively poor in South 

Korea, where expectations were very high for accelerated development. Agricultural 

development played a much greater role in the industrialization of Taiwan, where 

agricultural exports comprised nearly 95% of total exports at the beginning of the 1950s 

and agricultural infrastructure was superior to that of South Korea. While Korea was 

more industrialized than Taiwan during the 1930s, most of the factories were located 

in the North. With the division of the country after World War II, South Korea was cut 

off from these industrialized regions. 
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Secondly, although both countries used a high-investment, high-growth 

strategy, the monetary and fiscal policies of Taiwan were more conservative than those 

of Korea. The experience of the Chinese-born Taiwanese with hyperinflation on the 

mainland during the 1940s significantly influenced Taiwan’s macroeconomic policies 

(Kou, 1997, p.15).Taiwan implemented its conservative macroeconomic policy by 

achieving a savings rate. South Korea, in contrast, experienced deficits in the balance 

of payments as investment was promoted by the introduction of money from abroad 

and endued up exceeding savings. Up until the oil shocks, the national savings rate in 

Taiwan exceeded the investment rate by 0.6 percentage points, while in South Korea 

the rate of investment exceeded the national savings rate by 0.5 percentage points after 

1973. In addition to conservative macroeconomic policy, the high household savings 

rate played an important role in achieving high national savings in Taiwan (Adelman, 

1999, p.315). Nevertheless, by the end of the 1980s, South Korea’s economic growth 

exceeded that of Taiwan, so the savings rate in South Korea eventually surpassed that 

of Taiwan.2   

The third difference is related to their industrial organization. Unlike in South 

Korea, medium and small firms prevail in the Taiwanese economy. In fact, the value-

added share of manufacturing firms with 500 or more employees is a mere 25% in 

Taiwan, but nearly 40% in the Korea. What’s more, the Forbes 2000 list featured 76 

South Korean firms in 2015, and only 47 for Taiwan in the same year. (Forbes 2016). 

This difference stems from government policies subsidizing investment. In Korea 

savings rates had been low since 1980s, so firms were highly dependent on external 

credit. The main form of investment subsidy was the extension of credit to large, 

established business groups, in particular chaebol. The government gave an implicit 

guarantee that the state would rescue those entrepreneurs investing in high-demand 

                                                             
2 The other reasons of higher saving rates  

-The real rate of return bank savings in Korea became positive and comparable to that in Taiwan 

-There was great deal of target savings in Korea for the purchase of big-ticket items, such as cars, land and 
apartments. 
- After 1981, the rate of inflation in Korea dropped substantially and became stable.  
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activities if conditions later threatened the profitability of these investments (Rodrick 

1994, p.59). The other strategy to support investment in Korea was through the 

socialization of investment risk in selected sectors. Thanks to these guarantees and 

subsidizes, Hyundai, Samsung, Daewoo and other chaebol have grown into a large, 

international companies. 

As for Taiwan, the expansion of the manufacturing sector was realized primarily 

through the entry of new firms rather than the growth of existing firms. Investment 

subsidies were also divergent, and real lending rates were generally attractive n Taiwan, 

where tax incentives were the primary subsidies tool. Because of the high savings rate 

and investment financed by overseas Chinese, credit subsidies played a much less 

important role. Public enterprises obtained credit on more favorable terms than in 

Korea, where investment risk was also socialized. Therefore, most of large enterprises 

in Taiwan are state-owned, while large, multinational firms and brands are a fewer. 

Most companies in Taiwan focus on supplying large European and American 

companies on an Original Equipment Manufacturing (OEM) basis. Today Taiwanese 

companies have become the essential suppliers and partners of large manufacturing 

companies. 

2.2. Hong Kong and Singapore 

Hong Kong and Singapore are small city-states. Due to their shortage of arable 

land, they depend on imports for their food supplies. In addition, their domestic markets 

are not large enough to consume their domestically manufactured goods, so 

manufacturing industries are generally export-oriented. Therefore, export expansion 

has played a critical role in these countries’ industrialization and development (Chen, 

1987, p.338).  

Unlike South Korea and Taiwan, both Hong Kong and Singapore welcomed 

foreign direct investment (FDI), and much of their growth has been generated by it. 

However, the significant differences in their policies has led to differences in the way 
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FDI has contributed to their industrialization. Whereas Hong Kong has followed a 

laissez-faire policy towards FDI, and has not adopted subsidization policies, Singapore 

has focused on specific industries for subsidies, offering incentives and imposing 

restrictions. In Hong Kong, FDI has helped to establish a low-skill industrial base but 

brought little upgrading in the production network. In Singapore, in contrast, FDI has 

brought rapid upgrades and industrial success (Akyuz, 2015, p.25). 

Although Hong Kong and Singapore experienced political and economic 

instability in the immediate aftermath of World War II, these countries had significant 

geographical and historical advantages in terms of foreign trade and development. 

Because they countries had been long-held colonies of United Kingdom, they already 

had most of the infrastructure needed by a modern economy. They have been steadily 

upgrading and expanded ever since, using private funds to a much greater degree than 

other countries in East Asia. 

In Hong Kong, in fact, industrialization began in the 19th century and expanded 

in the interwar period. With the influx of refugees in 1945, Industrialization accelerated 

as entrepreneurs and capital fled the civil war on the mainland. Immigrants from 

Shanghai established the textile sector, which was followed by the clothing, electronics 

and plastics sectors. The economic development of Hong Kong is unique in a variety 

of respects. 

Firstly, Hong Kong has been the late 20th century’s best example of a laissez-

faire economy. Government policies regarding international trade and finance have 

been remarkably lax, and there are no controls on the international flow of capital and 

no tariffs on goods entering Hong Kong. The government has only adopted a policy of 

indirect subsidies. For example, new universities were established to upgrade the 

quality of Hong Kong’s human capital. Also, public houses were built to house 

immigrants working in industry to provide labor-cost advantage in manufacturing. 

Secondly, small and medium manufacturing firms amounted to nearly to 95% of firms, 

providing nearly 60% of total private employment. Thirdly, the government hasn’t 

engaged in active industrial planning apart from times of economic crisis. In this 
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respect, Hong Kong’s economic strategy including low taxes, lax employment laws, 

absence of government debt, and free trade difference from state-led economic models 

adopted by South Korea, Singapore, Taiwan. Lastly, there have been two main 

structural changes in Hong Kong’s economy in the past fifty years: The manufacturing 

sector came to the fore and resources shifted to this sector in the 1950s and 1960s. The 

US lifted its trade embargo on China in 1971, and the country opened up to FDI in 

1979. Low-wage, labor-intensive manufacturing industries moved from Hong Kong to 

China. Then in the second phase the share of the service sector in the economy grew 

rapidly. Today Hong Kong is the world’s most service-oriented economy, with the 

sector accounting for more than 90% of its GDP. 3 Manufacturing, on the other hand, 

comprises a mere 1.8% of Hong Kong’s GDP (Perkins, 2013,p.96).   

Hong Kong’s increasing investment in China has made it the world’s second 

largest source of FDI, following the US. In fact, it is China’s greatest source, 

comprising 71.7% of the country’s total FDI. At the same time, China is the leading 

investor in Hong Kong, where incoming investment from China reached $448 billion 

or 30.1% of total investment by the end of 2014 (HKTDC 2015).  

Like Hong Kong, Singapore was administrated for a considerable time by The 

United Kingdom and its infrastructure was the best in Southeast Asia (Perkins 2013). 

During colonial times, Singapore's economy centered on entrepôt trade with the 

majority of its population working in trade and services. Commodities were brought to 

Singapore from neighboring countries and re-exported to Europe and the US(Gavin and 

Peter 2003).  However, the trade sector provided limited employment facility, and even 

labor-intensive industry didn’t develop. With the withdrawal of the British, Singapore’s 

unemployment rate further increased, as it had neither capital nor natural resources. It’s 

entrepreneurial class was also small and inexperienced. Thus, the government aimed to 

                                                             
3 The share of trading and logistics is 23.4 %, financial services is 16.6 %,other services 12.4 % and tourism 5.1 % 

of GDP.   



72     Mehmet Fazıl ÖZKUL 

 

attract foreign capital from the developed world to build export-oriented industries 

rather than pursue import-substitution for the domestic market. 

In order to achieve maximum benefit from foreign investment, Singapore 

created a safe, corruption-free environment. The government lowered taxes and 

increased education levels. To accomplish this, citizens sacrificed many freedoms and 

accepted an autocratic government. Narcotics trading and gross corruption were made 

punishable by death (Zhou 2010). The government has been involved in economic 

decisions in different ways ranging from outright ownership of major firms to enforcing 

savings among citizens and firms. These state-owned companies are controlled by 

Temasek Holdings, the country’s sovereign wealth fund, which is ultimately monitored 

by the Ministry of Finance. However, the government has not interfered with market 

forces determining the success or failure of private and state-owned companies 

(Perkins, 2013:96). The stable, predictable environment created by these policies has 

attracted both manufacturing investments of all sizes. The government has also played 

an important role in upgrading the economy encouraging investment in targeted sectors 

by multinational enterprises (MNEs). On the other hand, the approach has been less 

targeted in Singapore than in Korea and Taiwan. Singapore has maintained the world’s 

highest investment rate for over forty years and hosts nearly 5,000 MNEs making up 

approximately three quarters of manufacturing output and 85% of Singapore’s 

manufacturing exports (Siddiqui, 2010, p.11). 

Since 1980 Singapore’s government has subsidized high-value manufacturing 

such as information technology and biotechnology in addition to modern service 

industries. It has passed low-end investments on to neighboring countries. Today 

Singapore is an industrialized country and one of the most important financial, 

educational and health-service centers in East Asia. Singapore is also one of the world’s 

fastest-growing economies with a per capita income that has risen from $320 in 1960 

to $56,286 in 2015 (World Bank 2016).  
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2.3. China 

In spite of its rapid population increase, China’s GDP rose by a mere 1% 

annually during the first decades of the 20th century. The reason for China’s lack of 

modern economic growth prior to 1949 is a story of political and military chaos and an 

insecure investment climate. Rather than modernizing its governance system as Japan 

did, China continued with its traditional approach dominated by a three-tier 

examination system covering Confucian classics and Confucian-style governance 

(Perkins, 2013, p.24). These exams covered nothing relating to industrialization or 

modern organizational structures.  

Following the Communist Party victory in the civil war, economic performance 

remained at unsatisfactory levels until the late 1970s. This was a time of liberalization 

during which the average growth rate reached nearly 4% and the average per capita 

growth rate nearly 2%. China embraced globalization and allowed enterprises to 

purchase technology from abroad. The country opened up to foreign manufacturing 

investment, establishing four private enterprise zones, much of the FDI flowing into 

China came from businessmen in Hong Kong who were familiar with Chinese business 

practices (Table 1). Apart from liberalization, the Plaza Accord and other trade 

agreements also helped FDI grow from $2 billion at the beginning of the 1980’s to over 

$40 billion in the 1990s4  (Zhou and Zierek, 2015, p.20).  

Through these inward-looking investment strategies and outward-looking 

policies, a large mass of cheap labor has been employed as migrant workers in the newly 

created production zones. Chinese firms have also obtained access to regional 

production networks in which their technological capacity and management skills have 

been honed. China’s trade relations have been further strengthened since the country 

the World Trade Organization. The dramatic transformation of regional production 

networks has made China the core market for intermediate products. The development 

                                                             
4 Today FDI inflows have reached $128.5 billion (UNCTAD 2016). 
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of regional production networks has created the Asian-US production system, known 

as the “tri-polar trade through China” model. In this structure complex parts and 

components produced in East Asian countries are exported to China, where they are 

assembled into end products. These are then exported to the US market for consumption 

(WTO-Jetro 2013, p.74). 

Table 1 Source of Direct Investment in China 

  1985 1990 1995 2014 

Hong Kong 48.85 54.87 54.36 71.70 

Japan 16.11 14.14 8.26 3.60 

United States 18.26 13.08 7.26 2.20 

Taiwan 0 0.64 7.34 3.60 

South Korea 0 0 1.60 3.30 

Singapore 0.52 1.45 2.57 4.90 

Other Countries 17.16 15.52 18.21 11.70 

Source: UNCTAD (2015)  

Two other factors have also contributed to China’s economic growth. Firstly,  

the country’s considerable investment in infrastructure, especially transportation and 

communication, has facilitated firms’ access to global production networks. Secondly, 

both high global growth and the rapid rise of a new middle class in developing countries 

led to increased demand for Chinese goods (up until the 2008 financial crisis).  

The Chinese development strategy mentioned above differs from that of other 

East Asian countries in some key respects (Chen, 2015, p.181). Firstly, China is a 

single-party state while the other countries in the region are democracies. China 

maintains a command economy in contrast to privatization efforts around the region. 

China’s one-party rule and hierarchical political structure make the state more powerful 

than in other East Asian countries both in terms of control as well as planning and 

mobilization. Secondly, China has not had time to nurture its infant industries or create 

its own brands, so its economy is more globalized in the sense that China’s market is 

more open to the outside. About 50-70% of China’s GDP is derived from exports of 

which nearly 70% are generated by foreign firms in China. In addition, FDI has 
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encouraged the establishment of private enterprise zones. Through this inward 

investment, China has been able to develop its technology, management skills and 

access to global markets. Thirdly, unlike other countries, especially Taiwan, China has 

quite a large income gap. Fourthly, China has a large peasant population of about 700 

million, which poses challenges to development that other East Asian countries do not 

face. Fifthly, China has adopted a horizontally controlled industrialization strategy 

more a kin to that of Taiwan than to Japan’s keiretsu system in which vertical 

production is tightly controlled.   

3. Determinants of production networks in East Asia 

3.1. Technological developments 

Since the 1980s the world has seen remarkable developments in the electronics, 

information technology and transportation that have contributed to significantly 

increased trade through production networks. 

These developments in production technology have allowed countries to 

specialize in production processes rather than specific goods. This period has seen the 

rise of offshoring, and fragmentation has replaced homogeny and heterogeneous 

products. Fragmentation is defined as the splitting of the production process into two 

to more steps that can be undertaken in increasingly disparate locations but lead to the 

same end product (Deardorff, 2001, p.122). Thus, the total costs of production might 

be lowered by outsourcing some fragment of the integrated activity. For instance, a 

stage that makes relatively intensive use of unskilled labor may be offshored to another 

locale in which labor productivity is higher relative to its wage rate. Developments in 

transportation and communication have lowered the costs of service links connecting 

parts of the production process, thus encouraging the location of various parts of the 

process in geographically separate locales.  
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Over the past 35 years, the development of information technology has 

transformed production models, especially in the electronics sector. The large number 

of newly established hardware and software firms have caused production to shift 

rapidly to low-cost subcontractors. The growth of this new industrial model has also 

expanded global product networks, diversifying the activities of subcontractors. In the 

past subcontractors were only capable of limited assembly activities in the high-tech 

centers like Silicon Valley. However, today they have transformed into large-scale 

firms that can produce all varieties of products for brand-name firms (Sturgeon, 1997, 

p.35). In addition, new types subcontractors, also known as contract manufacturers 

(CM), provide components purchasing, distribution logistics and repair services. 

A significant proportion of CMs are located in East Asia. Subcontractors 

manufacturing at low cost are located in China, Thailand, The Philippines and Vietnam; 

whereas smaller, specialized subcontractor plants are located in Taiwan, Singapore and 

South Korea. Clearly, manufacturing production centers have shifted from the US, 

Japan and the EU to countries like China Taiwan, India (Luthje, 2004, p.8). 

One of the advantages of the new production system is that it gives firms the 

opportunity to upgrade their capabilities and create their own brands. Today many 

companies such as Samsung, Hyundai, Acer, Lenovo, HTC are taking advantage of this 

opportunity in East Asia and have become global brands with the help of state subsidies. 

Technological globalization has transformed value chains into global innovation 

chains while offshoring has moved beyond industrial manufacturing into services, 

engineering and research. This has created new opportunities as well as challenges for 

developing economies. China, especially, has risen through the global ranks in a 

number of intellectual, property-intensive industries—from healthcare and biotech, to 

high-tech manufacturing, information technology and alternative energy. As a result, a 

growing number of MNCs have established research and development (R&D) centers 

in China. Since the year 2000, the number of R&D centers established by foreign firms 

has increased from under 200 to over 1,300. According to a recent United Nations 

report, China has become the world’s most attractive destination for R&D investment. 
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Other Asian countries have also drastically increased their share of R&D investment. 

Today India and Singapore rank the third and sixth most important offshore R&D 

locations in the world (Ozkul, 2011, p.126). 

3.2. The Plaza Accord 

At the beginning of the 1980’s, the dollar’s appreciated by about 50% against 

the Japanese Yen, Deutsche Mark, French franc and British pound. This posed 

considerable problems for industry and the current account balance of the US. A broad 

alliance of manufacturers, service providers, and farmers responded by running a high-

profile campaign asking for protection against foreign   1985, their campaign had 

acquired enough traction for congress to consider passing protectionist laws. The 

prospect of trade restrictions spurred the White House to begin negotiations that led to 

the Plaza Accord in which the dollar was devalued (Hiscox, 2005, p.65). 

Following this move, the value of the yen doubled from 265 to 138 against the 

dollar (Yamazawa, 2004, p.6). This provided a competitive advantage to American 

firms while Japanese domestic production quickly became less competitive. Japanese 

exports dropped off and manufacturers moved their production capacities abroad to 

North America, Western Europe and East Asia. In the wake of the sharp appreciation 

of the yen following the Plaza Accord, economic interdependence among East Asian 

economies was consolidated through FDI from Japan as well as the Asian Dragons, 

which also suffered from the appreciation of their currencies against the dollar. The 

development of trade and investment spurred policymakers in the region to establish 

regional forums to strengthen interdependence and protect their emerging common 

interests. 

The exports of all East Asian countries significantly increased in the second half 

of 1980s. From 1986 to 1991, Exports to Japan doubled, with the value of these exports 

reaching $342 billion. Conversely, Japan’s outward FDI in the second half of the 1980s 

exceeded the total FDI flows from the 1960s to the mid-1980s. Moreover, Japan’s FDI 
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strategy underwent structural transformation by relocating labor-intensive industries 

from Korea and Taiwan to countries with lower labor costs like second-tier Asian 

Dragons and China. Korea and Taiwan also followed suit by increasing their outward 

FDI in ASEAN countries and China to gain a cost advantage in their labor-intensive 

and light manufacturing exports. Hence, growing trade and investment strengthened 

intra-regional trade in East Asia (Chow 2012, pp.226-230). 

3.3. Trade regionalism and regional trade agreements 

With the spread of liberal trade policies, multilateral and bilateral free trade 

agreements (FTAs) also proliferated throughout the region, accelerating particularly 

after the Asian financial crisis. East Asia is often characterized as a “spaghetti bowl” or 

“noodle bowl” due to the varying degrees of trade liberalization, coverage of products 

and services, and most of all, different rules of origin for the local contents in 

overlapping FTAs (Baldwin, 2006, p.4). The proliferation of bilateral and multilateral 

FTAs has led to the emergence of several trading blocs. Rather than merging into a 

single, region-wide economic union, however, East Asia is more likely to develop into 

several trade blocks with overlapping members among nations.  

The development of regional trade arrangements in East Asia, though it has 

gained momentum, differs substantially from the model of membership enlargement in 

the EU and NAFTA. First of all, East Asian countries are at different levels of economic 

development with large gaps in per capita income and high disparities of economic 

development. For example, the difference in nominal GDP per capita between 

Myanmar and Singapore is 1:45. In the case of the EU25, however, the difference 

between Latvia and Luxembourg is only 1:8(IMF 2016). The huge disparity within East 

Asia gives MNEs a strong incentive to extend operations into different countries 

according to wage levels, which are strongly correlated with nominal GDP per capita. 

MNEs distribute production networks throughout the region by benefiting from 

regional trade arrangements and fragmentation (Kuroiwa and Kumagai, 2011, p.23). 
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The degree of overlapping export commodities among those trade-dependent 

economies is relatively high when measured by the export similarity index. Therefore, 

roughly half of export commodities in East Asia are similar and compete with one 

another (Chow 2011). The majority of end products produced in the region are exported 

to the US and EU, making the performance of East Asian economies more dependent 

on foreign markets than those of EU and NAFTA countries. 

Due to the divergent levels of economic development in the region, it is difficult 

to achieve a high level of economic integration as seen in the EU. Expectations 

regarding integration vary throughout the region. While Singapore, Japan and Hong 

Kong are at the forefront of the services sector and are more interested in the regulation 

of this sector, developing countries are more interested in the regulation of commodities 

or agriculture trade. Nevertheless, divergent levels of economic development have not 

hindered globalization, especially the fragmentation of manufacturing and the 

formation of a regional production network.  

In general, economic integration between small and large countries can be 

expected to lead not only to the growth of trade flow but also dynamic shifts in factors 

of production across national boundaries. This should generate a non-proportional 

distribution of industrial clusters in favor of large countries due to economies of scale 

under free capital movements. Upon analyzing the effect of economic integration on 

the shift of industrial clusters, Krugman (1991) found that large economies with 

relatively large production centers benefit from trade liberalization, cost reduction and 

economies of scale. Smaller economies, in contrast, were found to suffer and become 

peripheries. Hence, Krugman (1991) concluded that economic integration eventually 

leads to a hub-spoke scenario with the hub country as the core and spoke countries as 

peripheries. Looking at the effect of economic integration on welfare and income 

distribution, Masaru (2003) argued that a hub-spoke trading arrangement leads to a 

convergence between the hub and higher-income spoke countries, causing a divergence 

between the hub and low-income spoke countries. The US, China and Japan are the 

three hubs of East Asia. Table 2 and Table 3 show that China has become the most 
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important hub for the region, while Japan is the strongest hub only for Indonesia. The 

US is a strong potential hub for Southeast Asia in particular. 

Table 2 The Hub-ness of the Three Major Markets for East Asia (%)  

                Destination Nations   

  US China Japan 

China 16,576   7,500 

Hong Kong 14,675 46,145 4,777 

Japan 19,441 12,438   

South Korea 12,871 18,962 7,271 

Singapore 9,286 9,721 5,167 

Taiwan 12,082 22,082 19,031 

Indonesia 10,649 7,938 20,162 

Malaysia 16,393 7,712 9,390 

Philippines 17,518 9,721 16,437 

Thailand 13,577 8,681 12,125 

If market forces are the driving factor for economic integration, then it would 

be much more fruitful to review the hub-spoke models by examining the degree of trade 

complementarity.   

Table 3 Average Trade Complementarity Index of 10 Countries to China, Japan and the US    

Exporting  
Country 

                   China 
2001-03           2004-06 

                  Japan 
2001-03           2004-06 

                      USA 
2001-03               2004-06 

China     1.41 1.34 1.22 1.21 

Hong Kong 1.20 1.39 1.36 1.36 1.13 1.06 

Indonesia 0.93 0.87 1.51 1.36 1.09 1.11 

Japan 1.20 1.24     0.98 0.94 

South Korea 1.38 1.59 0.83 0.83 0.88 0.83 

Malaysia 1.42 1.54 1.3 1.26 0.95 0.95 

Philippines 1.64 1.92 1.44 1.33 0.92 0.84 

Singapore 1.51 1.85 1.26 1.18 0.88 0.77 

Taiwan 1.74 2.40 1.13 1.16 0.84 0.74 

Thailand  1.13 1.14 1.14 1.09 1.02 1.00 

Source: Chow (2012)  

The Table 3 supports the argument that most Asian countries have had more 

rapid trade growth with China than with the US or Japan due to the development of 

outsourcing and industrial migration. As a result, much of their trade flowing to final 

markets in OECD countries is detoured to China for further reprocessing and assembly 

before reaching their final markets. Because of the growth of China’s role as a factory, 
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workshop, and assembly house trade, there is a rise in the complementarity indices of 

most countries in East Asia with China. 

4. Relation Between Product Networks and Development 

Production networks have expanded in East Asia thanks to the activities of 

MNEs, and industrial clusters have developed in tandem with the expansion of 

production of networks. East Asian economies, especially less developed ones, have 

the potential to develop their industries by participating in such networks.  

Although production networks are found in most industries from apparel to 

energy, they are most common in the automotive and electronics industries. In these 

industries, the geographical spread of production networks as well as the location of 

industries clearly reflect the attributes of each industry, especially agglomeration 

economics and transport costs. At the same time, they are crucially influenced by the 

trade policy of each economy. Considering the continuing trend toward lowering tariffs 

and entering FTAs, production networks led by MNEs will continue to expand, 

covering a greater number of developing countries in the region and strengthening the 

competitiveness of the East Asian economy as a whole. Factory Asia clearly dominates 

vertical trade within the global electronics industry. China is a hub positioned in the 

global electronics network. China’s extensive web of connections within East Asia is 

mirrored by the US, which maintains multiple links to the region (Benno, 2013, p.5). 

Japan is a supplier of key parts and components to regional partners as well as North 

America. Essentially, vertical trade gravitates about the China-Japan-USA axis, which 

lies at the center of global activities in the electronics industry. In sum, the global 

production network for electronics centers mainly on Factory Asia, which is built 

around the Japan-China axis and also involves a range of close, transpacific 

connections.  

Compared to the extensive electronics networks, the East Asian automotive 

industry relatively less developed. With the exception of Japan, the global automotive 
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network is largely the dominion of European and North American producers. China 

does not yet wield a major influence in regional automotive industries. Nevertheless, in 

2006-2007 the country represented the second largest regional network leg in 

connection to Japan and it also integrated with the auto industry in Korea. The latter is 

central to the Asian auto networks, with significant links to the US and Germany hub 

(Benno, 2013, p.6).  

Owing to the developing networks of the electronics industry in East Asia, the 

components and parts trade has played an increasingly imported role in the region. The 

cross-border distribution of component production/assembly within the vertically 

integrated production process, or so-called international product fragmentation, has 

dominated production and trade patterns in the region. We can see this from the 5-digit 

Standard International Trade Classification (SITC) data and United Nations 

Commodity Statistics Database (UN Comtrade), which calculate the share of parts and 

components in the manufacturing trade. There are 319 items classified as parts and 

components in which 256 products are in SITC7 and 63 products are in SITC8 

(Jongwanich, 2011, p.27). 

As seen in Table 4, the growing importance of international production 

networks in the region is revealed by the higher proportion of parts and components in 

the manufacturing trade. In terms of exports, the share of parts and components in total 

manufacturing in East Asia increased from 14.7% in 1992 to 35.8% in 2007. In terms 

of imports, the share of components and parts increased from 31% to 47.6% over the 

same period. Indeed, the share of parts and components exports reached almost 82% of 

total manufacturing exports in The Philippines in 2007. In other regions, however, these 

rates increased more slowly. In fact, the share of parts and components imports in total 

manufacturing imports declined from 27.4% to 27.1% in developing countries overall.  
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Table 4 Share of Parts and Components in the Manufacturing Trade (%) 

  Exports Imports 

  1992 2000 2007 1992 2000 2007 

World (billion $) 23.1 34.4 31.8 23.2 34.5 31.5 

Developed countries 24.3 34.1 28.5 27.4 32.9 27.1 

Developing countries 19.8 35 36.1 n.a. 37.6 38.3 

East Asia 14.7 29.9 35.8 31 44.6 47.6 

China 8.7 23.7 32 23.5 40.6 49 

Hong Kong 16 35.3 39.2 22.2 37.4 50.2 

South Korea 18.4 44.1 46.5 40.2 47.1 36.2 

Taiwan 20.4 30.2 47.8 30 32.1 39.4 

Southeast Asia 34.6 58.7 52.5 38.5 57.5 55.6 

Indonesia 4.6 20 27.5 26.5 25.8 25.3 

Malaysia 34.1 67.4 59.6 43.7 65.4 58.1 

Philippines 37.3 77.3 81.6 29.2 30.2 52.7 

Singapore 51.8 71.6 57.6 45.4 64.2 63.7 

Thailand 23 42.7 44.4 31.5 49.4 40.2 

Vietnam na 11.7 13.9 na 18.4 20.9 

Source: Jongwanich (2011). 

It should also be noted that exports within production networks accounted for 

over 60.3% of the total manufacturing trade in East Asia as compared to the global 

average of 50.9%. İn fact, production network exports accounted for 66% of total 

manufacturing exports in ASEAN in 2006-2007, up from 56.8% in 1992-93. The 

patterns observed on the export and import sides of ASEAN bear striking similarities, 

reflecting growing cross-border trade within production networks. 

As seen in Table 5, comparison of the data on the share of parts and components 

of total exports and imports points to an important difference between China and other 

East Asian countries. In China, parts and components account for a much larger share 

of imports than exports whereas in other Asian countries the share of parts and 

components exports tends to be higher than that of imports. These contrasting trade 

patterns imply that China plays an increasingly important role as an end-product 

assembler using parts and components procured from countries in the region. 
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Table 5 Share of Parts and Components in Global Parts and Components Trade (Percent) 

 
  Exports Imports 

  1992 2000 2007 1992 2000 2007 

World (billion $) 616.7 1,653.8 3,003.4 614.3 1,647.4 2,946.4 

Developed countries 77.7 63.4 50.5 86.8 63.8 52.3 

Developing countries 22.3 28.9 36.6 13.2 24 31.3 

East Asia 7.1 9.6 12.8 12.3 13.6 21.4 

China 1.6 2.7 5.3 2.5 4.2 11.3 

Hong Kong 1.4 1 1.1 3.9 4.4 5.7 

South Korea 1.8 3.2 3.9 3.4 2.8 2.5 

Taiwan 2.5 2.7 3.8 2.5 2.8 1.9 

Southeast Asia 6 10.8 9.5 9.3 10 8.8 

Indonesia 0.1 0.4 0.5 0.9 0.3 0.3 

Malaysia 1.5 3.8 3 2.3 2.7 2.2 

Philippines 0.5 1.8 1.7 0.4 1.1 0.5 

Singapore 3.1 3.4 2.4 4.1 4.3 4.1 

Thailand 0.8 1.4 1.7 1.6 1.4 1.4 
Source: Jongwanich (2011) 

Table 6 displays the growing importance of regional production networks in 

East Asia. Intraregional trade accounted for 55% of total manufacturing trade in East 

Asia in 2006-2007, up from 53.3% in 1992-93. The level of intraregional trade in East 

Asia was higher than that in NAFTA, rapidly approaching the level of the EU. 

However, significant asymmetry exists between total export and import values in East 

Asia’s production networks. This asymmetry in intraregional trade stems from Japan 

and the China. Since the late 1980s, Japan has generally used the region as assembly 

base for meeting demand within the region. The emergence of China as a leading 

assembly center within the regional production network in the early 1990s further 

augmented this trade asymmetry. Namely, China imports parts and components from 

the other East Asian countries to assemble end products destined for markets 

throughout the world   (Athukorala and Yamasihta,  2008, p.11).  

Thus, the share of parts and components in total intraregional trade in East Asia 

has growth faster than in the EU or NAFTA. The share of parts and components in total 

regional exports in East Asia increased from 23.6% in 1993 to 47.6% in 2007. This 

proportion declined from 29% to 28.8% in NAFTA and increased from 18.4% to 22% 

in the EU. On the import side, the increase was from 35.5% to 51.7% in East Asia, from 
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20.5 to% 22.1% in the EU and declined from 47.6% to 36.3% in NAFTA. The share of 

parts and components in total regional imports was much larger than exports and 

increased at a faster rate. This reflects the fact that the region relies more on the rest of 

the world as a market for end products than as a market for parts and components. In 

fact, the share of end-product exports decreased from 46% in 1993 to 36.9% in 2006.  

Table 6 Parts and Components and End Products as a Share of Total Intraregional 

Trade 1992-93 and 2006-07 (%) 

a) Total Trade East Asia NAFTA EU15 

Exports       

1992-93 47.2 44.4 61.2 

2006-07 43.9 48.1 56.9 

Imports       

1992-93 58.2 36.3 64.1 

2006-07 64.4 32.0 57.9 

Trade (exports and imports)       

1992-93 53.2 39.9 62.6 

2006-07 55.1 38.4 57.4 

b) Parts and Components       

Exports       

1992-93 50.2 43.5 62.3 

2006-07 60.1 46.9 55.9 

Imports       

1992-93 65.9 39.5 58.0 

2006-07 66.9 39.9 55.2 

Trade (exports and imports)       

1992-93 57.0 41.4 60.1 

2006-07 62.9 43.2 55.5 

c) End Products       

Exports       

1992-93 46.0 44.7 60.9 

2006-07 36.9 48.7 57 

Imports       

1992-93 55.4 35.3 65.6 

2006-07 63.0 30.2 58.5 

Trade (exports and imports)       

1992-93 50.3 39.4 63.2 

2006-07 44.4 37.3 57.7 
 Source: Athukorala (2011) 

East Asian production networks consist of countries at varying income and 

technological levels, which significantly enhances manufacturing competitiveness. 

Table 7 provides data from the competitive industrial performance (CIP) index 

compiled by the United Nations Industrial Development Organization (UNIDO). The 



86     Mehmet Fazıl ÖZKUL 

 

CIP index measures the ability of countries to competitively produce and export 

manufactured goods based on four different aspects of competitive performance 5 . 

Clearly, all East Asian countries have strengthened manufacturing competitiveness 

since 1985 and their component indices of the CIP index are higher than the sample 

average in most cases. These countries have developed industries and reached high 

growth rates with the help of production networks and have entered a rapid convergence 

process with developed countries. These countries’ economic growth has increased in 

tandem with their CIP performance. Indeed, China’s CIP ranking rose from 61 in 1985 

to 7 in 2010, and its income per capita rose 12.5 times more than that of the US, 9.6 

times more than the Canada and 7.4 times more than the France from 1985 to 2014. 

Korea’s CIP ranking rose from 22 to 4 from 1985 to 2010, and its income per capita 

rose 5 times more than the USA, 3.8 times more than the Canada and 2.84 times more 

than the France in the years 1985 to 2014 (see Table 8).  

Global production sharing has certainly played an important role in the 

continued dynamism of East Asia and its increasing intraregional interdependence. This 

does not, however, mean that the process has contributed to a decrease in the region’s 

dependence on the global economy. Its growth is based on vertical specialization and 

an increasing dependency on extra-regional trade in end products. Thus, the 2008 global 

economic crisis negatively impacted East Asia, causing exports to decline nearly 30% 

throughout the region in the fourth quarter of 2008. In addition, China failed to provide 

                                                             
5 These four indexes are: 
1) Manufacturing value added (MVA) per capita index which evaluates the contribution of the manufacturing sector 
to the development. 
2) Manufactured export per capita index which is related to the competitiveness of the industry in international 
markets.  
3) Industrial intensity index is measured by the share of medium and high technology (MHT) activities in MVA 
4) Export quality index is measured by the share of MHT products in manufactured exports. 

These four index are calculated by using following formula 

 
Xji shows the jth statistical value of ith country for the related index. The values of calculated indicators align 

between 0 and 1 in which 0 represents the worst case and 1 represents for the case where the relevant data is highest. 
Then CIP index is calculated as arithmetic mean of the four indexes showing an overall view of country’s 
manufacturing industry’s relative standing (Kumral, Deger and Turkcan 2010). 
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a cushion against this export contraction as prescribed by the decoupling thesis 

(Athukorola, 2011, p.93). The remarkably synchronized nature of the trade contraction 

across countries in the region on both the import and export sides is generally consistent 

with close trade ties among East Asian countries forged within regional production 

networks.6 An investigation of the growth rates of exports by destination provides no 

support for the view that the region’s dynamic growth has made East Asian economies 

have less susceptible to global trade contractions. Chinese imports from most countries 

in the region have contracted at a much faster rate compared to exports, perhaps an 

indication of the stocking of imported parts and components by Chinese firms given 

the gloomy outlook for exports. This slower export growth translates into a substantially 

reduced Asia-Pacific merchandise trade surplus with the rest of the world. The surplus 

fell from a peak of slightly more than $480 billion in 2007 to only $75 billion in 2013.  

The growth rate of manufactured goods also decreased from 8.71 % in 2008-2010 to 

2.42 % in 2010-2013 (WTO 2014) 

Table 7 Competitive Industrial Performance and Component Index (rank) 

  1985 1993 2003 2010 

China 61 29 19 7 

Vietnam   64 54 

Indonesia 65 60 47 38 

Philippines 45 45 32 44 

Thailand 43 32 28 23 

Malaysia 30 20 19 21 

South Korea 22 13 9 4 

Singapore 11 10 12 6 

Taiwan 19 12 11 5 

Japan 4 3 2 1 
Source: Compiled from UNIDO database 

 

 

 

                                                             
6 Krugman (2009) points to the vertical integration of global production as a possible explanation for the surprisingly 

large trade contraction in the most recent crisis compared to the Great Depression. Vertical integration of production 
implies that a given degree of contraction in demand for an end product has ramifications for trade flows from many 
other countries that are involved in the production chain.  
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Table 8 GDP Per Capita in East Asia and Selected Developed Countries ($) 

  1985 2010 2014 
1985-2010 

Growth Rate (%) 

1985-2014 

Growth Rate (%) 

China 292 4,433 7,594 1418.15 2500.68 

Vietnam 239 1,334 2,170 458.16 807.95 

Indonesia 537 2,947 3,514 448.79 554.38 

 Philippines 566 2,135 2,843 277.21 402.30 

Thailand 747 4,803 5,560 542.97 644.31 

Malaysia 2,015 8,754 10,829 334.44 437.42 

South Korea 2,542 22,151 27,971 771.40 1000.35 

Singapore 6,783 46,570 56,286 586.57 729.81 

Taiwan 3,295 19,262 22,598 484.58 585.83 

Japan 11,465 43,117 36,194 276.08 215,69 

Hong Kong 6,542 32,550 40,169 397.55 514.02 

United States 18,269 48,377 54,629 164.80 199.03 

Germany 9,364 41,723 47,627 345.57 408.62 

United Kingdom 8,591 38,363 45,603 346.55 430.82 

France 9,770 40,706 42,736 316.64 337.42 

Italy 7,567 35,876 34,194 374.11 351.88 

Canada 13,991 47,465 50,271 239.25 259.31 
Source: Compiled from World Bank statistics 

Although the world economy looks to be in better shape than in previous years, 

a full-fledged recovery from the 2008 global financial crisis is still not apparent. The 

average growth rate of USA declined from 2,47 % in 2001-2007 to 1,24 % in 2008-

2015, and  declined from 3,72 in 2001-2007 to 0,47 in 2008-2015 in European Union 

(World Bank 2016). While the US economy started recovering in 2013, the Eurozone 

economies continue to struggle with internal and external shocks. In addition, global 

growth relying more on capital investment in the energy sector than on consumption 

might not be doing much for export-led East Asia economies. Thus, exports from 

Factory Asia may not fully benefit from the recovery. To make matters worse, as more 

than 15% of total exports are to China, slowing growth in the Chinese economy poses 

risks to export prospects for the rest of the Asia-Pacific region. China is also the major 

supplier of goods to the rest of Asia-Pacific; around 16% of imports are sourced from 

China. The downward trend from double-digit growth to a much slower pace is a source 

of concern for the rest of Asia-Pacific, they cannot substitute for the Chinese market 

with other external markets or their own domestic demand in the short term (UN 

ESCAP, 2015, p.4). Therefore, growth rates of most of East Asian countries have 
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declined significantly. As seen in Table 9, the average growth rate in the region declined 

from 5.76 % in 2001-2007 to 4.65 % in 2008-2015. The decline of the growth rate is 

more pronounced in countries of the region with high income and foreign trade potential 

such as Singapore, South Korea, Hong Kong, Taiwan and China.  

Table 9 Growth Rates in East Asia (%) 

  

2001-2007 

average growth rate 

2008-2015 average 

growth rate 

China 10.82 8.63 

South Korea 4.90 3.10 

Hong Kong 5.00 2.61 

Taiwan 3.54 2,80 

Indonesia 5.05 5.54 

Malaysia 5.01 4.65 

Thailand 5.37 2.89 

Philippines 4.97 5.28 

Vietnam 6.92 5.86 

Singapore 6.08 4.41 

Regional average  5.76 4.58 
Source: Compiled from World Bank statistics 

5. Conclusion 

Production networks have expanded with outward growth strategies and 

economic integration, spreading economic growth from Japan, Korea and Taiwan to 

other countries in the region and spurring a rapid process of convergence with 

developed countries. China’s entrance to the WTO and adoption of liberal policies has 

increased the trade of manufacturing products in economies in the region, earning East 

Asia the name “Factory Asia”. Unlike other countries in the region, China’s parts and 

components imports have risen significantly, demonstrating China’s growing role as 

final assembler in the production networks. This has not only made East Asian countries 

more interdependent, but also increased the dependency of East Asia on extra-regional 

markets, in particular those in NAFTA and the EU. The above-mentioned case creates 

a significant advantage for countries in the region during periods of high growth in 

developed countries and an abundance of global liquidity. It becomes a disadvantage, 

however, in times of global crises like 2008.  
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As the region is not immune to global economic uncertainties, developed 

countries’ economic performance seriously affects the export volume and growth rate 

of China and other East Asian countries. Following the 2008 crisis, declining consumer 

spending in the US and EU adversely affected economic indicators in East Asia, 

particularly export and growth.  

In order to reduce dependency on developed countries and increase stability, 

countries in the region would be wise to revise their outward growth strategies and 

focus on policies that increase consumption. Thanks to enormous consumer potential, 

East Asian countries can create new success stories by developing new policies 

encouraging the growth of the service sector as well as consumption. 
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