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™) Resource and Environmental Costs in Asia and Location Decisions of Japanese Manufacturers
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This project first examines the scope of resource and environmental costs in firms operating in Asian
economies. This task is complicated because it is often difficult to distinguish generic factor

expenditures on energy consumption, which is a large source of air pollution, energy expenditures
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related to pollution abatement. Comparisons of industrial census and survey data indicate that
expenditures on raw materials (including parts and components) accounted for the largest shares
(usually about half or more of output). In contrast, wage shares were usually much smaller, 8-10
percent in Japan and Korea and 3—6 percent in Malaysia, Thailand, and Indonesia. Shares of purchased
energy (electricity and fuels) were even smaller, 2 percent in Japan, Korea, and Malaysia, and 4
percent in Thailand and Indonesia. This suggests that energy costs were a relatively unimportant cost
component in most plants in all economies. Comparisons of foreign multinational plants (MNEs) and
local plants in the three Southeast Asian economies reveal large variation of MNE-local differentials of
cost component shares among economies or industries. The most important implication of these
comparisons is that potential gains from reducing energy costs (and wage costs) are limited for the
average MNE. These empirical patterns reinforce the general academic consensus that energy and
labor costs are usually minor factors in MNE location decisions. Second the project illustrates that the
extent of energy water cost differentials between Japan and major Asian hosts to Japan’s
manufacturing MNEs has also been rather limited. Differences in nominal labor costs were larger, but
productivity—adjusted differences in labor costs were much smaller. These patterns further reinforce
conclusions of the previous literature on location choice by MNEs, which usually indicates that
demand-side factors such as host market size, as well as agglomeration—related reductions in
transaction costs, are of more consequence for location choice than resource, environmental, or labor

costs.
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