FOREWORD


For over two decades the Asian Pacific region enjoyed strong economic growth.  In fact, the World Bank described economic development in East Asia as an economic miracle.  This steady growth made it relatively easy for military planners to project Asian defense budgets and security assistance programs.  Our main concern was to make sure robust Asian military modernization programs contributed to military stability rather than arms races. 


Those days are over.  The Asian economic crisis changed the ability of Asian states to sustain modernization programs at robust, pre-crisis levels.  Defense budgets were gutted and security assistance programs were sliced.  At the same time, US engagement plans were drastically altered to reflect the new realities.  Military planners in Asia now face far more uncertainty than in the past. 


We take some comfort from the fact that most Asian economies are enjoying economic recovery. But one of the lessons we’ve learned from Asia’s financial turbulence in 1997 and 1998 is that we can’t take Asia’s economic prosperity for granted.  To strengthen and sustain Asia’s economic performance, we need to better understand what drives these economies and the potential pitfalls that could derail recovery.   


As part of the US engagement strategy, we join the lively debate over how best to shape Asia’s economic performance. We discuss the main economic trends in Asia and the Pacific as well as the social, historical and political context in which economic decisions are made.  In addition, we look back at the economic strategies that drove the economic performance.  We analyze what went right and what went wrong with these economic strategies.   If the performance is poor, we recommend more promising new economic strategies to generate growth. If the economic performance is positive, we recommend ways to sustain this prosperity. 


If recent events in Asia have taught us anything, it has brought home the fact that economics and security affairs are part of a seamless web.  The U.S. Pacific Command, with an Area of Responsibility encompassing 43 countries and 56% of the world’s population, has much at stake.  Therefore, we attach great importance to understanding the critical linkages between economics and security in the Asia Pacific region.  

We are pleased to publish the 1999 edition of the USCINCPAC Asia-Pacific Economic Update as a military perspective on the interdependence of economic trends, regional security, and the context in which strategic decisions are made. 

Dennis C. BLAIR

Admiral, U.S. Navy

Commander in Chief

     U.S. Pacific Command
OVERVIEW

This report begins with a regional assessment of the economic dynamics of the Asia-Pacific region and then selects several key economies for further analysis.  It concludes by assessing the interaction of economics and security in energy, shipping, defense spending, population and the environment.  

Asia’s Economic Dynamics.  The ongoing Asian economic crisis illustrates the importance of sound institutions in economic development.  Asia’s historical growth resulted from its fundamental strengths of high savings, relatively open economies, robust trade and investment, aggressive employment of human and physical capital, and a strong work ethic.  Nevertheless, the Asian economic crisis illustrates the incomplete nature of its economic mechanisms, and the need not only for better macroeconomic management of current accounts, currency exchange, and capital flows, but also the need for sound business practices and their regulatory institutions.  While Thailand, Indonesia, South Korea, Malaysia, and the Philippines are experiencing a recovery during 1999, complacency over restructuring is now a central concern.

Country Studies.  The dimensions of the Asian economic crisis reveal themselves not only in the turbulence of the crisis-hit countries but also in the doldrums being experienced in China and Japan.  In the middle of these dynamics is the need for Asian specialists to read the writing on the wall and anticipate the economics of reunification on the Korean peninsula.  The political and social context of economic development also is explored in chapters on Indonesia and India.

Economics and Security Issues.  An enduring feature of the Asia-Pacific security landscape is the flow of fossil fuels and shipping throughout the region.  This vital traffic highlights Asia’s dependence on stability in Southeast Asia and the Middle East in terms of broad political relations as well as global economic affairs.  Challenges to economic security have motivated defense spending and arms trade in the region, although the text identifies other key factors.  Further, while the seriousness of the Asian economic crisis demonstrated the regions’ susceptibility to short-term financial shocks, it is essential to consider the long-term challenges posed by Asia’s population growth, its food demand, and its environmental problems.   
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NOTE


The information in this report delimits Asia-Pacific economies as Japan, Australia, New Zealand and, as defined by the International Monetary Fund (IMF), Asian Developing Countries.
  The Asian Developing Countries, which are collectively referred to as Developing Asia in the text, are listed below.  The U.S. Pacific Command’s Area of Responsibility (AOR) also includes North Korea and three additional islands in the Indian Ocean (Comoros, Madagascar, and Mauritius), but does not include Afghanistan or Pakistan. 

IMF’s Asian Developing Countries

AFGHANISTAN
 
INDONESIA
MONGOLIA
SOLOMON IS.

BANGLADESH
CAMBODIA
NAURU
SRI LANKA

BHUTAN
KIRIBATI
NEPAL
THAILAND

BRUNEI
KOREA, SOUTH
NEW CALEDONIA
TONGA

BURMA (MYANMAR)
LAOS
PAKISTAN1
TUVALU

CHINA, P.R.
MACAU
PALAU (BELAU)
VANUATU

FIJI
MALAYSIA
PAPUA NEW GUINEA
VIETNAM

FR. POLYNESIA
MALDIVES
PHILIPPINES
W. SAMOA

HONG KONG SAR

MARSHALL ISL.
SAMOA, AMERICAN
TAIWAN
INDIA 
MICRONESIA, F.S.
SINGAPORE



Countries in bold (South Korea, Singapore, Taiwan, and Hong Kong) have recently been re-designated as New Industrialized Economies (NIEs) and after 1998 are no longer listed under Developing Asia in some IMF reports but are classified as Advanced Economies.  However, for the purpose of presenting consistent historical trends in this report, the economies in the above table comprise the Asian Developing Countries, unless otherwise noted. Also, South Korea was given Industrialized Country status when it was admitted to the Organization for Economic Cooperation and Development (OECD) in 1997. 










�	IMF, Direction of Trade Statistics (series).


�	Not in USPACOM AOR.


�	Hong Kong Special Administrative Region (SAR) retains status as a customs territory separately from China and is reported as a distinct economy by IMF. 





