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ANOTEONEFFECTSOFECONOMICDEVELOPMENTINCHINA:
CLIMBINGTECHNOLOGYLADDERANDTRADESURPLUS

INEASTASIA

KAZUHIROIGAWA KobeUniversity

Abstract

AgeneralsurveyofEastAsianeconomicintegrationissketched,includingeconomicdevelopments

ofChinaandASEAN.FasteconomicdevelopmentofChinaisanissueinearly21stCentury.Specific

characteristicsofeconomicdevelopmentsinChinaandASEAN areshown,usingsimplemodelof

increasingreturnandofregionalsegmentation.InternationaldivisionsoflaborinEastAsiaaredis-

cussed,dependingonthemodel.TradebalancesurplusofChinawithrespecttoUSiscomparedwith

thecaseofJapan-UStradeconflicts.Foreignexchangeratesystem,includingRenminbi,inEastAsia

isalsoinvestigated.

JELClassification:F42

Keywords:DevelopmentofChina,DivisionoflaborinEastAsia,AppreciationofRenminbi

1.Introduction

AfterAsianCurrencyCrisis,mostofEastAsiancountriesshowedV-shaperecovery.

NowhighgrowthofChinaisanewfactortostrengtheneconomicagglomerationinEast

Asia.DevelopmentofChinahasmanyeffectstotheworldeconomy,especiallytotheEast

Asianeconomy.Therearepositiveandnegativeevaluationsabouteffectsofthedevelopment

ofChina.

Positiveevaluationreferstopositiveeconomicexternalitiesofalargeproductioncenter

andalargemarketofChina.Thepositiveexternalitiescomefrom scaleeconomiesand

economiesofscope,whichfacilitatepotentialsofendogenouseconomicgrowthinducedby
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economicagglomeration.Aneconomicagglomerationhascumulativeeffectsforfurther

economicdevelopments.

DevelopmentsofChinaincreaseaneconomicagglomerationintheEastAsia.Thereare

alreadyseveralagglomerationsinEastAsia,Japan,Korea,Taiwan,Hong-Kong,Singapore,

Bangkok,KualaLumpur,andetc.Aneconomicagglomerationisoneofthemostimportant

factorsforsustainableeconomicdevelopment,andcanbeextendedthroughmanytypesof

investments.Socialcapitalsmustbeinvestedbygovernmentsandmanycompetitiveenter-

prisesshouldinvestinthesameregiontoenjoyexternaleconomies.InEastAsia,onelarge

economicagglomerationisformativeprocess,andaneconomicdivisionoflaboramongEast

Asiancountriesisintheprocessofdeepening.Aneconomicagglomerationhasacenterand

peripheries,whichsupportthecenter.Quantitiesandqualitiesofsupportingperipheries�

economicconditionsarealsoimportantfactorstodetermineaneconomicquantityandquality

ofthecenter.Largecentersoftheworld,likeUSandEU,havehigh-techindustrieswith

R&D institutionsandhaveadvancedfinancialinstitutions.Manysupportingindustriesin

peripheralsupplyparts,andcheaplaborsofperipheralsareusedfortheprofitintheircenter.

Thesedynamiceconomicdevelopmentsanddivisionsoflaborproduceefficienteconomic

environmentsforfurtherendogenousdevelopments.EastAsiahasnotcompletedyetan

efficientlargeagglomeration.EastAsiahaspotentialsofalargeproductionplaceandalarge

marketofdemand,intheworld.Italsohaslargegrowthpotentialsofperipherals,New

ASEAN4,inlandprovincesofChina,andpossiblyofSouthAsia.EastAsiaisstilloneof

growthcentersoftheworld.EastAsiacanregainitsglorydaysofeconomicboom,with

somequalifications.Environmentalconstraintsandenergysupplyconstraintsmaynotbe

satisfiedforEastAsiandevelopments.

NegativeevaluationreferstocompetitionwithcheapproductsofChinaandlargeabsorp-

tionofForeignDirectInvestment(FDI)intoChina.UnitedStatscomplainsbilaterallarge

balanceoftradedeficitsandalsoChinesecheapmanufacturingproductexportstoUS.Japan

complainscheapagriculturalproductimportsfrom Chinaandimitation(copy)ofJapanese

manufacturingproductsbyChina.ASEANcountriesarecompetingwithChinainexportof

laborintensivemanufacturingproductstoUSandEU.ASEANcountriesareverycautiouson

shiftingtheirindustrialstructuretoincreasemorecapitalintensivemanufacturingproducts,

andthusoninvitingFDIofcapitalandtechnologyintensiveindustries.

DevelopmentsofChinahaveshiftedFDIflowtrendfromflowintoASEANtoflowinto

China.ThismightchangetheorderinthepositionofgooseflyingpatternintheEastAsia

ofJapan-NIEs-ASEAN-China.Ifthosecountries�comparativeadvantagesandproduction

specializationsarekeptintheorderofhigh-tech,capitalintensive,laborintensive,then

internationaldivisionoflaborwillproduceinter-industrytradeamongcountries.However,if

Japanstopsstructuralreformofacquisitionordevelopmentofnewhigh-techindustries,and

ifChinadevelopsfastertocatchupcountriesgoingahead,thencompetitionamongcountries

KOBEECONOMIC&BUSINESSREVIEW,50(2005),1-162



ininternationalmarketbecomessevere.Internationaldivisionoflaborproducingintra-industry

tradewillbetheappropriateresultsofthissituation.Severcompetitionhasapressurefor

efficiencyandalsohasaninefficiencyofcollapseofthedefeated.Thelatterisalways

emphasizedwithloudvoice,butformerismoreimportantinthelongrun.

Inthefollowingsections,wediscusstheeffectsoffastdevelopmentofChinatotheEast

Asiancountriesandtotheworld(US).Insection2,threecharacteristicsofChinesedevelop-

mentwillbeinvestigated;oneisaseparationofareaofrapidlydevelopingregionand

retardedregionwithinChina,andanotherisFDIofcapitalwithnewtechnologies.Thethird

isatradeimbalance.Section3isusedfordiscussingchangesofinternationaldivisionof

laboramong theEastAsian countrieswith effectsoftheChinesedevelopments.A

sustainabilityoftradesurplusofChina(andalsooftheEastAsia)withrespecttoUSisa

topicofsection4.Inthefinalsection,arevivalpossibilityoftheEastAsianmiraclewillbe

discussed.

2.CharacteristicsofeconomicdevelopmentinChina

(a) DisparityinEconomicDevelopmentStageamongRegions

Chinaisacountrywithlargepopulationandterritory,butitisrathersegmentedinto

manyregions.Theeconomicdevelopmentstagesaredifferentamongtheseregions,andthis

ismaintainedbyregulationsoflabormobilitybetweenregions.Thedifferenceofeconomic

developmentstagedependsonanamountofFDIinflowsintoregions.TheincreaseofFDI

andregulationoflabormobilityhaveaccompanieduniquecharacteristicsofeconomicdevel-

opmentinChina.

TocapturethecharacteristicsofdevelopmentinChina,weusethefollowingsimple

model.Chinaconsistsofseveralregions,wherelabormobilityisfreewithinaregion,butis

regulatedbetweenregions.EachregionhaslaborLandcapitalK,mostofthelatterisan

accumulationofFDIinflows.Therearetwotypesofproducts(domesticproductsA and

tradableproductsM).Toproduceoneunitofdomesticproducts,・aoflaborinputisused.

Toproduceoneunitoftradableproducts・m oflaborandkm ofcapitalareusedasinputs.

Production ofthe tradable requiresfixed laborcostFi in i-th region.Therefore,

・aA・・mM・Fi・ L (1),forfull-employmentcondition,and kmM・ K (2),forfull-

utilizationofcapital.Nowforpricerelations,noprofitconditionrequires,w・a・ pa(3),and

w・m・rikm・Fi・M・ pm (4),fordomesticproductsand tradableproducts,respectively.

Wherew isawagerate,riisarentalrateofFDIcapitalini-thregion,paisapriceof

domesticproduct,pm isapriceoftradableproductintermsofdomesticcurrency.The

internationalpriceoftradableproductsintermsofforeigncurrencypisgiven,andthus

pm・・p(5),where・isforeignexchangerateintermsofdomesticcurrency(thatis,
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ChineseRenminbi).

Fromthissystem,productionsofA andM,andpricespaandpm,andalsorentalrate

riisdeterminedasfollows.GivenKandkm,M isdeterminedfrom(2).Thenfrom(1)and

givenL,・aandFi,A isdetermined.From(3)andgivenw,paisdetermined.pm isdeter-

minedfrom(5).Thereforeriisdeterminedfrom(4).

ThissituationinsomeregionmightbebroughtasfollowsAtthebeginningofnoFDI

inChina(thatisK・0),foreigninvestorscalculaterentalsforFDIcapitalindifferent

regions.Ifarentalrateafterdiscountingriskfactor,ishigherinsomeregioninChinathan

rentalrateintherestoftheworldrw,thenFDIwillbeinaction.Ifwagerateissamefor

regions,FDIwillgototheregionwhereFiissmall(ifFiissameandwageratesare

differentinregions,thelowestwageregionwillinviteFDIinflows).Becauseofafixedcost,

initialFDImustbelargeenoughtohavescaleeconomy.However,onceFDIisinvested,

increaseofKreducesfixedcostperunitproduct,andthusFDIfollowsinthesameregion.

Whenthetotallaboroftheregionisusedfullyforproductionoftradablegoods,wagelevel

willbeincreasedintheregion.WhenmoreFDIflowsin,laborimmigrationfrom other

regionsmightbeinvitedandthewageratemightbeincreasedfurther.Thewageincrease

willreducetheprofitrateofFDIintheregion,andFDIwillmovetoanew regionof

highestexpectedprofits.Becauseoffixedcost,whichproducesascaleeconomy,concentra-

tionofFDIwillstartinthenewregion,andcontinuestillawagerateincreasereducesa

profitrateofFDIinvestment.ThethirdregionwillbecomeFDIinflow region,andthis

developmentprocesswillcontinueuntilFDIintoothercountriesbecomemoreprofitable.

(b) GradualStepupofaTechnologyLadder

Now itisapositiontointroduceanindustrialstructureofmanytypesoftradable

products.Asasimplemodel,itisassumedthattherearethreetradableproductsofalabor

intensiveproduct,acapitalintensiveproduct,ahigh-techproduct.Herethetradableinthe

abovemodelin(a),iscalledlaborintensiveproducts,technologyof・m andkm.Nowtechnol-

ogycoefficientsofthecapitalintensiveproductare・coflaborinputandkcofcapitalinput,

andthisindustryuseadifferenttypeofcapitalC.Inproductionofthehigh-techproducts,

acoefficientoflaborinputis・handofcapitalinputiskh,andofintermediateinputish.

AdifferenttypecapitalofH isusedforthehigh-techindustry.Theintermediaryinputis

importedfrom abroad.ProductionlevelsareMcandMh,respectivelyforcapitalintensive

productsandhigh-techproducts.Priceoflaborintensiveproductispm,ofcapitalintensive

productispc,ofhigh-techproductisph,andofintermediaryinputispf.Thesepricesin

termsofUS$aregiven,andthusforeignexchangerate・determinethepricesintermsof

domesticcurrency.FixedcostsFcandFharenecessaryforcapitalintensiveproductsandfor

high-techproducts,respectively.Rentalratesofcapital(FDI)aredeterminedfrom thezero
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profitconditionssimilartorelation(4).

Constraintsofgoingupatechnologyladderareasfollows.Toproducecapitalintensive

products,anexperienceandexistenceofproductionoflaborintensiveproductsofmorethan

M・levelisnecessary.Inthesimilarway,anexperienceandexistenceofproducingcapital

intensiveproductsmorethanMc・levelisnecessaryinproducinghigh-techproducts.Hereit

isalsoassumedthatinternationalpricelevelsaregiventobringhigherprofitrateforhigher

levelofladderproducts,ifwageratesaresame.Withthesepreliminarysetting,somediffer-

entaspectsofeconomicdevelopmentsinChinawillbecaptured.

AfterproductionleveloflaborintensivetradablehasincreasedmorethanM・,FDIof

capitalintensivetradableCmightbecomparedasanalternativeproject.Becauseofafixed

cost,newFDIofCmustbemorethansomelargescale.FurthermoreM・productionshould

bekeptinChina,andthusCwillinflowintotheregionasasubstituteofproductionM.

ThismeansproductionlevelofM mustexceedM・considerablytostartFDIofC.OnceFDI

ofCstarted,scaleeconomyofcapitalintensivetradableindustrywillinvitemoreFDIof

C,andCandthusMcwillincreaseuntilawageincreaseprohibitsinflowsofFDI.Important

restrictionis;thelevelofproductionofM shouldbekeptmorethanM・toproduceMc.

ThismeansthesubstitutionbetweenM andMcispartial.BothM andMcwillincrease,if

profitratesofFDIofK andofC intoChinaarebestchoices.Productionofhigh-tech

tradableMhstartsinsimilarwayasthecaseofcapitalintensivetradable.Onedifferencewill

bearequirementofanintermediaryinputinproducingMh.

Inthisway,industrialstructuresinChinasiftfromdomesticproductsonly,toincreasing

shareoftradableproductsoflaborintensive,nextofcapitalintensive,thenofhigh-tech

industries.Ifscaleeconomyworkswithinaregionandalsowithinneighboringregions,a

diffusionofeconomicdevelopmentwillstartfrom oneregionandwillmovetoadjoining

regions.Heredomesticcapitalformationsshouldbementioned.Startingproductionofnew

tradableproducts,FDIinflowsofforeigncapitalsarenecessary.Aftersomeexperienceof

production,domesticcapitalswouldstarttobeusedinproducingtradables.Thedomestic

capitalformationwillstartinlaborintensiveproducts,thennextmoveincapitalintensive

products.Itwilltaketimetoformadomesticcapitalinhigh-techproductsandinthemean

timeintermediarycapitalgoodsinputwillbeimportedfromabroad.Thismightbesituations

oftherecentdevelopingpatternofChina.

(c) TradeBalanceofChina

ImbalancewasUS-JapantradeuntilUS-Chinaimbalancehasbecomeseriousproblems,

andthustherearepossibilitiesofUSimbalancewithanothercountrybecomesissuesin

future.InthecaseofJapan,theimbalancewascriticizedforsomespecificexports,atfirst,

likecottonmanufactures,nextTVandelectricalappliances,andthencarandcomputer.The
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bilateralnegotiationforaspecificcommodityhadmoved,then,totheoneformanycom-

moditiesincomprehensiveways.Inthemeantime,JapaneseYenappreciatedmorethanthree

times,buttheimbalancestillexists.Savingminusinvestmentisequaltoatradebalance(a

currentaccount),anditwasalwaysthecasethatJapanesesavesmoreandUSpeoplecon-

sumesmore,andthusimbalancewasalwaysUS�stradedeficitandJapan�stradesurplus.In

thecaseofChina,thelargevalueofimbalanceiscriticizedandspecificexportsarenot

stronglypointedoutsofar.Ofcourseitisalwaysthecasethatspecificitemsarepolitically

usedforprotectionandfornegotiation.IfChinaexportsitscomparativeadvantagelabor

intensiveproducts,theissueforUSwilljustbeavolumeofimbalance.HoweverifChina

haschangedtoexportofhigh-techproducts,whichcompetetoUSproducts,thentheirtrade

conflictswillbecomeseriousproblems,likethecaseofUS-Japan.Thereforewhether

Renminbirevaluation(includingpossiblefurtherrevaluations)issufficientenoughornotto

solvetheimbalancesinUS-Chinatradeimbalance,dependsontwothings.OneisSaving-

InvestmentbalancesbothinChinaandUS,andifthesebehaviorswillnotchangedramati-

cally,foreignexchangerateswillhaveweakeffectsontheirtradeimbalances.Theotheris

changesofexportproductsofChinatoUS,andiftheexportproductschangefrom labor

intensiveproductstocapitalintensiveproducts,andfurthertohigh-techproducts,following

Renminbiappreciations,China-USconflictwillbeseriousinfuture.

Usingtheprevioussimplemodel,tradebalancesofChinacouldbedescribedasfollows.

Theproductionsideisdescribedin(a)and(b),thereforeatradestructureisdeterminedif

consumptionsideisintroduced.Itwillbeeasiertoassumethesimplechoice(utility)function

ofCobb-Douglastype,andthusfixedproportionsofincomewillbespentfordifferent

commodities.Productionandconsumptionofnon-tradablecommoditiesshouldbeequalwithin

China,andatradebalanceofChinaisthevalueofdifferencebetweenproductionand

consumptionintradablecommodities.WhenChinaproducingonlylaborintensivetradable

commodities,Chinaexportsthelaborintensiveproducts,andthusimportsbothcapitalinten-

siveproductsandhigh-techproducts.IfsavingislargerthaninvestmentinChina,atrade

balanceofChinaisinsurplusandChinaaccumulatesDollarassetsorforeignreserves.When

Chinaproducingbothlaborintensiveandcapitalintensiveproducts,thenChinawillsubstitute

importwithdomesticproductionincapitalintensiveproducts.Therewillbethecasethat

Chinaexportsbothlaborintensiveandcapitalintensiveproducts.Thoseexportsminusimport

ofhigh-techproductdeterminestradebalanceofChina,andthiswillbesurplusaslongas

savingexceedsinvestmentinChina.WhenChinastartedproductionofhigh-techproducts,

Chinamustimportintermediaryinputs.Therewillbemanydifferentpatternoftrade.

Exportingoneproductandimportingtheotherproductsandintermediaryinputs,isonecase.

Exportingtwoproductsandimportingtheotherproductandintermediaryinputs,isanother

case.Itispossibletoexportallproductsandimportonlytheintermediaryinputs.Thetrade

patternswilldependonexchangerate・andwageratesofregionsinChina.Againtrade
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balanceofChinadependsonSaving-InvestmentdifferenceinChina.

3.DivisionoflaboramongEastAsiancountries

(a) DevelopmentofASEAN

DevelopmentsofChinahavemanyeffectstoforeigncountries,especiallytoEastAsian

countries.DevelopmentsofASEANcountriesstartedbeforethoseofChina.Singaporeisa

developedgatewayandafinancialcenterforotherASEAN4countriesofThailand,Malaysia,

Indonesia,andPhilippine,thelattertwoarecatchinguptheformertwo.Bruneiisspecial

countrydependingonoilproduction.NewASEANmember4ofVietnam,Cambodia,Laos,

andMyanmarareperipheraloftheASEAN4.FortheeconomicdevelopmentofASEAN,

developmentmodelofChinaintheprevioussectionmightbeapplicablewithsomemodifica-

tions.NowineachASEAN4countrytherearetworegions,urbanandruralregions,andone

countryisoneregionfornewASEAN4,intheabovemodel.

DevelopmentofASEANmightbedescribedasfollows,usingtheabovemodel.FDIinto

ASEANcomesfromdevelopedcountries,alargeandimportantinvestorisJapan,andAsian

NIEsofKorea,Taiwan,Singapore,andHong-Kongarenewinvestors.FDIflowsintourban

regionsofThailandandMalaysia,wherelaborintensivetradableproductshaveproducedand

exported.Labormovementwithinthosecountriesisnotrestrictivebutwithincreasingcosts

asalabormovementvolumeincreases.WageratesinThailandandMalaysiawillincreasein

thoseurbanregions.WhenproductionlevelbecomemorethanM・,FDIofCflowsinto

thoseregions.Someoftheproductionsoflaborintensivetradableinurbanregionsof

ThailandandMalaysiawillshifttourbanregionsinIndonesiaandPhilippine.FDIfrom

AsianNIEstoASEAN hasassistedthistrend.Externalityinproductionbetweenlabor

intensivetradableandcapitalintensivetradable,whichisreflectedintherequirementof

M・productionforproducinganyofMc,ismaintainedthroughunificationofASEAN.

TransactionwithinASEAN hasincreasedandconnectionsamongfirmsaremaintained

throughnetworksofJapanesefirms�andofoverseasChinese�s.Whenproductionofcapital

intensivetradablebecomesmorethanMc・,FDIforhigh-techproductshasstartedinurban

regionsofThailandandMalaysia.MinimumrequirementofM・andofMc・withinASEAN,

mightrequestextensionofASEANtoincludenewASEAN4.Itisasituationnowthatnew

ASEAN4havestartedproductionoflaborintensivetradables,IndonesiaandPhilippinehave

startedproductionofcapitalintensivetradables,andThailandandMalaysiahavestarted

productionofhigh-techtradables.Althoughstartingnew productsdependsonFDIinflow,

extensioninproduction,aftersomeexperienceoftheproduction,couldbecarriedoutby

domesticinvestment(domesticcapitalformation).
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(b) DevelopmentandCompetitioninEastAsia:BeforeAsianCurrencyCrisis

TherearethreetypesofeconomicgroupinEastAsia.OneisJapanandAsianNIEs,

whichmakeFDItoChinaandASEANandexportintermediaryinputsandcapitalgoodsto

ChinaandASEAN.AnothergroupisASEAN (oldASEAN 4plusnew ASEAN 4).Old

ASEAN4isacenter(urbanregionsofThailandandMalaysiaarecores),whichclimbedup

productstechnologyladderfrom laborintensivetocapitalintensive,andnow tohigh-tech

products,introducingnecessaryFDIinflowsandformationofdomesticcapital.NewASEAN

4juststartedproductionofthelaborintensive,usingFDIinflows.ThethirdisChina,

developmentofitisexplainedintheprevioussection.

CatchingupofChinatoASEANisveryfastandASEANhaveextendedtoincludeless

developedfourmembers.ThisbroughthardcompetitionbetweenASEANandChinainexport

marketsoftradablecommodities.ThailandandMalaysiawerethebypasscountriesofexport

fromJapantoUSandtoEU,thiswasafterPlazaaccordof1985.AppreciationofYenmade

itdifficulttoexportfromJapanandproductionplacemovedfirsttoThailandandMalaysia.

ExportsfromThailandandMalaysiawerepromotedaspoliciesofthesecountries.Indonesia

andPhilippineweresecondbypasscountriesofJapaneseexport.InThailandandMalaysia

wagerateshadincreasedandproductionsiftstartedfrom thelaborintensivetothecapital

intensiveproducts,thiswasinearly1990s.HereChinahasenteredexportcompetitionand

depreciationofRenminbiin1994madelaborintensiveChineseproductsmorecompetitive.

ThishadbigeffectsonASEANcountries.ThailandandMalaysiashouldhurryupshifting

fromlaborintensiveproductstocapitalintensiveones,andIndonesiaandPhilippineshould

bemoreefficientinproducinglaborintensiveproducts,competingtoChinaproducts.

ReportofEastAsianMiraclefromWorldBankintensifiedFDIinflowsandcapitalfund

inflowsintooldASEAN4.DevelopmentofoldASEAN4wasmorerapidthanthepoten-

tiallyappropriaterateofeconomicgrowth.ItiscriticizedbyP.Krugmanthatthegrowthin

EastAsiaaccompaniesfewproductivityimprovement.Hisjudgmentistooextremebuthad

pointedoutsometruth.Fortherapideconomicdevelopment,politicaldictatorship,which

controlsdomesticmarketsandtransactionsystems,wasusedinmanyEastAsiancountries.

Adictatorshiphassideeffectsofinefficiency,andinternationalstandardsfortransactionin

marketsandtransparencyofsystemsarecalledfor.Therearemanydifferentcountriesof

cultureinEastAsia.Eachcountryhasitsowneconomicsystems,whichinheritedfrompast

history.Uniquedomesticsystemshavesomeinefficiencyinthesystemsofinternational

standards.TheoldASEAN4hadinvolvedmanyinefficienteconomicsystemsofdictatorship

andofhistoricalinheritance.

Thecapitalfundinflows,especiallyinflowsofshort-term capital,becametriggerof

currencyandfinancialcrises,whentrendofinflowschangedtooutflows.Itisrightlypointed

outthatbothDollarPegofASEAN currenciestostabilizetheirvaluesandtheiruseof
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short-term fundsforlong-term purposeweretheirmismanagements.Speculativeattackin

1997wassymbolicinthesensethatshort-termcapitalfundcanproducecrisisinthecountry

ofeconomicdifficulty,evenifthisisverysmall.AsianCurrencyCrisistaughtimportanceof

flexibilityofexchangeratesandoflargeforeignreservestoavoidcurrencyattack.Thisis

reflectedinrecentincreaseinflexibilityofexchangeratesandrapidaccumulationofforeign

reservesinEastAsia.Itwasalsoimportanttomakenewefficienteconomicsystemaccom-

paniedwiththedevelopmentofbothASEAN andChina.Efficientdivisionoflaborin

competitivemarketwasnecessaryinEastAsia.

(c) RecentInternationalDivisionofLaborinEastAsia

AsianCurrencyCrisishasreduceddifferenceofeconomicdevelopmentstagebetween

ASEANandChinaorhavereversedtheirordersofdevelopmentstageposition.Thailandand

MalaysiashowedrapidrecoveryofVlettershape,andrecoveriesofIndonesiaandPhilippine

weretakingtime.New ASEAN 4arecatchingupsteadily.Therefore,roughlyspeaking,

comparativeadvantageinThailandandMalaysiaiscapitalintensiveproducts,theonein

IndonesiaandPhilippineislaborintensiveproducts,andtheyareclimbinguponestepmore

ofproductstechnologyladdertogiveaspaceoflaborintensiveproductstonewASEAN4.

RecentdevelopmentinChinaisveryrapidandChinahasthreedifferenttypesofregions.

Bestdevelopedregionshavecomparativeadvantageincapitalintensiveproducts,andnext

developedregionshavecomparativeadvantageinlaborintensiveproducts,andtherest

regionsarecatchingup.Howeverthosethreetypesofregionsarealsotryingtoclimbup

productstechnologyladder.

JapanandAsiaNIEsareexportinghigh-techproductsandintermediaryinputstoChina

andASEAN.TheyalsooutflowFDItoChinaandASEAN.ChinaandASEANnowstarted

tooutflow FDIwitheachother.Japanseemstoberecoveredfrom longrecessionand

deflationofmorethantenyears,afterthecollapseofthebubbleeconomyin1990.Japanstill

haslargeassetsofFDIandstrongnetworkoffirmsinASEAN,andisincreasingFDIinto

China.Korearecoveredfrom AsianCurrencyCrisis,bycarryingouteconomicstructural

reforms.Thedissolutionofitszaibatsuandreformsthroughintegrationandseparationof

businessactivityhasincreaseditscompetitivenessoffirmsininternationalmarket.However

Koreastillhasunemploymentofhighlevel.TaiwanoutflowsFDItoChinaandde-

industrializationorhollowingisfeared.Although,relativeeconomicpositionsofJapan,Korea

andTaiwanmayhavedecreasedinEastAsia,theystillhavestrongconnectiontoASEAN

andChina.

Itisstillintheprocessofeconomicdevelopmentandofconstructingorganizational

architecture,EastAsiagraduallyforminganefficientsystemofinternationaldivisionoflabor.

MostinterestingfeatureinEastAsiaisanincreaseofintra-industrytrade.Thisimplies
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divisionoflaborwithinEastAsiaisdeepeningandproductsdifferentiationismakingpro-

gress.Complexesindivisionoflaborcausetradenetworkofintra-regionaltradeinEastAsia.

AnotherinterestingfeatureisatradeofintermediaryproductswithinEastAsia.Thisimplies

divisionoflaboramongproductionprocessesisprogressing,andcouldbecalledvertical

divisionoflabor.Thiscausesintra-industrytradeandalsointra-firm trade.Manycountries

(regions)ofdifferentdevelopmentstagescanjoinformakingthesameproductsbysharing

productionprocesses.Withintra-industryandintra-firmtrade,economicterritorieswithcenter

(core)andperipheralcanoverlapinEastAsia.NoweconomicterritoriesofChina,ASEAN,

AsiaNIEs,andJapanarecloselyrelatedwitheachother.TheotherfeaturesinEastAsiaare

movementsofformaleconomicintegrations,FreeTradeAgreement(FTA)andmonetaryand

financialcooperation.Theeffortsforbuildingtheseformalframeworkswillhelpfurther

deepeningofdivisionoflabor,horizontalandverticaldivisionoflabor,inEastAsia.

4.TradebalanceofEastAsiaandUS

Recently,July2005,ChinadecidedtoincreasethevalueofChineseRenminbiand

movedfromthepeggedexchangeratesystemtoamanagedfloatusingabasketofcurren-

cies.ThiswassurprisingtimingforJapan,butisexpectedforlongperiod.Chinahasre-

spondedtotheforeignpressureofappreciationofRenminbi,andhasstillkeptforeign

exchangeratepolicyinstrumentbyadoptingmanagedfloatsofgradualappreciation.Thenew

system isacceptedasafirststepformorefreemarketofRenminbi,andChineseforeign

exchangerateadjustmentisverymeaningfulfortheworldandalsoforotherAsiancountries.

AppreciationofRenminbimighthaveplusandminuseffects,butasatotalChineseeconomy

willenjoynetpluseffects,ifexchangerateadjustmentsaregradual.Thisisanaverageor

majorityevaluationofRenminbiappreciation,atthismoment.

ToevaluateandexpectanappreciationofRenminbi,theexperienceofJapaneseYen

mightbeuseful.Inearly1970s�,many(large)countrieshavemovedfromIMFfixedratesto

floatingrates.From 1970s�,Japanwasalwayscomplained,especiallybyUS,toreduce

Japanesetradesurplus,andJapaneseYenhasappreciatedfrom 1$=360Yento1$=110Yen

(1$=80Yen,atpeak,in1995).Yenisnowthreetimesstrongerthanbefore.Ifweapplythe

JapaneseexperiencetoChina,Renminbimightalsoappreciatemorethantwotimesinfuture.

Butthismightnotbetrue,becauseinthecaseofJapanproductivityinexportingindustry

hasincreasedrapidlyandexportproductshavechangedfrom laborintensivetocapital

intensiveandhigh-techproducts.ItissaidthatdevelopmentofChinadependoninputs

increase,andtechnology(orproductivity)increasewasnotmainfactorforitsgrowth.Ifthis

isthecase,20-30% appreciationmightbeexpectedforthecomingdecade.

AppreciationofRenminbimightnotreduceforeignreservesofChina,becauseChina

wantstoincreasethereservesforstabilityofRenminbiandforincreasingitspoliticalpower.
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UShasbeenaskingforeignexchangerateappreciationtoforeigncountriestoreduceUS

deficitoftradebalanceinvain.TradebalanceisareversesideofSaving-Investmentbalance.

USsavingissmallerrelativetoitsinvestment,andsavinginEastAsiancountriesislarger

relativetotheirinvestment.IfwedividethenationalSaving-Investmentbalanceintoprivate

Saving-Investmentbalanceandgovernmentbudgetsbalance,thelattergovernmentbalance

deficitisapartofcounterpartoftradedeficit.Thereforedeterminantsofprivatesavingand

investmentandalsogovernmentsurplusordeficit,explainthecounterpartoftradebalance.

Exportminusimportisatradebalance,anddeterminantsofexportandimportshouldbe

consistentwiththoseofSaving-Investmentbalance.Althoughatradebalanceisdetermined

bytheinteractionbetweenSaving-InvestmentdecisionandExport-Importdecision,mostof

thecasesSaving-InvestmentdecisiondominatesExport-Importdecision.Determinantsof

macrosavingaremanybutcurrent(orpermanent)incomelevelmightbeoneofthemost

importantdeterminants.Interestratesandforeignexchangeratemightalsobedeterminants,

buttheeffectsofthemonmacrosavingwouldbeweak.Determinantsofmacroinvestment

arealsomany,andexpectedreturnsofinvestmentmightbethemostimportantdeterminant.

Foreignexchangerateisoneofsignalsoffuturereturnsofinvestment,especiallyinexport

orinimportcompetingindustries.Domesticgoodsindustriesorserviceindustrieswouldhave

nostrongeffectsfrom foreignexchangeratesfortheirinvestment.Byandlarge,foreign

exchangerateswouldhavenostrongeffectsonmacrotradebalances,anditseffectsare

ratheronmicroindividualfirmsoroncomparativeadvantageamongindustries.

WhenJapaneseYenappreciated,inthelast30years,itstradesurplusisnotstrongly

affectedfromappreciations,butindustrialstructureofJapanhaschanged.Japanhasreduced

labor-intensiveindustriesandhasincreasedcapital-intensiveindustriesandfurtherhasin-

creasedhigh-techandserviceindustries.Non-comparativeadvantageindustrieshavebeen

shiftedproductionlocationtoEastAsiancountries.Importantpointisthefactthatinthe

meantimeJapanaccumulatedUS$andUSenjoyingSeigniorage.Japandonatedthebenefits

ofSeignioragebyaccumulatingforeignreserves.

AppreciationofRenminbidoesnothavestrongeffectsfortradeimbalancebetween

ChinaandUS,besidesinthelongrun.TheeffectswillbeoneconomicstructureofChina.

Chinaisnow enjoyingcheapandefficientlaborinputsandenjoyingcapitalinflowsfrom

abroadinlaborintensiveandalsoincapitalintensiveindustries.However,withappreciation

ofRenminbi,Chinagenerallyreducescompetitivenessinexports.Forcontinuousgrowth,

Chinamustshiftitsproductionstructuretoincreasetheshareofproducts,whoseproductivity

growtharehigh.Thoseproductsareusuallycapitalintensiveorhigh-techproducts.Therefore

futurerateofRenminbidependsonhowChinacouldshiftitseconomicstructurefromlabor

intensiveindustriestocapitalintensiveindustries,andfurthertohigh-techindustries.IfChina

succeedsinthesestructuralchange,Chinawillexperiencethesimilareconomicconflictsof

Japan-US,in1970-90.ThedifferentcasesmighthappenwhenChinaopenslargedomestic
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markettoforeigncountries,especiallytoUS.

OtherEastAsian countriesgain competitivenesswith appreciation ofRenminbi.

EspeciallylessdevelopedcountriesinASEAN mightgetchancetoinviteFDIinlabor

intensivemanufacturingindustriesandwillbecomecompetitorstolessdevelopedregionin

China.SouthAsia(India,Pakistan,andetc.)willalsoenjoythechances.IfChinachanges

itseconomicstructure,accompaniedwithappreciationofRenminbi,competitionwithdevel-

opedASEANcountriesmightbecomesevere,andthisproducesmoreefficientdivisionof

laborinEastAsiaregion,asmentionedinsection3(c).Thiswillproducealargecenterof

economicagglomeration and willstrengthen EastAsian regionaleconomicintegration.

AppreciationofRenminbiwillbebigmomentumofmorecomplicatedhorizontalandvertical

internationaldivisionoflaborinEastAsiaregion.

EastAsiancountries,especiallyChina,havebeenaccumulatingforeignreservesmostly

inUS$.EastAsiancountrieshavebeenexchangingtheircommoditiestomoneyofUS$.

ImportantpointisUSenjoyingSeigniorageandEastAsiashouldtakethebenefitsof

SeignioragebyusingEastAsianCurrencyforinternationaltransactions.AstheAsiancur-

rencycrisisshowed,EastAsiancountrieshadheavilydependedonUS$forinternational

transactions,andUS$shortagecouldnotbesolvedwithoutIMFassistances.IfEastAsia

countrieshadsomeregionalcurrencyforinternationaltransactions,theCrisismightbesolved

quickly.WearenowinthepositiontoconsiderEastAsianMoney,likeEuroinEU,orat

leastforeignexchangeratecoordinationforstabilization.ASEANplusthreeatChiangMai,

in2000(ChiangMaiInitiative),financialcorporationthroughcurrencyswapwasagreed,and

itmightbeafirststepforAsianMonetaryFund(AMF).WithAMF,EastAsiacanformone

largeeconomicagglomeration,whichiscomparabletoNAFTA orEU andcanretain

Seignioragewithintheregion.

5.PossibilityoftheEastAsianMiracle

EastAsiahasmanycountriesofdifferenteconomicdevelopmentstages.Ifdevelopment

ofrecenttrendinEastAsiacontinued,theareawillhaveonelankmoreadvanceddevelop-

mentsituationsfromnow.Lessdevelopedcountriesorregionswillshifttomoredeveloping

countriesorregions,anddevelopingcountriesorregionswillpartiallycatchuptodeveloped

countriesorregions.Thereforetheireconomicstructureswillchangefrom laborintensive

industriestocapitalintensiveindustries,from capitalintensiveindustriestohigh-techindus-

tries,andfromagriculturalindustriestomanufacturingindustries,frommanufacturingindus-

triestoserviceindustries.ThisisastrongtrendinEastAsia.

Moreimportantly,economicintegrationwillbeadvancedinAsiaandintraregional

economicinterdependencywillbestrengthenedinEastAsia.Bothhorizontalandvertical

tradethroughdeepenedinternationaldivisionoflaborwillbeincreasedintheregion.Onthe
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onehand,dependingoncomparativeadvantage,differentoutputswillbeproducedindifferent

countriesandinter-industrytradealsowillbeextendedmore.Ontheotherhand,andmore

importantly,divisionoflaboramongproductionprocesseswillbeextended,andspecialization

inproductionofparts,inintermediaryinputs,inassembling,inmanagements,andetc.will

stepforward,andintra-industrytradewillbeincreased.Economicintegrationoreconomic

agglomerationinEastAsiawillbeadvanced.Thisisveryimportantforfurtherdevelopment

inEastAsia.DuringthenextdecadesinEastAsia,therewillbemanybusinessopportunities.

Whenmarketsizebecomeslargeanddivisionsoflaborprogresses,andregionalintegration

proceeds,therewillbemanybusinesschances,eventhougheconomicenvironmentofmarkets

mightbemorecompetitive.

TherearethreebusinessnetworksystemsinEastAsia.OneisJapanesebusinessfirms�

network,thepowerofwhichmightbedecreasing.SimilarKoreannetworkcouldbeincluded

inthistypeofnetwork.AnotherisOverseeChinesenetwork,whichisincreasingpowerwith

developmentofChinaandASEAN.Thethirdismarketorientednetworkusinginternational

(US)transactionstandards.Thecombinationofthesethreenetworkswillproducemore

efficientinternationaldivisionoflaboramongEastAsia.

Asalreadymentioned,afterappreciationsofJapanesecurrencyYen,manyJapanese

companieshaveshiftedtheirproductionplacefrom JapantoEastAsiancountries.Japanese

companieshavetheirownmanagementsystemsandtheirorganizationshaveuniqueteam

orientedbehaviors.ManyJapanesehumanresourcesformanagementhavemovedoutwith

FDIandsomeofmanagementknow-how aretransferredtolocalmanagersinsubsidiary

companies.JapanhadtakenrolesofeconomicleadershipwhenJapanesemanagementsystem

isappreciatedandaccepted.In1990s,especiallyafterAsianCurrencyCrisis,aglobalstan-

dardofmanagementsystemleantoUSstyleofcontractsandtomarketorienteddecisions.

OfcourseJapanesestyleofmanagementsofusingorganizationalrelationsandteam-workare

stillefficientwithintheJapanesenetworksystem.Howeverwhenanappropriatesystemitself

isintheprocessofinternationalselection,Japanesesystemsseem tobedifficulttoshow

theiradvantages.

ThesituationshaveincreasedwhereJapanesecompaniesmustacceptaglobalstandard

ofmarket-contractoriented.TheJapanesebusinesspowerusingJapanesemanagementsystem

hasbecomeweakerthanbefore.JapanesecompaniesinEastAsianowmustuselocalhuman

resourcesofmanagement.ThelocalmanagerialresourcesmightbemanagerswithMBAor

Ph.D.ofuniversitiesinUS.FurthermoreJapanesegovernmentisalwaysfarfrom assisting

JapanesecompaniesinEastAsia,atleastsuperficially.Therearemanypoliticaldifficulties

duetothehistoryofbeforeandduringWorldWarSecond.Strongeconomicleadership

supportedbyJapanesegovernmentwillbedifficulttobeacceptedinEastAsia.Ofcourse

Japanwillstillshowitsleadershipinbilateralrelations.

TherearemanyevidencesaboutimportantpresenceofOverseasChineseinthedevelop-
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mentofEastAsia.Hereitisenoughtocitegeneralinformationfrom�imidas�and�chiezo�.

Thereare27millionOverseasChineseintheworldand23millionpeoplesarelivinginEast

Asia.Immigrationfrom ChinatoEastAsiaincreasedbycolonialpolicyofBritainand

increasedmorebytheriseofnumbersinpoorpeople,theysufferedafterOpium War

(1840-42).SomeoftheOverseasChinesesucceededineconomicactivities,especiallyin

distributionandfinancialbusinesses.EthnicChinesebusinessenterpriseshavegotlarge

economicpowerinEastAsiancountries.BusinesswithChinahasincreasedafterChina�s

changetoopenpolicy,usingOverseasChinesenetwork.Thereisaconceptof�greater

Chineseeconomicarea�,whichimpliesthatEthnicChinesebusinessactivityissupporting

EastAsianeconomicdevelopment.In1970s,AsianNIEsattractagreatdealofattention,but

exceptKorea,theirdevelopmentsaredominatedbyChineseeconomicactivities.In1980s

ASEANandthecoastareaofChinahavedevelopedusingOverseasChinesenetwork.Itwas

expectedin1992bytheWorldBankthattheeconomicscaleof�greaterChineseeconomic

area�willbelargerthanUS,inthebeginningof21thcentury.Actually,itistakingtime

morethantheexpectation,partlybecauseofAsianCurrencyCrisis.Howeverhighereconomic

growthofChinaandASEANwillcontinue,usingOverseasChinesenetwork.

DevelopmentofmarkettransactionswillbelimitedifitmostlydependsonJapanese

businessnetworkand/orOverseasChinesenetwork.Itisnecessarytouseadvantagesofarms

lengthtransactions.Thisisnotexistingnetworkbutcontrolledbyconfidenceandtrustfor

performancesofmarkettransactionsystem,whichisformedwithjuristicrestrictionsand

contractrules.Aftersomegoodexperiencesofarmslengthtransactionsinmarkets,anetwork

whichdependsonconfidenceandtrustformarketsystemwillbeconstructed.Aneconomic

developmentinEastAsiadependsonFDIinflowsandonexporttointernationalmarkets.

Thereforeitisnecessarytointroduceinternationalstandardformarkettransactions.East

Asiancountriesarerapidlyadoptinginternationalstandard(mostlyofUSandEU)formarket

transaction,especiallyafterAsianCurrencyCrisis.

TherearestillsocialistcountriesinEastAsia,wherebureaucratssystem substitutes

marketmechanismsinmanyplaces.HoweverincreaseofFDIinflowsandinternational

transactionshascalledfortransparencyofmarkettransactionsandforaninternationalstan-

dardofmarkettransactions.Nowaninternationalstandardformarkettransactionispenetrat-

ingnotonlyincapitalistcountriesbutalsointosocialistcountries.Networkformedinarms

lengthtransactionofmarketsisnotstableanditchangesflexiblydependoneconomic

conditions.Thisflexiblenetworksystemisthestrengthofamarketmechanism.Increaseof

FTAnegotiationinEastAsiaisacceleratingformationofthisflexiblenetwork.

Combiningthreetypesofnetwork(Japanese/Koreabusinessnetwork,OverseasChinese

networkandtheflexiblenetworkofmarket)proficiently,EastAsiacouldconstructmore

efficientsystemofregionaldivisionoflabor.

IntegrationinEastAsiaisongoingineconomicactivitiesoftradeandFDI,thatis,in
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realeconomic(goodsandservices)activities.Thisintegrationwillproducelargereconomic

agglomerationforeconomicgrowthinEastAsia.ToevolveintofurtheragglomerationinEast

Asia,monetaryintegrationwillalsobenecessary,likeEuroinEU.Monetaryintegrationis

notonformalprocessbutfinancialcooperationisonprocessamongEastAsiancountries.

Japan,AsiaNIEsandCoreofASEAN willbereadyformonetaryintegrationthrough

stabilizingforeignexchangerates.Chinamightbethemostdifficultcountryformonetary

integration,becauseofpoliticalsystemandofmanycontrolsoneconomicactivities.

AppreciationofrenminbiishelpfulforfinancialcooperationinEastAsia.Toshowthis,

letustakefourcountries,China,Japan,Korea,andUS,asanexample.ChinaandUSare

importantpartnersofinternationaltradeandtheyarepartnersbothforJapanandforKorea.

ForeignexchangeratesamongcurrenciesofJapan-Korea-China-USareimportantindicesfor

economicactivityofthesecountries.IfChina-USexchangerateisfixed,thenJapaneseYen

andKoreanWonhavetomove,takingintoaccountofthefactofitsfixedrate.Appreciation

ofYenandWonforUS$meansappreciationofthem forRenminbi.However,the

appreciationsofYenandWonappreciationcouldbelargerwhenRenminbialsoappreciates,

andcouldbesmallerwhenRenminbidepreciatesforUS$.Inthesameway,EastAsian

currencycanmovemorejointlywithRenminbiinmanagedfloatthaninthecaseofitspeg

toUS$.MoreappropriateadjustmentsofexchangeratesbecomepossiblewithRenminbi�s

floats.EastAsiancurrenciesincludingRenminbiwillbecomeeasiertostabilizeexchangerate

fluctuationsamongtheEastAsiaregion,andthiswillbeafirststepforEastAsiancurrency

areaoratleastcurrencycooperation.

WhentradeintegrationincreasedinEastAsia,regionalfinancialintegrationalsowillbe

increasedinEastAsia.TheregionofEastAsiamightbeinthepositiontoconsiderabout

establishmentofinstitutionalregionalintegration,includingexchangeratestabilityinthe

region.Theexchangeratestabilizationbecomespossiblewheneconomicconditionsofmem-

bercountriesaresimilar.Morespecifically,whenmacroeconomicindicesmovecoincide

directionswithintheregion,whenlaborandcapitalmovemorefreelywithintheregion,and

whenopennessofeachcountryishighintheregion.Inthesesituations,monetarypolicy

coordinationwithintheregionmightbeeasier.

Theimportantmacroeconomicindicesforregionalfinancialintegrationareinflation

rates,interestrates,moneysupplyratesminusGDPgrowthrates,andgovernmentbudget

deficitperGDPratios.Iftheseindicesaresimilarwithintheregion,itisreadytobeactive

forregionalfinancialintegrationorcurrencyintegration.Thecountrywherefinancialregula-

tionsorcontrolsbygovernmentarestrongandfinancialmarketsarenotdeveloped,itwill

bedifficulttoincludethecountriesintotheregionalfinancialintegration.Thisdoesnotmean

toexcludethoseregulatedcountriesfromintegration,butimpliesthetimingtoincludethem

intothefinancialintegrationdependsondevelopmentlevelsoffinancialmarketsanditmight

taketimeforsomecountriestoclearacertainleveloffinancialdevelopment.Japan,Asian
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NIEsandsomedevelopedASEANcountriesmightbecandidatemembersforfirststepof

EastAsiancurrencyintegration.
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THEANALYSISOFPRICEDECLINESFACTORS
―THEDIGITALSTILLCAMERAINDUSTRYCASE―

MUNEHIKOITOH KobeUniversity

Abstract

Commoditizationreferstothephenomenonwherepricesaredecliningsorapidlythatmarket

competitorsareunabletoearnareasonableprofiteventhoughthemarketisexpandingandthereis

strongdemand.Thissortofcommoditizationcanbeobservedinmanydigitaldeviceindustries,butin

thispaper,bytakingupdigitalstillcameraindustry,arepresentativedigitalproduct,andanalyzingthe

specificationsandpricesofapproximately560modelsbroughttomarketfrom1995to2003,weanalyze

thatarapiddeclineinpriceisoccurring,andrevealtheircauses.Ouranalysisrevealsthatthemodules

usedindigitalcameradesignsareremarkablyuniform,theindustryisbecominghorizontallyspecialized,

duetonew marketentrantsdevelopingsimilarplatformsmadeupofcomponentswiththesame

specifications,andpricedeclinesareoccurringbecauseproductspecificationsbetweencompeting

companiesarebecominghomogenous.

JELClassification:L11,L22,M11

Keywords:Modularization,horizontalindustrialstructure,platform,digitaldevice

1.Introduction

Thedigitaldeviceindustryhascontinuedtogrowrapidly,andisexpectedtocontinue

toplayanimportantroleasakeyindustryintheworldeconomy.Inthispaper,afterfirst

learningthatthestructureofthedigitalcameraindustryhaschangedgreatlyfrom thetype

ofstructureprevalentinthedaysofanalogdeviceproduction,weanalyzeunderwhat

competitivestrategiesindustrieshavedevelopedtocompeteinthisenvironment.Asthemost

importantperspectivewhenconsideringproductdevelopmentinthedigitaldeviceindustry,we
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lookattherelationshipbetweenmodularizationandprice.Pricedeclinesareanecessary

outcomeofeconomyofscale,andthereductionsinprofitseendayafterdayalsohavebeen

explainedastheoutcomeofprofitsshiftingfromsetindustriestokeycomponentproviders

(ChristensenandRaynor,2003),butthishasnotbeeneasilydemonstrated.Whenthese

phenomenonswerecalledascommoditization,therelationbetweenthedynamicsofconcepts

suchashomogenizationandhorizontalindustrialstructurebecameunclear.Inthispaper,by

analyzingthecompetitivehomogenizationduetomarketdominationbykeymodules,andthe

commoditizationthatemergesasaresult,weperform atheoreticalanalysisofcompetitive

strategyinthedigitaldevicemarketplace.

2.ReviewofPreviousResearch

In this section,we review pastresearch from the perspective ofthe impact

modularizationhashadonproductstrategy.Manyresearchresultshavebeenobtainedregard-

ingtheconceptofdigitaldevicemodularization,forresearchoncomputersfortheopposing

aspectsofhardwareandsoftware,orforthechangeinindustrystructureandproductarchi-

tecturefrom vertical/integraltohorizontal/modular(Fine,1998;BaldwinandClark,2000;

Sturgeon,2003).Thereisawidevarietyofmainstreamresearchinthisfield,suchasresearch

relatedtoimprovingproductionorproductdevelopmentefficiency(Simon,1962;Brusoniand

Prencipe,1999;BaldwinandClark,2000;Fixson,2003;Schilling,2002;Sturgeon,2002;

Sako,2003),orresearchfromthesystemperspective,thatattempttounderstandtherelation-

shipofhowmodulesareconnectedtoproductstructuralelements,throughmodulesandtheir

interfaces(UlrichandTung,1991;Ulrich,1995;GarudandKumaraswamy,1995;Schilling,

2000;BaldwinandClark,2000).

The aim ofthispaperisto define the cause and effectrelationship between

modularizationandtherapidpricechangesofdigitaldevices.Inordertocorrectlyunderstand

thiskindofrelationship,itisnecessarytocomprehensivelyanalyzetheindustryandanalyze

appropriatemarketdatasuchascoststructureandretailpricingdata.Anempiricalstudythat

lookedatthepricechangesofmodularproductsisthecoffeepotresearchofUlrichand

Pearson(1998).Theyempiricallyshowedtherelationshipbetweendesignandmaterialcost,

buttheirresearchdidnotconsidercostequilibriumoftheentireindustry.

Forthedebateonrapidpricechangefromtheperspectiveofcommoditization,thereare

severalresearchresults(Christensen,1997;ChristensenandRaynor,2003).Theyusethelabel

�commoditization�todescribethisphenomenonofrapidandcontinualpricedeclineseven

withremarkableimprovementsinperformanceandstrongdemand,andexplainthatthe

extremeprofitreductionsdrivenbyproprietaryarchitectureisbecauseitisdifficulttoachieve

productdifferentiationduetothegrowthofmodularizationandthespreadofhorizontal

industrialstructure.However,therangeofthesignificanceofthiscommoditizationresearch
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isnotclear.Asmodularizationprogresses,technologicallyandcommerciallysuperiormodules

begintobedeveloped.Theterm �platform�isusedtodescribethesemodules.Inother

words,bydevelopingplatformsmadeupofcombinationsoflimitedpartsandmodules,a

structureisformedthroughwhichproductfamiliescanbeeasilyandquicklydevelopedbased

ontheneedsofcustomers(HyerandWemmerlov,1984;NobeokaandCusmano,1994;

MeyerandLehnerd,1997;RobertsonandUlrich,1998;Gonzalez-Zugasti,Javier,Ottoand

Baker,2000;GawerandCusumano,2001).

Asdescribedabove,atheoryofdigitaldeviceproductstrategyisbuiltfrom atheory

basedonmanyresearchstudiescharacterizedbymodularizationandhorizontalindustrial

structure.However,manyareasthatareimportantremainunexplained.Forexample,thereis

littleresearchthatexaminescommoditizationfrom apriceandcostperspective,orresearch

relatedtoproductstrategydynamicsthatexaminestheeffectivenessofmodularizationand

integrationfromanindustry-wideperspective.

3.HypothesisFormation

Beforeformingthehypothesisofthispaper,weshallagaindefinecommoditization.

Commoditizationreferstheconditioninwhichitisnolongerpossibletoachieveadditional

profitsthroughproductdifferentiationinthemarketplace(ChristensenandRaynor,2003).As

assertedbyChristensen,ifwebaseahypothesisontheargumentthatthedevelopmentofa

keymodularmarketincreaseshorizontalindustrialstructureandthusmakingproductdifferen-

tiationdifficult,suchahypothesiscouldbeexpressedasfollows.

Hypothesis1:When key moduleproductcapabilitiesdominatethemarketplace,product

homogenizationmoreeasilyoccurs.Industryhomogenizationacceleratescom-

moditization.

Certainly,inthedigitalcameramarket,similardigitaldevicemarkets,over100new

modelsarebeingdevelopedannually,andthedownwardtrendinpricesisclear.Previous

researchhasverifiedthatplatformdevelopmentisaneffectivewaytoquicklydevelopsuch

large numbersofnew products.Ifwe assume thatplatform developmentleadsto

commoditization,weareabletoformthefollowinghypothesis.

Hypothesis2:Homogenizationiscausedbythedevelopmentofsimilarplatformsbycompeti-

tors,whichacceleratescommoditization.
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4.FrameworkforAnalysis

Thedigitalcameraindustrywasselectedasthesubjectforanalysisforthefollowingtwo

reasons.First,thedigitalcameraindustryisrelativelyyoung,makingiteasytoobtaindata

onactualmarketpriceandspecificationsforallproductsbroughttomarket,whichmakesit

possibletoperform acomprehensiveandobjectiveanalysis.Second,thedevelopmentof

digitalcameracoretechnologiesandcomponentmarkets,suchasoperatingsystem1diversifi-

cation,improvedmicrocomputerperformance,increasedmemoryandminiaturizationdisplay

componentssuchasLCDs,sharesmaintraitswithotherdigitaldevices,increasingthe

likelihoodthatthisresearchmightrevealcluesabouttheoveralldigitaldevicemarket.First,

wedescribetheoverview ofdigitalcameraindustryanddefineitemsasthesubjectof

analysis,suchasmodulesandplatforms.

4-1 OverviewoftheDigitalCameraIndustryandAnalyticalPerspective

InOctober1988,FujiPhotoFilmCo.Ltd.announcedtheprototypemodelofthefirst

digitalcamera,andcommercializeditthreeyearslaterastheDSP-100.Atnearlythesame

time,Kodakbegansellingtwomodels,theDC3/32andDCS200ci,whichhadinternalhard

disksandweredevelopedtogetherwithNikon.2 Then,inOctober1993,theVC-1000from

Olympuswasintroduced.These5modelsfromthese4companiesweretheinceptionmodels

ofthedigitalcameraindustry.ThedigitalcameramarkettookoffinMarch1995whenCasio

releasedtheaffordablemodelQV-10,whichhad250,000pixels.Then,allthemajormarket

playershadenteredthemarketinthethreeyearsfrom 1995to1997,andby2003,564

modelshadbeenintroduced.Inthispaper,afterobtainingspecificationsofallcommercialized

products,weapplyanindextorepresentthechangesinproductcompetitivestrength.

Specifically,ouranalysisinthispaperisbasedondataacquiredfromproductspecifications,

actualmarketprices,andindustryassociationmanufacturingstatistics.3

KOBEECONOMIC&BUSINESSREVIEW,50(2005),17-3120

1Softwarethatprovidesbasicfunctionalitysharedbymostapplications,andthatmanagestheoverallcomputer

system.ByusingthecorefeaturesprovidedbytheOS,softwaredeveloperscanreducedevelopmenteffortand

standardizetheapplicationoperation.Thereareoperatingsystemssuchasthoseusedinpersonalcomputersas

wellastheembeddedoperatingsystems,suchasthosefoundinITdevices.

2ThisinformationgatheredthroughinterviewswithmembersoftheKodakR&Ddepartmentwhowereinvolved

withdigitalcameraresearchinthe1980s.

3Forrecentmodels,Productspecificationsweregatheredfrom variousmediasuchascatalogs,trademagazines,

andthemanufacturer�shomepage.Actualsellingpricedataisacollectionofdatathathasbeengatheredsince

thisdatabasewasfirstcreatedin1999,byresearchingpricesdisplayedatdiscountstoresandonlineretailers.The

priceshavenotbeenadjustedforinflation.Thegreatestfluctuationsinmarketpriceoccurastheproductgets

older.Whereverpossible,referencepricesweresettothesellingpricesofnewmodelsinMarchandDecember,

whensalesweremostbrisk.Dataforproductvolumesandmarketshareforeachmanufacturerwascollectedwith

theassistanceoftheCameraandImagingProductsAssociation(CIPA).



4-2 ModularStructureofDigitalCameras

Digitalcamerasarebuiltfrommodulessuchasthelens,theopticalimagesensor,(CCD

orCMOS)4,imageprocessingengine,liquidcrystaldisplay,powersupply,andexternal

memory.Thedigitalcamerafunctionbuiltintomobilecameraphonesisformedfromasingle

modulecontainingbothafixed-focuslensandanopticalimagesensor.Compacttypedigital

camerasaremadefromhigherlevelmodulesmadeoflensmodulescontainingseverallenses

andafinder,andfurtherbycombiningwithanopticalimagesensormodule,theseforman

opticalplatform.However,insinglelensreflexcameras,lenses,viewfindersandopticalimage

sensorsaremodularizedbuttheyarenottiedtogetherasaplatform.Thus,evendigital

camerasusingthesamemoduleshavedifferentarchitecturesdependingontheircombination.

5.ModularizationandCommoditization

Weset564digitalcameramodelssoldby33companiesbetween1995and2003asthe

subjectofourresearchandrangeofanalysis.Adatabase5 wascreatedcontainingspecifica-

tionsandpriceinformationforalldigitalcamerastobeanalyzed.Fromtheanalysisresults

ofthisdatabase,weshallexaminehow modularizationdriveshomogenizationandcom-

moditization.

5-1 CommoditizationofDigitalCameras

Usingdifferentproductnames,manufacturers,clearlydifferentiatetheirproductsinto4

differentproductclasses:basiccameraswithlessthan2megapixels,standardcameraswith

morethan2megapixelsbutthatusedrycellbatteries,compactcameraswhicharelightand

thin,andSLRcameraswhichhaveremovablelenses.TheleftdiagraminFigure1plotsthe

changeinpixelsforeachofthe564modelsthatwereanalyzed.Whilethespecificationsfor

basicmodelsremainedlessthan2megapixels,by2003compactandstandardtypeshad
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4CCD:ChargeCoupledDevice.Adevicewhichelectronicallyencodesimagesbyconvertinglightenergyinto

electronicsignals.Acorecomponentofdigitalcameras.CMOS:AnimagesensorusingCMOS(Complementary

MetalOxideSemiconductor),astandardICmanufacturingtechnology.Low voltageandrunson10% ofthe

energyofconventionalimagesensors,enablingintegrationwithsurroundingcircuitry.Thesensitivitywaslower

thanconventionalimagesensors,butrecentimprovmentshaveincreasedthehopesthatitcanrealizegreater

energyefficientlyandsizereductionsasanewimagesensortechnologyfordigitalcameras.

5A databasewascreatedbasedontheproductsofthebelow 33firmsandanalyzed:FujiPhotoFilm (61),

Olympus(65),Canon(43),Sony(71),Kodak(23),Ricoh(31),Casio(40),Sanyo(21),Epson(12),Matsushita

(24),Konica(21),Toshiba(20),Kyocera(19),Pentax(17),andother(33)(AppleComputer,Chinon,NEC,

Polaroid,Sega,Plus,Pentax,Victor,MitsubishiElectric,TakagiSangyo,Takara,Bandai,Nichimen,Hitachi,

MujirushiRyohin,Maxell,Leica).Numbersin( )arethenumberofproductsusedintheanalysis.



grownto4megapixels,andSLRtypeshadalreadyexceeded6megapixels.Movingin

conjunctionwiththeleftdiagram,therightdiagramofFigure1indicatesthechangeinthe

marketpricepermegapixel.Thepricedeclineforalltypesisextreme.ExcludingSLRs,the

priceforonemegapixelin2003wasatwentiethofthe1995pricefrom8yearsearlier.

Consideringtheseconditions,letusreviewthefactorsbehindthedigitalcameraprice

decline.Thetotalvariablecostsofcompact4megapixelscameras,whichwerethebest

sellingcameratype,wereapproximately$1556in2003.Fortheaveragemarketpriceofa4

megapixelscompactcameraintherightdiagram Figure1of$365,thetotalvariablecosts

cometo42.5%oftotalcosts,anextremelynarrowprofitmargin.7Meanwhile,thenumberof

shippeddigitalcamerashasgrownsubstantially,andby2003hadexceeded35millionunits.8
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6TheresultsforNikon,Canon,Sony,andSanyoarebasedonajointsurveyconductedinMarch2004byKobe

UniversityandBrainchildcorporation.Brokendown,optical3xzoom lensmodule(includingfinder)is$35.5

(23%),1.8in.TFTLCDmoduleis$21.8(14%),4megapixelsprogressivephotoimagesensor(CCD)moduleis

$26.4(17%),SDRAM,FRAM memoryis$7.3(5%),ASIC(imageprocessingengine)is$12.7(8%),andother

semiconductorsare$12.7(8%),accessoriesandcaseparts(battery,adapter,etc.)is$38.2(25%),foratotal

variablecostof$155.Numbersin( )arethepercentageofthetotalvariablecostforeachcomponent.Also,

inresponsetorequestsfromthesurveyedmanufacturers,priceshavebeenrounded.

7Presuminganaveragemanufactureroperations,whenadding20% forinternalcosts(advertising,labor,and

depreciation),30% forlogisticsexpenses,thetotalis92.5%,resultinginaverynarrowprofitmargin.Normally,

inordertoobtainmorethan10% profitmargin,itisnecessarytokeeptotalvariablecoststobelowapproxi-

mately30%.Furthermore,thecheapest4megapixelsdigitalcamerascostabout$273,andthevariabletotalcosts

forthiscaseexceed50%,makingitdifficulttoobtainanyprofit.

8AccordingtoCameraManufacturingAssociationmaterials.
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Fig.1 ShiftinDigitalCameraNumberofPixels/Price

DataSource:Createdbytheauthor,basedondataobtainedfromdigitalcameramanufacturers
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Compact・R・0.427・N・63
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Compact・R・0.763・N・63
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Basic・R・0.855・N・65



Fromthesetworeasons,itisevidentthatthecauseoftherapidpricedeclinesdueto

increaseinshipmentvolumecannotbeexplainedsimplybyscaleofeconomyandexperience

effect.Firstly,commoditymodules― semiconductorcomponentssuchasLCD modules,

microprocessors,memory,ormemorycards,orpowerunitorbatteries― arealsousedin

largequantitiesinothertypesofdigitaldevices.AccordingtoaJEITA9 surveyfor2002,

when22milliondigitalcameraswereproduced,136millionpersonalcomputers,411million

mobilephones,73millionvideocameras,37.3millionvideogameconsoles,4.3millioncar

navigationsystems,and85millioncameramobilephones,werealsoproducedforatotalof

morethan700milliondigitaldevices.Thus,digitalcamerasaccountforonly3%ofthetotal

digitaldeviceproductionvolume.10 Inotherwords,itisdifficulttoimaginethatchangesin

thevolumeofcommoditymodulesconsumedbydigitalcamerashadagreatimpactonthe

overalldigitaldeviceindustrythrougheconomyofscaleandexperienceeffectsbeginningto

takeeffect.Next,ofthekeycomponentsindigitalcameras,lensmodules,imagesensorsand

imageprocessingenginesareindustry-specific,andimagesensorsareusedinvideocameras

andfourtimesasmanyimageprocessingenginesareusedincameramobilephones,making

itdifficulttodeterminewhethertheeffectofpricedeclinesattributabletoeconomyofscale

arelargeornot.

5-2 HomogenizationandCommoditization

Inordertoinvestigatehomogenization,shiftsin7keyspecificationsareshowninTable

1.Inthetable,theratioofspecificationsfoundinthemajorityofproductsin2003is

calculatedforeachyear,andthisaverageisshownasdegreeofconcentration.Forlenses,29

SLR-typecamerashavebeenintroducedsince1999,butthemajorityofthesewerefixedlens

technology.Forthecolorfilteringsystem,complementarycolorfilter11werethemajority,but

after1999,thiswasdominatedbyprimarycolorfilter,andasof2003allproductswere

primarycolorfilter.
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9JEITA:JapanElectronicsandInformationTechnologyAssociation

10AccordingtoNikkeiBPConsulting�s(DigitalApplianceMarketOutlook2004),oftotalvolumeforLCD

manufacturers,theratioforconsumptionindigitalcamerasfor2000is3%.

11TheCCDsindigitalcamerastypicallyonlyrecordblackandwhiteimages.Forthisreason,theyareused

togetherwithfilterstorecreatecolor.Forprimarycolorfilter,afilterisappliedtoeachsensorintheCCD,and

bypassingR(red),G(green)andB(blue)lightthrougheachofthesensors,thecolordataoftheimageis

recreated.Comprimrntary colorfiltersarefilterswhich filterlightcomplementary to RGB.Sinceusing

Comprimrntarycolorfiltersincreasestheabilityoflighttopassthrough,theyhaveabenefitofhavinghigher

sensitivity,buttheyalsohaveadrawbackthatcomplicateddataprocessingisrequiredtorecreatethecolordata.

Ontheotherhand,primarycolorfiltershavethebenefitofcrisprepresentationoftheoriginalcolorswithout

complicateddataprocessing,buttheyarelesssensitive.Recentlygrowingisthetrendtocombinelargediameter

lenseswithprimarycolorfilters.



Similarly,memorycardsareusedasthestoragemedium,andwecanseethatLCDand

USBinterfacespecificationsaredominant.However,finderandpowerspecificationswere

splitbetweenoptical/non-opticalfinders12,andspecializedbatteriesversusgeneralpurpose

batteries,withneithercommandingadominatingshare.Thisisbecausegeneralpurpose

batteriesaretoolargeforcompacttypedigitalcameras,sospecializedthinbatterieshave

beendeveloped.Theaveragevalueforthedegreeofconcentrationwas0.429in1995and

0.882in2003,allowingustoconfirmthathomogenizationisprominent.Letusnowreview

KOBEECONOMIC&BUSINESSREVIEW,50(2005),17-3124

Table1:ShiftinDigitalCameraKeySpecifications

Year
Item 1995 1996 1997 1998 1999 2000 2001 2002 2003Total

Lens
Fixed
SLR
DegreeofConcentration

7
0

1.000

27
1

0.964

46
0

1.000

47
0

1.000

55
2

0.965

77
2

0.975

88
3

0.967

92
6

0.939

96
15

0.865

535
29

0.949

Color
Filtering
System

Primary
Complementary
DegreeofConcentration

1
6

0.143

7
21

0.250

14
32

0.304

18
29

0.383

35
22

0.614

51
28

0.646

66
25

0.725

84
14

0.857

109
0

1.000

385
177
0.685

Data
Storage

Embedded
Media
DegreeofConcentration

4
3

0.429

14
14

0.500

15
31

0.674

2
45

0.957

2
55

0.965

9
70

0.886

6
85

0.934

5
93

0.949

0
111
1.000

57
507
0.899

Finder
None-optical
Optical
DegreeofConcentration

2
5

0.714

9
19

0.679

19
27

0.587

12
35

0.745

8
49

0.860

17
62

0.785

15
76

0.835

21
77

0.786

23
88

0.793

126
438
0.777

Monitor
None
LCD
DegreeofConcentration

5
2

0.286

10
18

0.643

6
40

0.870

2
45

0.957

2
55

0.965

10
69

0.873

9
82

0.901

1
97

0.990

1
110
0.991

46
518
0.918

Battery
Customized
Standard
DegreeofConcentration

3
4

0.429

6
22

0.214

9
37

0.196

13
34

0.277

18
39

0.316

29
50

0.367

37
54

0.407

55
43

0.561

60
51

0.541

230
334
0.592

Interface
Customized
USB
DegreeofConcentration

7
0

0.000

28
0

0.000

45
1

0.022

47
0

0.000

46
11

0.193

16
63

0.797

6
85

0.934

2
96

0.980

2
109
0.982

199
365
0.647

AverageofConcentrationDegree 0.4290.4640.5220.6170.6970.7610.8150.8660.882 ―

Product
Volume

IndustrialProduction
Volume(・10000)

9 102 180 392 6121,3561,6662,6603,907 ―

Price
Information

PriceperPixels
($100permegapixel)

35.0921.9614.57 7.70 5.92 3.86 3.19 2.60 1.55 ―

DataSource:Createdbytheauthor,basedondataobtainedfromdigitalcameramanufacturers

12Theopticalfinderisthewindowwhichyoulookthroughinacameratoviewthesubjectbeingphotographed.

Infilmcamerasthesearesimplycalled�finders,�butsinceanLCDmonitorcanbeusedasthefinderindigital

cameras,theterm opticalhasbeenaddedtodifferentiatethetwo.Here,filtersthatworktogetherwiththe

photographedimage,inotherwordsfinderswheretheimageisseenthroughalens,arecalledopticalfinders.

Anexampleisafinderthatzoomstheimagewhenthecameraoperatorusesthezoomfeatureonthecamera.

Therearealsodigitalfinders,forthese,anLCDisattachedtothefinderandtheactualimageisdisplayed.



theissuessurroundingdeclinesinpricefordigitalcameras.First,keymodulessuchas

memory,LCDandpowerunitsusedindigitalcamerasarealsousedinlargevolumesin

otherdigitaldeviceindustries,anditisdifficulttopresumethatthe3% consumptionattrib-

utabletodigitalcamerashasanystrongeffectoneconomyofscaleorexperienceeffect.

Also,from 1999to2001,increasesinmobilephoneproduction,hasmadeitdifficultto

obtainflashmemorykeymodules.Actually,thepricehasbeenrising,13 makingtheprice

declineofdigitalcamerasnoteasytoexplainableduetoeconomiesofscaleorexperience

effectofkeymodules.

Toconsiderthefactorsbehinddigitalcamerapricedecline,Figure2showstheresultsof

anaggressionanalysisinwhichprice(logarithmic)issetasthedependentvariableand

homogeneityandgenerationchangeastheindependentvariables.Theregressionanalysisis

aregressionwith3expressionsforalldigitalcamerassoldfortimetrend(year)andthe

degreeofhomogenizationastheobjectivevariablesandpriceasthesubordinatevariable.14
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13OnPage336isofNikkeiBPConsulting�s�DigitalApplianceMarketOverallOutlook�isshowntheshiftinflash

memorymarketprices,andthepricefor8M,16M,and32M usedindigitalcamerashasincreasedfrom1999

to2000.

14Ofthe7keymodulesshowninTable2,forthedominantdesignfeaturesoffixedlens,RGBconverter,external

storagemedium,opticalfinder,LCDmonitor,generalpurposebattery,andUSBinterface,acalculationofhow

manydigitalcamerassoldcontainthesefeatureswascalculatedandaregressionanalysiswasperformedtogether

withprice.Namely,ifalldominantdesignswereincludedthedegreeofhomogenizationis1;ifonly1is

included,thedegreeis0.143.Also,forthedummyyearvariable,eachyearfrom1995whendigitalcameraswere

firstsolduntilthetargetyearof2003wereaddedtothedummyvariableandregressionanalysiswasperformed.
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Fig.2 ProductHomogenizationandPriceDecline
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Sincethepricecurveduetotimetrendshowsatendencyforthepricetofallastime

progresses,ascaleofeconomyorexperienceeffectissuggested.Therelationbetweenthe

degreeofconcentrationandpriceintheright-handdiagraminFigure2drawsabackward-S

curve.Then,sincecommoditizationisprobablymostprominentatthepointwheretheprice

declinesthefastest,aplottoobtainthedifferentialisshowninFigure3.ThisFigureindi-

catesthatthepricedeclinerateisgreatestwhenthespecificationdegreeofconcentrationis

0.666.Letusconsiderthispoint.Becausedegreeofconcentrationiscalculatedbasedonthe

7specificationsshowninTable1,insteadofacontinuousvalue,wewouldobtainthevalues

near0.666:0.57or0.71.Thereare303modelswiththesedegreesofconcentrationthat

distributedfrom1996to2003.ItischaracteristicthatUSBinterfaceandRGBcolorsystem,

thespecificationswhichcompletelydominatethemarketplacein2003,areundergoingtransi-

tionhere,withvaluesof65%and71%respectively.Furthermore,theratioof1/1.8and1/2.7

inchimagesensors,whichwouldlaterbecomethestandardsizes,accountfor28% and25%

respectively,andconsideringthatthesetwosizesaccountfor72% ofthetotalin2002,this

verifiesourassumptionthattheperiodcanbethoughtoftheperiodwherethetransition

to�dominantdesign�occurs.Namely,insteadofthepointintimewherefullmodularization

andhomogenizationhavebeentakenplace,themostrapidpricedeclinesareoccurring

immediatelybeforethen.

Furthermore,inordertoinvestigatetherelationshipbetweentherateofnew digital

cameramodelintroductionandcommoditization,Figure4showsthechangesinsalesvolume

andgrowthrateofnewmodelsonayearlybasis.Thisfigureshowsthatnewmodelgrowth

ratepeakedin2000andhasshownaslowingtrendsincethen,andsincethen,thepermodel

unitsaleshavebeengrowinglargely.Asisalsoapparentfrom Table1,thiscoincideswith
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periodwhereprimarycolorfilterandUSBinterfacearedominantandhomogenizationbe-

comesprominent.

Toinvestigateindetailtherelationbetweentimetrendandspecificationconcentration,

amultipleregressionanalysiswasperformedwithpriceasthesubordinatevariable.Those

resultsareshowninTable2,andoftheanalysisresults,bothdegreeofconcentrationand

timetrendweresignificantat1%.Also,significantcorrelationsat1% wereobservedfor

price,timetrend,andconcentration.Here,theVIFvalue(VarianceInflationFactor)in

multipleregressionanalysiswas1.591,whichdoesnotindicatemulticollinearity.Thus,the

factorsoftimetrendandhomogeneityeachindependentlycontributedtopricedecline.

Inthedigitalcameraindustry,wehaveshownthatevenasspecificationswereimprov-

ing,pricedeclinesweresignificant.Here,letusverifytheimportanceofplatform concept

comprisingoflensandimagesensor.Themostdifficultcomponentindigitalcameraproduc-

tionisthelensandimagesensorcombination.Tominimizedistortionaroundtheedgesof

theimageandensureevenpixilationacrosstheentireimage,lens,theimagesensorand

finderarejoinedasasingleopticalplatform.Byhandlingthemodulesthatdealwithoptics

asasinglelargemodule,orplatform,designqualityandproductionqualitycanbemaintained

atacertainlevelandproductionyieldsareimproved.Thisresultsinlargemoduleshaving

commoninterfaces,butinternallytheyuseintegraldesignsdevelopedbyeachmanufacturer.

Ifwecallcommoditizationthephenomenonofrapidpricedeclinesovershortperiodsof

time,itbecomes necessary to investigate the relation between homogenization and

commoditization ofproductspecificationsbetween marketentrantsthatoccursdueto

platforming.
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Table2:RegressionAnalysisResults

Pearson�sCorrelationCoefficient N・525

PriceIndex Degreeofconcentration Timetrend

PriceIndex
Degreeofconcentration
Timetrend

1
－.667**
－.882**

－.667**
1
.610**

－.882**
.610**
1

**Correlationcoefficiencyis1% significant

MultipleRegressionAnalysisResults
Dependentvariable:PriceIndex N・525

Coefficiencyof
determination

Model

Regressioncorefficiency

Tvalue
Significance
probabilityB

Residualsof
regression

R
2
・0.803

(constant)
Degreeofconcentration
Timetrend

1.748
－.507
－.140

.038

.060

.005

45.431
－8.415
－30.936

.000

.000

.000

VIFvaluewas1.591,whichdoesnotindicatemulticollinearity.



Todothis,weanalyzedthedetailsofthekeyimagesensormodule.Table3showsthe

correlationanalysisresultsforthedegreeofconcentrationforimagesensorsize,andprice.

Whendigitalcameraswerefirstcommercializedin1995,theyusedimagesensorsfromvideo

cameras.Afterwards,19differentsizesofimagesensorswereusedindigitalcamerasuntil

1999,1/2.7and1/1.8inchimagesensorsrapidlybecameprevalentafter2000,andby2002

thesetwosensorsizesaccountedforover70percentofthedigitalcameramarket.Price

(shownlogarithmically)inthetablehasasignificanceof5%for1/1.8inch,and1%for1/2.7

inchimagesensors,andfor1/3.0inchimagesensorsshowsapositivecorrelationwith1%

significance.Generally,anincreaseinpricefromusingwhatshouldbeacheaper1/3.0inch

imagesensorcanbethoughtofasbeingduetothefactthatitdoesnotcontributetothe

developmentofanopticalplatform.Conversely,statisticaldataindicatingthatusing1/1.8and

1/2.7inchimagesensorshelpstolowerpricescanbeinterpretedasbeingattributabletothe

homogenizationofreusableplatforms.Inthisway,theconcentrationofimagesensorsizeis

showntohaveastrongcorrelationwithpricedecline.However,evenhere,theimpactof

economyofscaleduetovolumeexpansionof1/1.8and1/2.7inchimagesensorscannotbe

denied.

Inthispaper,weanalyzedthecommoditizationofdigitalcameras.Theresultsallowed

ustopresumethatpricedeclineduetotimetrendisattributabletoeconomiesofscaleand

experienceeffect,andtoconfirmthetrendofpricedeclinesindigitalcameras.Furthermore,

weverifiedthatconcentrationofspecificationsuptoacertainpointduetoproducthomogeni-

zationacceleratespricedecline.Inotherwords,theresultsofthisanalysis,whichshowthat

thekeyimagesensormoduleofdigitalcamerasbeingconcentratedinafewsizesforthe

wholeindustryandthatthedegreeofconcentrationofotherspecificationsalsoresultsin
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Table3:CorrelationAnalysisResultsforImagesensorsizeandDegreeofConcentration

CCDSize(inch)

Year

1/1.8 1/2.7 1/3.0 Others Pixels
(mega)

PriceperPixels
($100permegapixel)Number % Number % Number % Number %

1995
1996
1997
1998
1999
2000
2001
2002
2003
Total

0
0
0
0
0
23
30
32
23
108

0.00
0.00
0.00
0.00
0.00
29.11
32.97
32.65
21.10
19.22

0
0
0
14
7
20
30
39
44
154

0.00
0.00
0.00
29.79
12.28
25.32
32.97
39.80
40.37
27.40

2
16
25
16
8
10
8
1
0
86

28.57
57.14
54.35
34.04
14.04
12.66
8.79
1.02
0.00
15.30

5
12
21
17
42
26
23
26
42
214

71.43
42.86
45.65
36.17
73.68
32.91
25.27
26.53
38.53
38.08

36.00
39.71
48.52
109.60
160.73
223.17
279.96
323.14
384.64

35.09
21.96
14.57
7.70
5.92
3.86
3.19
2.60
1.55

*5% significant
**1% significant

CorrelationCoefficient
withpriceperpixels

－－0.778** －－0.917** 0.823** 0.577

Significanceprobability 0.014 0.001 0.006 0.104

DataSource:Createdbytheauthor,basedondataobtainedfromdigitalcameramanufacturers



significantpricereductions,supporttheestablishmentofHypothesis1:�Whenkeymodule

productcapabilitiesdominatethemarketplace,producthomogenizationmoreeasilyoccurs.

IndustryhomogenizationacceleratescommoditizationandtheestablishmentofHypothesis2:

�Homogenizationiscausedbythedevelopmentofsimilarplatformsbycompetitors,which

acceleratescommoditization.�

6.AnalysisofProductCompetitiveAdvantage

Weshowedthattheoccurrenceofproducthomogenizationandthemigrationtoa

platform architectureinthedigitalcameraindustry,andtheoccurrenceofcommoditization.

Weshallconcludethispaperbydiscussinginwhatwaymanufacturersinthiscompetitive

environmentshouldmanagetheirproductstrategyandimprovethecompetitivestrengthof

theirproducts.

Weanalyzedthecompetitivemakeupofthedigitalcameraindustry.Mostcompanies

wereconductingtechnologicalresearchondigitalcamerasinthelate1980s,butatthetime

nobodyexpectedthattheywouldreplacesilver-halidephotocameras.15 Inearlyinitialstage,

productdevelopmenthadnotyetdeliveredmodulesoracomponentmarket,soitwas

necessarytoimproveproductperformancethroughtrialanderrorandtheuseofproprietary

modules.Then,aftercorecustomerdemandsweresatisfiedandtherewasfurthercapabilities

werebeingdeveloped,thekeymodulemarketwasestablished,expandinghorizontalindustrial

structure.Themodulemarketdevelopedfrom1995to2000,andduringthisperiod,manufac-

turersworkedtoimprovecapabilitiesthroughvariousmoduledesigns.Inthedigitalcamera

industry,atfirstmodulesfrom videocameraswereusedfordigitalcameras,buteventually

keyindustry-specificmodulessuchasimagesensorsandimageprocessingenginesbegan

wereavailableonthemarket.Theformationofthismodulemarketmadeitpossibletoshift

manufacturingoperationsoverseas,andrapiddeclinesinproductpricethroughincreased

productionefficienciesbegantodriveproductcommoditization.Duringthisperiod,asshown

inTable3,1/1.8inchand1/2.7inchimagesensorshada60% shareoftheoverallmarket,
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15Bythelate1980scompanieslikeFujiFilm,Sony,andKodakhadalreadybeguntechnologicalresearchaiming

tomakedigitalcamerabreakthroughs.WeconductedinterviewswithResearchDirectorMr.Nanai,whowas

responsibleforKodak�sdigitalcameraresearchanddevelopmentfromthelate1980suntilthebirthofthedigital

camerain1995.�Atthetime,nobodyeventhoughtthatdigitalcameraqualitywouldeveryreachthequalityof

silver-halidefilm.Weconductedourresearchwholeheartedlyassumingthatitwouldbeappliedtoonlyspecial-

izedapplicationssuchastestshootinginphotostudios.Kodakdevelopeda1megapixelCCDbeforeanyoneelse,

butevenifwethoughtithadanadvantagewewereunabletotakecontrolofthemarket.Thesalesand

profitabilityofsilver-halidefilmatthetimewassogreatincomparisontothesalesofthefirstdigitalcamera

whichweresosmall,wethoughtthatitwasamiserableopportunity.�Inotherwords,thefirstdigitalcameras

werenotthoughtasareplacementforsilve-halidephotocamerasastheyaretoday,butweredevelopedfor

specificapplications.



andafter2000,marketentrantsbegancreatingopticalplatformsfromcombinationsofimage

sensorsofthissizeandlensmodulesandviewfinders,andtogetherwiththeimagesensor

improvements,continuedtoincreasepixelcapacity.Inthisway,commoditizationoccurredfor

compactdigitalcameraswithstandardcomponentfixedlensesbuiltfromtheseplatforms.

Theobjectiveofthispaperistoexaminethecommoditizationcausedbyrapidprice

declinesandrevealthefactorsbehindthis.Theanalysisresultsshowedthatthemodulesused

inthedigitalcameraindustryareremarkablyuniform,andmarketentrantscompeteby

developingsimilaropticalplatformsusinglensmodules,imagesensors,andgraphicsprocess-

ingengines.Inthistypeofmarketplace,commoditizationoccursastheresultofhomogeniza-

tion,andmanufacturersareincreasinglyfindingithardtosecureafairprofit.

Wewouldliketoclosethispaperbypointingoutthefindingswehavemade.First,the

digitalcameraindustryischaracteristicinthatithasapartialhorizontallyspecializedstruc-

turewithsetmanufacturersanddevicemanufactureraspects.Modulesdesignedbysetmanu-

facturersarealreadyresolvingmanyproductdesignissues,andtheyareeasilyintegratedinto

products.Problemresolutionisquicklyfedbackintoproductsmakingforextremelyeasyto

useproducts.Also,aslongasthedevicepurchasedfromthatfirm,theriskofpatentviola-

tionislow.Furthermore,thisproblem resolutioncapitalmakesiteasiertosellmodulesto

newmarketentrantsfromChinaorelsewhere,increasingthemarketsupplyinashorttime.

Ontheotherhand,supplyingsetmanufacturerscanmaintaintheirproductsellingpriceif

theylimitthesaleofmodules,butsincetheproductioninvestmentfordigitaldevicemodules

isextremelylarge,andtheyknowthattheycannotrecoverthesefixedcostswithonlytheir

ownsalesvolume,itisdifficulttoavoidmakingadecisiontoselltheirmodulesonthe

market.Inthisway,setmanufacturerssellingmodulesfaceadilemmawhereintheycontrib-

utetomarketgrowthbuttheyalsocausecommoditization.Inordertoincreaseprofitsina

commoditizedindustry,strategiestoeitherestablishprofitsonlyfrom modulesalesorto

internallydevelopkeymodulesareeffective.
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INDEFENSEOFTHEAUTONOMYINNEOLIBERALECONOMIC
POLICYREFORM INLATINAMERICA†

NOBUAKIHAMAGUCHI KobeUniversity

Abstract

Thisarticleaddressesthequestionofhowdoweimplementnecessaryeconomicpolicyreformin

LatinAmerica.Asearchforanalternativeoftheunconditionalliberalizationshouldbedevelopedinthe

directiontotakefulladvantageofeconomicopportunitiesfrom theenhancedmarketmechanism and

globalization,ratherthandenyingtheseirreversibleprocesses.Thegovernmentshouldplayactiverole

inkeepingtightareinontheprocessofadaptationtotheglobalization,withoutrenouncingthe

autonomyintheconductofeconomicpolicyandinstitutionalreform whichshouldbemanagedfor

improvefunctioningofthemarketonthebasisofthelocalspecifics.Especially,consolidationof

macroeconomicstabilityandharmonizationofsocialconflictsaremajorchallengetoobtainautonomy.

Theglobalizationprocesswillbemoreunbiasedbylettingdevelopingcountriestoassumemoreactive

roleinglobalinstitutionalbuilding,whichshouldbebasedontheawarenessofdiversityandjustice.

JELClassification:F02,F43,O24

Keywords:globalization,neoliberalism,LatinAmerica,stabilization,economicgrowth

1.Introduction

Thisarticleaddressesthequestionofhow toimplementnecessaryeconomicpolicy

reform inLatinAmerica.Theaim ofsuchreform istostrengthentheroleofthemarket

mechanismasthebestguidetoeconomicdevelopment.However,wearguethatunconditional

liberalizationmaygeneratehighdegreeofinstabilityintherealsector,duetosomenonlinear
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naturesoftheeconomicgrowthprocess.Bytakingintoaccountasmuchlocalspecific

conditionsaspossible,weshouldbeabletomaintaintheautonomyofpolicyimplementation.

Theremainingpartconsistsasfollows.Inthenextsection,wereview thehistorical

backgroundofthedevelopmentalregimeinLatinAmericauntiltheneoliberalreform was

introduced.InSection3weevaluatetheoutcomeofthereformandpointoutthequestionof

theinstabilityintherealsector.ThisquestionisfurtherelaboratedinSection4withthe

argumentoftheimportanceofautonomyineconomicpolicy.Thenweshedlightonthe

necessityofconsideringlocalspecificconditionsinordertoenhancethepolicyautonomyin

Section5.Finally,Section6concludesthediscussion.

2.Historicalroots

Onceuponatime,LatinAmericawasgovernedbywidevarietyofeconomicdevelop-

mentregimesinwhichthestateexertedstrongcontroloveranallocationofresourceand

priceadjustment.SuchsystemsdatebacktothetraditionalpopulistgovernmentsofCardenas,

Peron,andVargasduringtheperiodbetween1930sand1950s.Initialeconomicgrowth,even

ifexisted,wasshort-livednotonlybecausethegovernment-ledresourceallocationmissedthe

considerationontheefficiencybutalsobecausethefiscalimbalanceduetoexcessivepublic

spendingledtohighinflation.Economicfailureluredthepopuliststogetmoreradicalin

incomeredistributiontosecurethesupportfromthepopularclass.Theirpropensitytooffend

theprivatepropertyrightinsodoingbroughtserioussocialdivideandclassconflicts.

In1960s,theeconomicandsocialturmoilrunintomilitarycoupsinseveralcountriesof

theregion.Infact,militaryinterventionshadnotbeenrareinLatinAmericanhistorysince

theirindependencebuttheyusedtogovernonlytemporaryuntilthesocialandeconomic

orderwouldberestored.Itwasnotthecaseatthattime.Themilitaryregimecametopower

tostaymuchlonger.TheU.S.wasalsosupportivetoapparentlyauthoritarianandundemo-

craticregimesbecausethespreadoftheinfluenceofthecommunism intheWestern

HemisphereaftertheCubanrevolutionwasmoreseriouslyconcerned.

Themilitarygovernmentsconcentratedthepoliticalpowertothetechnocratbureaucracy

whichadvocatedthestrengthenedversionofthestate-ledimport-substitutionorientedtoheavy

andchemicalindustrialization.Theroleofthestatewasthusevenenlargedundertheauthori-

tarianregimewithhightariffandnon-tariffprotectionforthedomesticindustriesanddirect

participationwithstate-ownedenterprises.

Whilethedomesticsavingsremainedscarce,thepursuitofthisdevelopmentstrategywas

madepossiblethankstothemobilizationoftheforeignsavings.Incidentally,therewere

abundantliquiditiesintheinternationalcapitalmarketaftertheoilboom inthe1970s.

However,whenthesecondoilshockhittheworldeconomy,industrializedcountriessqueezed

theliquiditytocontaininflation.Withabruptinterestratehike,itbecamenolongerviable

KOBEECONOMIC&BUSINESSREVIEW,50(2005),33-4934



formostofLatinAmericancountriestocontinueservicingthepiledexternaldebt.The

declarationofthemoratorium byMexicoin1982triggeredthesuddencontractionofthe

financialinflowtotheregionwhichforcedtheothercountriestofollowsuite.

Thus,LatinAmericaenteredthedecade-longadjustmentinthe1980s.Thepolicypack-

ageprescribedbytheInternationalMonetaryFund(IMF)basedontheabsorptionandswitch-

ingapproach.(Corden,1977)ItsmainlogiccanbeillustratedbyFigure1.Thepre-adjustment

economyisexpressedasthecombinationofsupplyatAontheproductionpossibilityfrontier

TT
・
andconsumptionatCwherethebudgetconstraintEE

・
andtheindifferencecurveof

utilitylevelU1aretangent.Theexpendituremeasuredbynon-tradablegoodsisOE
・
andthe

slopeofthislineexpressestherelativepricebetweentwogoods.ThepointA corresponds

toaneconomyinwhichthepoliticallysetrelativepricesinducemoreproductionofnon-

tradablegoodsincludingimportsubstitutingindustrialsectorthantradablegoodssuchas

primarycommodities.Thankstotheavailabilityoftheexternalfinance,thiseconomyisable

torealizegreaterconsumptionthantheincomefromdomesticproduction.Thusthedistance

CAexpressesthedemand-supplygap(currentaccountdeficit).Ifthissituationismaintained,

theeconomywouldcumulateexternaldebt.

Nowsupposethattheexternalfinanceisnotavailableanymore.Sincetheexpenditure

cannotexceedtheincome,theconsumptionshouldbedeterminedatpointC
・
unlessthe

relativepricedoesnotchange.Yet,thepointC
・
isnotsustainablebecausetheeconomystill
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Fig.1 MacroeconomicAdjustmentinthe1980s

(Source)AdaptedfromCorden(1971)Chapter1,Appendix.
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runscurrentaccountdeficitexpressedbytheverticaldistanceAC
・
.Equilibrium canbe

reachediftherelativepricewillbechangedtomovetheproductiontoB,producingmore

tradablegoodsandlessnon-tradablegoods.Thegovernmentcanbringtheeconomytothis

pointbytherelativepriceswitchingpolicywiththedepreciationofthecurrencyinreal

terms.NoticethattheutilitylevelU2achievableatBislowerthanU1butitisstillbetter

thanachievingexternalbalancewithoutswitchingbecausesuchequalizationofsupplyand

demandoftradablegoodsrequiresdeepexpenditure(=absorption)reductiontogettothe

pointsuchasC
・・
.Atthispointtheeconomyincursseriouscostofunemployment(the

economyisinteriorofTT
・
)withtheutilitylevelunambiguouslylower.

Infact,thepolicyrecommendedin1980stoLatinAmericabythecreditorcountriesand

themultilateralfinancialinstitutionswasabitterone.Theywereevenobligedtocurtailthe

absorptionfurthertoGG
・
levelandgeneratethecurrentaccountsurplusBDtocomplywith

therequirednetresourcetransfertoabroad.Intheperceptionofbothdebtorsandcreditors,

thecontractionoftheinternationalcapitalmarketshouldhavebeentemporaryandthesooner

thatacountrywouldregainitscreditworthiness,themorelikelyitwouldbeabletoreturn

tothemarket.Yet,suchpremisewasprovedtobeunfounded.ThefinanceinflowtoLatin

Americacontinuedtobedeterredbecauseofthedeteriorationoftheeconomicconditionof

thedebtorcountries.Onecriticalissuewasthedevaluation-inflationspiral.Devaluationgave

inflationaryimpactandtheinflationinvalidatedtherelativepriceswitchingeffectrequiring

furtherdevaluation.Theabsorptioncontrolwaspracticallyinoperativetocontrolinflationbut

itwaseffectiveinhinderingthepotentialgrowthbecauseiterodedpercapitacapitalstock

duetothelackofnewinvestment.Overtheperiod,therealeconomicgrowthremainedquite

low,thehouseholdincomedeclined,andthepovertyproblemgotaccentuated.Notbeingable

toseetheothersideofthedarktunnel,widespreadadjustmentfatigueintheregionmade

severalcountriestoabandontheadjustmentprogramtoresorttomoratoriumsincethefresh

moneywouldnotflowintoLatinAmericaanyway.Then,theeconomicpolicydepartedfrom

theeconomicorthodoxytotheheterodoxy.

Therewasashortrevivalofthetraditionalstructuralistthinkinginthelate1980s.

Accordingtotheproponentsoftheheterodoxpolicy,themaincauseoftheinflationisnot

theexcessdemandasintheorthodoxy�sproposition.Theyemphasizethedynamicmechanism

ofthepriceadjustmentpropelledbytheconflictbetweenthecapitalandthelabor.Namely,

thelabordemandsthefulladjustmentoftheirwagetocompensatethelossoftheirpurchas-

ingpowerfrominflation.Firmsmayraisetheirpricesbyaddingthelaborcostincrease.In

theirview,sincetheinflationmayprogressbecausesuchaninteractiongeneratesself-

reinforcingeffect,theabsorptioncontrolalonewillnotdothejobofstabilization.Instead,

anymeasuretocontroltheinflationshouldinvolvepriceandwagecontrol.Thistypeof

policywaswidelyexperimentedbecauseoftheadvantageoflesssocialcostofadjustment,

atleastinshort-term.
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However,suchstabilizationpolicieswerehighlyproblematicbecausetheyignoredthe

importanceofsoundfiscalandmonetarypolicy.Whenthepricecontrolwaseventuallylifted

withouthavingconsolidatedthelaxfiscalandmonetarypolicies,theinflationreturnedwith

entireforce.Thegovernmentbeguntolosethecontroloftheeconomyandtheeconomywas

driftedtowardthehyperinflation.Undoubtedly,theeconomicturbulenceaffectedmostthe

lowerincomeclass.

HavingtestedtheLatinAmericanstructuralisteconomicmodelwhichendedindevastat-

ingfailure,itbecameaconsensusamongbothLatinAmericanpolicymakersandtheinter-

nationalfinancialinstitutionsthatmacroeconomicstabilityrequiresdisciplinedfiscalpolicy

andconservativemonetarypolicy.Aroundthebeginningofthe1990s,suchideaswere

formulatedastheWashingtonConsensus.Theeconomicpolicyoftheregionmadeabig

swingtowardtheorthodoxy.

TheWashingtonConsensusaimedatmoreprofoundeconomicreformthantheprevious

orthodoxabsorption-switchingapproach.Itwasunderstoodthatthefiscalimbalanceshaddeep

structuralcausesthatcouldnotbesolvedbyjustcuttingthespending.Inmostcases,priva-

tizationofpubliclyownedenterprisesandchangesintheregulationprotectingthevested

interestswereadvised.Therevenuefromprivatizationandthedebtrestructuringarrangement

bytheBradyPlancontributedtoreducethedebtserviceburdenatthebeginningofthe

reformprocess.Thegovernmentsestablishedanumericaltargetofthefiscalbalance,usually

intermsoftheprimarysurplus(thebalancebeforedebtinterestpayment)inordertoshow

theabilitytopayandreducethecountryrisk.

Inthemonetarypolicysphere,anominalanchorwasestablishedtoincreasethetranspar-

encyandpredictability.Sincethehyperinflationalreadymadepeople�sassetholdingvirtually

dollarized,itwasnaturaltoselectthenominalexchangerateasananchor.Exchangeratewas

eitherstrictlypeggedtothedollarorallowedtofloatonlywithinanarrowband.Asbeing

depictedbyFrankel(1999),reproducedinFigure2,whenaneconomychoosestomaintain

theexchangeratestabilitywithfullfinancialintegrationtotheworldmarket,itshould

abandonthemonetarypolicyindependence.Thisintensifiedtheinterestratefluctuationin

responsetothevulnerableexternaleconomicenvironmentanderraticcapitalmovement.In

caseoftheforeignexchangeshortageduetothetermsoftradeshockorthelackoffinancial

liquidity,interestrateshouldrisetoinducecapitalinflowinordertorestorethebalanceof

payment.Alternatively,thisjobcouldbedonebytighteningfiscalpolicywhichreduces

imports.Withinthisframework,itwasunavoidablethemonetaryandfiscalpolicytohave

pro-cyclicalcharacteristicswhichwastranslatedintothehighdegreeofvarianceofeconomic

growthandemployment.Thus,thevulnerabilityoftherealeconomyincreasedinexchange

forthefinancialstability.
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3.ResultsofthePolicyReform

Thestruggleforcontrollinghyperinflationinthe1980scametoanendbythemid

1990s.AsshownbytheTable1,theinflationdroppedsharplybetween1990and2002.We

canalsoseeinFigure3thatin1990sLatinAmericaachievedaneconomicgrowthwhich

washigherandlessfluctuatingincomparisonwiththesituationinthe1980s.Judgingonthis

ground,theoverallevaluationofthestabilizationshouldbepositive.

Still,theeconomicgrowthinthepost-reformerahasbeendisappointinglyslowexcept

forChile.Moreover,thegrowthperformancehasshownhighdegreeofinstability.Latin

Americahasexperiencedseveralcurrencycrisessincethebeginningofthe1990s:suchasthe

casesofMexico(1994),Brazil(1999),Ecuador(2000)andArgentinaandUruguay(2001).

Accordingtotheeconomictheory,weakfundamentals(Krugman,1979)andself-fulfilling

expectation(Obstfeld,1996)aredirectreasonsleadingtoacurrencycrisis.Intheparticular

caseofLatinAmerica,theweakfundamentalscomefromthetraumaofthe1980s.Inorder

toillustratethispoint,recallaneconomyinthelowerrightcornerofthetriangleofFigure

2.Withfixedexchangerateandfullintegrationtotheinternationalfinancialmarket,the

foot-loosecapitaldemandshighinterestratebecausetheinheritedlowcredibilityoftheprice

stability.Thegovernmentalsoinheritedtheconditionofhighindebtednesswhichtendsto

pushthefiscalbalancetarget(primarysurplus)upwardbecausethegovernmentshould

complywiththeenlargedinterestpaymentduetothehighinterestrate.Hence,althoughthe

KOBEECONOMIC&BUSINESSREVIEW,50(2005),33-4938
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Table1:LatinAmerica―Socio-EconomicIndicators1990-2002

Consumer
pricechange
(Monthly
average,%)

Average
real
GDP
growth
rate
(%)

Urban
unemployment

(%)

Infant
mortality
ratio*

Femalelabor
participation
(%)

Population
under

povertyline
(%)

Income
distribution**

1990 2002 1990 2002 1985-90
1995-
2000 1990 2002 1990 2002 1990 2002

Argentina
Bolivia
Brazil
Chile
Colombia
CostaRica
Ecuador
ElSalvador
Guatemala
Honduras
Mexico
Nicaragua
Panama
Paraguay
Peru
Uruguay
Venezuela

24.92
1.28
26.53
2.03
2
2.03
3.41
1.48
1.54
2.62
1.51
50.58
0.13
3.09
43.69
7.15
2.63

2.9
0.2
0.99
0.23
0.56
0.77
0.75
0.23
0.51
0.65
0.46
0.33
0.16
1.15
0.13
1.94
2.29

0.7
1.2
1.0
3.8
0.4
2.0
0.5
1.9
1.1
0.3
1.4
0.5
1.4

－1.2
2.0
0.4

－0.7

7.4
10.2
4.3
7.8
10.5
5.4
6.1
10
6
7.8
2.7
7.6
19.3
6.6
8.3
8.5
10.4

19.7
8.7
7.1
9
17.6
6.8
8.6
6.2
3.6
6.1
2.7
11.6
16.1
14.7
9.4
17
15.8

27.1
90.1
55
18.4
41.4
17.4
57.1
54
65
53
39.5
65
29.6
46.7
65
22.6
26.9

21.8
66.7
42.2
12.8
30
11.8
45.6
32
46
35
31
44.6
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*Deathbeforecompletingoneyearamong1,000newborn.
**(Incomeearnedbyupper10% class)/(Incomeearnedbylower40% class).
(Source)CEPAL,2004.

Fig.3 AverageandDispersionofGrowthRatesinLatinAmerica1980sand1990s

(Note)TheaverageisnonweightedaverageofgrowthratesofrealGDPanddispersionisa
standarddeviationfrom themean.ThesampleconsistsofeighteencountriesincludeArgentina,
Bolivia,Brazil,Chile,Colombia,CostaRica,Ecuador,ElSalvador,Guatemala,Haiti,Mexico,
Nicaragua,Panama,Paraguay,Peru,DominicanRepublic,Uruguay,andVenezuela.
(Source)CEPAL,2004.



impossibletrinityobligesthegovernmenttoabandontheautonomyinmonetarypolicy,there

existsstrongtemptationtocontroltheinterestratelower.Thepolicyinconsistencythus

created(toseekexchangeratestability,monetarypolicyindependence,andopencapital

accountatthesametime)shouldpavethewaytospeculativeattacks.Afterthisactually

happened,Mexico,Brazil,Uruguay,andArgentinaabandonedthenominalexchangerate

anchorandadaptedfreefloatexchangerateregimewithinflationtargetingmonetarypolicy

rule,representedbythelowerleftcorneroftheFigure2.Onthecontrary,Ecuadoroptedfor

fulldollarizationremaininginthelowerrightcornerandbecomingmoreexplicitinabandon-

ingmonetaryindependencebyadaptingdollarasthecurrency.

InFigure4wecanseethateconomicgrowthhasbeennotonlyslowbutalsodiscon-

tinuous.InBrazilandPeruasteadygrowthstartedtobeseenonlyafter2000.Argentina

experiencedfalloftherealGDPwhenshewashitbytheTequilashockin1995andthe

sequenceofcrisesoftheBrazilianRealanditsownPeso(1999-2002).Colombiaand

Ecuadoralsofelttheimpactoftheemergingmarketcrisesaroundtheturnofthecentury.

Mexico�sgrowthbythecombinedeffectsofthepost-Tequilashockrecoveryandthebenefit

oftheparticipationintheNorthAmericanFreeTradeAgreementclearlylostmomentumin

the2000s.InParaguay,Uruguay,andVenezuela,therewaslittleprogressinincomeoverthe

fifteenyears.InthisfigureChileagainappearsasanexceptionalcase.

Ironically,thestabilizationofinflationiscoinedbytheincreasedinstabilityingrowth

andemployment.AsbeingdemonstratedinTable1,theunemploymentrateisquitehighin

allcountries.EveninChileandCostaRicawherethegrowthratewasrelativelyhigherthe
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Fig.4 RealGDPinLatinAmerica:1989-2004

Note:Darkerbarsindicate1995and2000.
Source:IMF,InternationalFinancialStatistics



employmentdidnotfullyrecoveredfromthedeclineinthe1990s.AccordingtoIDB(2003),

volatilityinlabormarketreflectseffectsofthestabilization.Duringthehighinflationperiod,

macroeconomicshockwasabsorbedinrealwagefluctuationbyallowingthenominalwage

adjustmentlagandtheemploymentcouldbepreserved.Withpricestability,suchmechanism

shouldbereplacedbytheadjustmentofemployment.Hence,macroeconomicvulnerabilityis

moredirectlytranslatedintoemploymentvulnerability.Rodrik(2001)pointsouttheinfluence

ofthelabormarketflexibilization,whichtookplaceasapartofthestructuralreform,

appearingasasharpreductionoftheunionizationrate,workers�lossofjobsecurity,and

extendedinformalmarket.

Thisrealeconomyvulnerabilitywasmostlyseriouslyfeltinthepersistentincidenceof

povertyinTable1.Infantmortalityratewassuccessfullyreducedbuttheratioofthepopula-

tionlivingunderthepovertylinehasincreasedinArgentina,Colombia,andVenezuelawhich

underwentseriouspoliticalcrises.Thereweremixedresultsregardingtheincomedistribution.

Wealsoseetherisingfemaleparticipationinthelabormarketinmanycountries,implying

increasednecessityforawomantogetajobasasurvivalstrategyofLatinAmerican

households.

Thegrowinginsecurityredirectsustotheissueofhowthepolicyreform wasimple-

mented,whichisasimportantaswhichreform wasimplemented.Recently,IMF(2005)

pointsoutthat�goodinstitutionaloutcomesappeartoberobustlyassociatedwithgreater

economicopennessandthedegreeofaccountabilityofthepoliticalexecutive�.(IMF,2005,

p.152)Thecausalityinsuchassociationismutuallyreinforcing.Namely,stabilizationand

growtharemorelikelytobeachievedundergoodgovernanceandtheinstitutionalbuilding

canbepromotedundergoodeconomiccondition.

Inthisview,Figure5showssomeinterestingfactsaboutthedevelopmentofthequality

ofinstitutionsinLatinAmerica,basedontheinternationallycomparabledatabasecompiled

byWorldBankeconomistDanielKaufmann�sresearchgroup(Kaufmannetal.,2004).These

graphsexhibitKaufmann�ssixgovernancequalityindices(voiceandaccountability,political

stability,governanceeffectiveness,qualityofregulation,ruleoflaw,andcontrolofcorrup-

tion)forLatinAmericancountriesplotting1996scoreontheverticalaxisand2002scoreon

thehorizontalaxistomakeacomparisonbetweenthetwoyears.Theyshowthattherewas

animprovementinscorewhenacountryislocatedatthenorthwestfrom the45-degree

straightlineanddeteriorationtowardsoutheasterndirectioninthequalityofgovernance.

Theseindicesaredeviationfrom themeanof199countriesnormalizedtobezero.This

meansthatascoreshouldbeinterpretedashowmuchacountryisdifferentfromtheworld

mean.Sochangesinnumbersdonotreflectchangesinqualityofgovernanceinabsolute

termbuttheysimplytellushowevaluationofonecountrychangedinrelativesense.

ForLatinAmericaingeneral,wecanpointoutthattheseplotsareconcentratedinthe

firstandfourthquadrantregarding�VoiceandAccountability�and�PoliticalStability�,
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implyingthatcountriesareevaluatedabovetheworldmeanand/orshowedimprovements

duringthisperiodinthesetwoaspects.Ontheotherhand,scoresareclusteredinthethird

quadrantinregardsto�GovernmentEffectiveness�,�RuleofLaw�,and�ControlofCorruption�,

suggestingstructuralproblemsinvolvingtheseaspects.Therewerecleartendencyofdeterio-

rationofthegovernancequalityinmanyaspectsinArgentina,Colombia,andVenezuela.We

canalsopointoutthatParaguayalsosufferedfrom worseningin�PoliticalStability�and

�RuleofLaw�,and�ControlofCorruption�.Thistendencycoincideswithpoorereconomic

performanceinthesecountries,suggestingmeaningfullinkbetweentheeconomyandinstitu-

tion.

Insummary,thefinancialstabilityinthe1990shasencounteredvulnerabilityinthereal

economy.Thehighrealinterestrateandthefiscalausteritykeptthedomesticdemandatlow

level.Thetraumaofthe1980sisstillvividinthepublicdebtstock.Theoccasionalupswing

oftheinterestrate,influencedbyexternaleconomicenvironmentandthelossoftheauton-

omytoimplementanti-cyclicalmonetarypolicy,imposedhugedifficultyinthedebtmanage-

ment.Eventhoughthepolicychangefrom thenominalexchangerateanchorstabilization

policytotheinflationtargetingisexpectedtoallow monetarypolicyindependence,the
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Fig.5 GovernanceQualityofLatinAmericanCountries

(Source)WorldBankInstitute,AggregateGovernanceIndicatorsDataset
(http://www.worldbank.org/wbi/governance/gov_data.htm)



interestratecannotbereducedeasily,owinginparttothelastingmemoryoftheinflationary

economyandthelargeoutstandingpublicdebt.Adjustmentcostisstillconcentratedinthe

employment.Itcanbealsosuggestedthatweakinstitutiontendtogeneratemorevulnerable

economiccondition.

4.DevelopmentasAutonomy

Asweanalyzedabove,theeconomicreforminLatinAmericahashadbothupsideand

downside.Difficultiesmayarisebecauseofthesizableexistingpublicdebtandinstitutional

weakness,whichmayinducethegovernmentstointerruptthecontinuityofthereform

program.Mostcommoncriticismisgiventotheone-size-fits-allstanceoftheproponentsof

thereform whichdonottakeintoconsiderationthepoliticalviabilityinfluencedbyeach

country�sinstitutionalspecifics,geographicalnatureandhistoricalpathways.Forexample,

JosephStiglitz,whowasthecentralpieceoftheWashingtonConsensusastheChief

EconomistoftheWorldBank,harshlycriticizedthewaythattheIMFconsiderstaking

accountsofcountryspecificsisawasteoftimeandeventuallycausedchaoticsituationina

numberofcountries.

Thereisgrowingamountofliteraturecriticizingsuchsimple-mindedpro-liberalization

reform,labelingitasaneoliberalism.Thepointofdiscontentislowdegreeofeconomicand

politicalsustainabilityofsuchpolicyrecommendationsandsocialconflictswhentheyare

pushaheadwithouthighregardstodiversifiedlocalvalues.Yet,theneoliberalismenteredin

LatinAmericaaftertheeconomiccrisisinthe1980sandhasstationedtheresincethentofill

thevacuumoftheeconomicpolicyguidelineafterthedevastatingfailureoftheintervention-

ism.

Althoughtheanti-neoliberalismcriticismshouldbetaken,ifitscounterpolicyrecommen-

dationpointstotheotherextremedenyingtheeconomicprincipleofadjustmentthroughthe

marketmechanism,itisunrealisticandnotuseful.Weknowthatthemarketmechanismis

neverperfect,butitstillisthebestguideforeconomicagentstomakedecisionsmore

efficientlyandnon-discriminatorily.Intheeraofglobalization,opportunitiesthatthemarket

canoffershouldprovidewidervarietyofchoices.

Globalizationcanbeunderstoodasaprocessthroughwhichadimensionofthemarket

isbeingexpandedontheearthsurface,intensifyingtransactionsofgoodsandservicesacross

borders.Ontheotherhand,thereisapowerofglobalism intendingtoimposeaparticular

kindofsocio-economicsystem totherestoftheworldastheglobalstandard.Thus,the

distinctionbetweentheglobalizationandtheglobalism shouldbeclear.Regardlessofwhat

thepoliticallyintendedglobalism maypursue,globalizationisirreversibleowingtothe

technologydevelopmentincommunicationthroughtheInternetandintransportationmaking

deliverytimeshorterandshorter.Mypointistoemphasizethataneconomicpolicyshould
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takeadvantageoftheglobalizationtostrengthentheadjustmentcapabilityofthemarketand

theglobalizationtoopentheaccesstowidermarketshouldbewilloffer.Acountryshould

adaptitselftotheglobalizationmaximizingbenefitandminimizingcostfrom them,by

maintainingautonomyindecidingthespeedandscopeofpolicyreformanddesirableform

ofinstitutionsbasedonitsspecificlocalcontext.

Obviouslynoonecandefendthatthemarketmechanismisapanacea.Noneofuswho

studyeconomictheorymaythinkthatthemarketbehavesperfectly.Scaleeconomiesentitling

monopolisticpricemakingpowertoadominantbigcompanyarethetypicalexamples.

Besides,asymmetryofinformationandmoralhazardofwhom tryingtofreerideothers�

strategywithoutpayingcostshouldcreatesupplyanddemandgaps.Muchattentionisbeing

paidtopsychologicaleffectswhoseimpactmaycreateanomalousreactiontopricesuchas

addictiontoriskandspreadofpanic,whichexplainsoccurrenceofself-organizingbubbleand

bust,forexample.Thus,marketmayfailandgooutofcontrolformanyreasons.Itisoften

criticizedthatamarketdoesnothaveeffectivesolutiontotheproblemofincomedistribution.

Suchproblemsashinderingindustrialization,instabilityandfragilityofeconomicconditions,

andseriouspovertyandhighlyskewedincomedistributionaretypicallyseenindeveloping

countriesandwedonothavehighhopeinmarkettosolvedtheseproblemsatleastinthe

short-term.Someonemayevenarguethatitisquitedoubtfulifamarketinmodernsense

doesreallyexistinsomedevelopingcountrieswheretraditionalvaluedominatesthesociety.

Admittedly,themarketisnotcreatedandregulatedequallyanywhere.Itwasfromthe

naturalnecessityofasocietytoprotectitself,asobservedbyPolanyi(1957),thatexperiments

ofgovernmentstointerveneinthemarketsurged.Economistshavebeenbusyinexploring

theoreticalproblemshowtoamendthemarketfailuresandtopreventevolutionofreckless-

ness,resultingincodesandstandardsinmanyareas,suchasananti-trustlaw,environmental

codes,socialsafetynetforvulnerableclassofpeople,andtargetedpovertyreductionpro-

grams.EvenHayek,whowasknownasarepresentativeneoclassicaleconomist,didnot

advocatethelaissez-faire,butpointedoutthatamarketshouldbealwaysmaintainedand

disciplined,admittingtheroleofthegovernmentinit.

Thattowhatextentthegovernmentshouldintervenehasalwaysbeenasubjectofheated

debate.WhilePolanyipredictedthatthegovernmentwouldhavetotakeultimateresponsibil-

ityasaregulatorbecausepersistenceinliberalregimeshouldendupwithfavoringalimited

groupoffirmswhowoulddominatethemarket,Hayek(1944)sustainedthatthegovernment

shoulddoonlywhatitshoulddobutshouldnotmeddlewithwhatitshouldnotdo(such

astodistorttheresourcedistribution).Itistobenotedthatthiskindofdebateisoftenmade

underthedichotomyof�efficiencyvs.justice�.Yet,advocatesofthemarketintermediation

tendtoconsiderthatthegovernmentinterventionisnoteveneffectiveinpromotionof

justice.Interventionstendtobemadeundertheinfluenceofaparticularpoliticalinterestand

canneverbeneutral,norcansolelyrepresentthewidelyrangedinterestsinthesociety.
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Excessiveinterventionshouldrestrictprivatepropertyrightsandfreedom ofchoiceand

preventeachpersonfromappropriaterewardtohispaidefforts.InviewofHayek,planned

economyorgovernmentinterventionisagatewaytothetotalitarianism becauseattemptsto

getridofthemarketadjustmentmechanismunwittinglyhelpthedictatorstocomeintothe

scene.Evenintheareaofpovertyreduction,Easterly(2001)pointsoutthatwhatthegovern-

mentshoulddoisnottograntfoodbuttoconstructamechanismbywhichthepoorpeople

reacttheincentivesofthemarketsignalandhelpthemselvestocomeoutofthepovertytrap.

Ontheotherhand,thosewhosupportthewiderroleofgovernmentinterventionconsiderthat

thegovernmentcandobetterjobthanamarketeveninresourceallocationbecausethe

complexityoftheeconomyintherealworldshouldpreventtheefficientfunctioningofthe

market.

Ofcourse,toimposetheneoliberalismandglobalismshouldbeamatterofcriticism,but

thejuryisstilloutonthisnever-endingdebateonmarketorstate.Whatcanbesaidabout

thisisstillempiricism.AsWinstonChurchilloncesaid,�Democracyistheworstform of

governmentexceptalltheothersthathavebeentried�,thesamethingcouldbetruetothe

marketmechanism.Namely,theextentofthegovernmentactivism cannotbedeterminedat

globaluniquepoint,butwiththepiledevidenceoffailedplannedeconomyandexcessive

governmentinterventionandthelackofconvincingnewmodelofsocialism,wecanhardly

denytheimportanceofmaintainingthefreedom ofsearchforindividualinterestguidedby

themarketincentivesaslongastheinstitutionalframeworkguaranteesaconsistencyofsocial

costandbenefit,thestablemacro-financialenvironment,theruleoflaw,andestablished

privatepropertyrights.

Sothecaseinpointhereistheroleofmarketinstitution.Theargumenthereistohonor

theautonomyofeachcountrytointroduceaviableandeffectiveformofinstitution.China,

whodidnotthrowoutthemonetarypolicyautonomybynotopeningthefinancialmarket,

isoftenreferredasthelatestmostrelevantsuccessfulexampleinthissense.LatinAmerica,

ontheotherhand,hasinheritedmacroeconomicuncertaintysincethedeepcrisisinthe1980s,

whichstilltieshandsofpolicymakerstightlyduetoinevitablesurveillanceoftheIMFand

thecapriciousbehavioroftheinternationalfinancialmarket.

Theapproachemphasizingthegovernmentroleininstitutionalbuildingmayresembleto

Rodrik�s�augmentedWashingtonConsensus�(Rodrik,2003),whichisalsocalledasa�market-

friendlyapproach�ora�functionalintervention�bytheWorldBank(1993).However,as

Rodrikclearlypointedout,althoughthe�augmentedWashingtonConsensus�showedaware-

nessofinstitutionalreform initsneoliberalmenu,itisstillproblematicbecauseitremains

tobeunderpinnedbytheglobalismattitudetoenforcethe�globalstandard�institutiontoany

country.Thisreflectstheconceitedthinkingthatthereasonwhytheneoliberalreformhasnot

bornfruitshouldbeinthegroundwherethereform isimplemented,sotherealityshould

approachtothetheoreticalassumptions.This,inturn,reinforcesthecriticism onthe
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pointlessnessofintroducingunrealisticmarketinstitutiontodevelopingcountrieswherethe

marketmechanismdoesnotworkproperly.Theroleofthegovernmentshoulddependonthe

specificsituationofeachcountryanditalsotransformsduringthecourseofitseconomic

development.Rodrik�sassertionthat�institutionsdonottravelwell�shouldbetruewith

regardtobothdistanceandtime.Namely,asimplecopyingofparticularinstitutionworked

wellinonelocationmaynotgivethesamegoodresultandeffortsareneededtobuild

suitablevariantofcapitalismadaptedtothelocalneeds.

5.Howmuchdowecareaboutthelocalconditions?

AccordingtoRodrik(2003),economicpolicyshouldfailifwedonotconsiderlocally

specificmatters.Thegrowthaccountingusuallydecomposesfactorsofeconomicgrowthinto

factoraccumulation(labor/capital)andgrowthintotalfactorproductivity.Now,thetraditional

comparativeadvantagetheoremofthetradetheorysaysthatthepatternoftradeintegration

totheglobaleconomyisruledbyfactorintensityand/ortechnologicaldifferenceembodied

inproductivefactors.Ontheotherhand,capitalinflowmayaffectcapitalintensityofthe

economy.Thenthetwowayinteractionisestablishedinthelinkbetweentheglobalization

andtheproductivefactorconditionofeachcountry.Therelationshipbetweeninstitutionand

productivityalsocanbeviewedastheinteractioninbothdirectionsbecausethebusiness

environmentinfluencestheproductivityingeneral,whiletheefficiencyofproductivesector

willhaveaneffectonefficiencyofinstitutions(technology,infrastructureandregulation

makeco-evolutionovertime).Furthermore,integrationtotheglobaleconomyshouldkeep

consistencywiththeconsolidationofinstitutionalbasisinordertoavoidundesirablebehavior

ofthemarket.Conversely,institutionsshouldbealwaysupgradedsothateconomicagents

cantakeadvantageofglobalizationasmuchaspossible.Inthissense,institutionalreform

receivesexternalstimulusfromtheinterfacewiththeglobaleconomywhileaccompanyingthe

internalevolution.Thus,institutionandglobalizationarealsomutuallyinteracting.Thus,the

entirepictureshouldbecharacterizedbynon-lineardynamicswhichexhibitmultipleequilibria

andthelong-termconsequenceisnotpredictable.Thesystemmightbequitesensitivetothe

pre-determinedinitialconditionsgivenbygeographicnatureandhistory.Thusanalyzing,

stableeconomicgrowthismorelikelywhenwetakethewholepictureintoconsiderationin

ordertomaintainsystemicconsistencyinadvancingthemarketinstitutionalreform.Likea

humanbodyasimpletransplantofunrelatedoutsider�sinstitutionwillcausemalfunctionof

thesystemasawhole.AsarguedbySachs(2005),today�sdevelopmenteconomicsneedsthe

perceptionofthe�clinicaleconomics�.Thisessentiallyrequirestheautonomyineconomic

policy.

Yet,autonomyisinconflictwiththeglobalizationintoday�sreality.Countrymaynot

havesufficientdegreeofautonomytoimplementreforminthemannerdepictedinFigure6.
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Firstly,thereismacroeconomicstabilitycondition,classifiedintotwostages.Atfirst,ifa

countrystilldoesnotestablishmacroeconomicstabilityitseconomyisunderdisordered

relativepricestructureandstronguncertainty.Inthissituation,notonlythatexpectedadjust-

mentofresourcedistributionmaynotoccur,butalsothatmarketliberalizationincreasethe

riskofbalanceofpaymentscrisistriggeredbypotentialexternalshocks.Anotherconcernis

thatevenifthemacroeconomicstabilityisrestored,thepossibilityofeconomicpolicy

maneuverisquitelimitedifitshouldstilldependonafinancialpackageoftheIMForon

shortterm externalfinanceobtainedwithhighinterestrateand/ornominalexchangerate

control.Thus,autonomyofinstitutionalreformisconditionedbymaturingofmacroeconomic

stability.Tobemorespecific,market-basedrestructuringofthepublicdebt(includingthe

reductionofvolumeandtransformationofcompositiontobelessdependentonforeign

currencydenominateddebt)andexpansionofexportcapabilityareneeded.Secondly,the

autonomyisalsorestrictedwhenthereisaseriousconflictinthesocietybecauseitinvali-

datescoordinationoftheinternalconsistency.Oncefailedthegovernmentcoordination,such

conflictobscuresanyagreementbetweenlaborandcapitalandtheoneamongdifferent

sectors,then,inturn,mayprovideamotiveforone-sidedreformonthepretextofexternal

pressure.Therefore,betterharmonizationofinterestsofthesocietyconstitutesanotherneces-

saryconditionforautonomousinstitutionalreform.Naturally,organizedcivilsocietyisex-

pectedtoplaysubstantialroleinthisprocess.

Whiledevelopingcountriesshouldimprovetheirinstitutionalcapabilityinternally,there

isanotherchallengeofraisingvoicetomaketheglobalizedeconomymoreadvantageousto

them.Theglobalizationisinmotionanditisirreversible.However,theprocessdoesnot

involveallkindsofcommoditiesandproductivefactorswiththesameintensityandina
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symmetricway,owinginparttounbalancedinternationalpoliticalpower.Agriculturalprod-

uctsandlightindustrialgoodsliketextilearebarredfrom entrytothedevelopedcountry

marketswhileotherindustrialproductsareputonthetableofmultilateraltradenegotiation.

Anotherexampleisthatcapitalownedmainlybythedevelopedcountriesflowsmuchmore

freelyacrossbordersthanlaborinwhichdevelopingcountriesaremuchrichlyendowed.

Moreover,industrialcountriesareputtingincreasingpressuretoenforcedevelopingcounties

toadheretotheglobalstandardofintellectualpropertyrights,financialmarketregulation,

tradeinservices,andgovernmentprocurement.

Inthiscontext,thereisnowonderwhydevelopingcountrygroupsledbyBrazil,India

andtheothersaregatheringvoicesininternationalforademandingequalopportunities.These

countriesarewillingtoassumemoreactiveroleineconomicglobalizationratherthanto

remaininthebackseat.Thisprocessisnotonlyaboutthegovernmentbut,inparallel,

organizedgroupsofcivilsocietyarenowinteractingacrossbordersintheirtryingtoinflu-

encetheinternationaldecision-makings.Suchforcesaregaininggrowingpoliticalinfluence.

OnenotableexampleisgrowingnumberofinternationalattendancetotheWorldSocial

Forumoriginatedclaiminganti-Davos(WorldEconomicForum)inthecityofPortoAlegre

ofBrazil.

6.Concludingremarks

Letusconcludethediscussionbysummarizingourmainpoints.Asearchforanalterna-

tiveofthesimple-mindedliberalizationshouldbedevelopedinthedirectiontotakefull

advantageofeconomicopportunitiesfromtheenhancedmarketmechanismandglobalization,

ratherthandenyingtheseirreversibleprocesses.Thegovernmentshouldplayactiverolein

keepingtightareinontheprocessoftheadaptationtoglobalization,withoutrenouncingthe

autonomyintheconductofeconomicpolicyandinstitutionalreformwhichshouldbeman-

agedforimprovefunctioningofthemarketonthebasisofthelocalspecifics.Especially,

consolidationofmacroeconomicstabilityandharmonizationofsocialconflictsaremajor

challengetoobtainautonomy.

Inregardstothequestionofautonomy,itisvitaltoconsolidatetheanti-cyclical

macroeconomicpolicy.ChileestablishedtheCopperPriceStabilizationFundandthefiscal

ruleunderwhichbylawthecentralgovernmentmustpoststructural(cyclicalfactoradjusted)

budgetsurplusbyonepercentofGDP.Thistypeofformulacanbefollowedbycountries

whichdependontherevenuefromafewcommodities.Theinternationaleconomicinstitution

couldhelpbycontrollingerraticcapitalmovementandopeningtheirmarketforagricultural

commodities.Theglobalizationprocesswillbemoreunbiasedbylettingdevelopingcountries

toassumemoreactiveroleinglobalinstitutionalbuilding,whichshouldbebasedonthe

awarenessofdiversityandjustice.Furthermore,thecyclicalfactorsofthevulnerabilityshould
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beaddressedbythegovernmentextendingthesocialsafetynet,aswellaswell-targeted

povertyreductionprogram.
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