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PREFACE

The Divicion for Industrial Studies, Regional and Country Studies
Branch, is carrying out,under its 1930-8>. work programme in the field
of regional and sub-regicnal studies and analyses, & series of back-
.reund studies in respect of various regional co-operation schemes
among developing countries. Besides being of immediate value as
sources of ccnsolidated information, the studies are aimed at oroviding
a basis for the develorment 0f a research programme within the Division
for Industrial Stuaies on varicus aspects and issues in resvect of
vhich 3in-depth resecrch and analysis of experiences might be of direct
practical value in providirg guidance for future regional and sub-re-

gional co-overation in industry between develoving countries,

This study on ASEAN is based on documents, revorts and studies

avallable a* URIDC Headquarters. No field survev has been undertaken.

The views or commen*s contained in this document 3o not reflect
those of the Governments of the five ASEAN countries nor do they
officially commit +he United Nations Industrial Develooment Organization

to any particular course of action.
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Summarvy, conclusions sad recommendations

The ASEAN co-operation in the economic field has gained momentum
during the last L-5 years, although the actual achievements in terms of
economic intezration have deen somevhat limited. A large numdber »¥ work-
ing committees and consultative meetings among ASEAN civil servants and
within tb=2 business communities of tre five countries and the increased
frequency of minist:rial meetings has creaied an impression, both ‘nside
and outside the region,that the level of regional co-overation tas been

substantially enhanced during the last few years.

“Whéle there has been little reel achiavements vet in terms of sub-
stantive economiz co-overation, the countries have embarked on a distinet,
gradual move towards regional co-overation which, In the long run, nisht
oreve to be the only effective way of securine lasiing regionalism in an
area characterised by differences in national interests and asvirations.

Tor instance, Singapore with its world-wide <rading Links and interests,

H

night have less interest xn 2 malor diversion 3f trade towerds less com-
vetitive neighbours, but as a small island state in +he egion, the countrv
nas an inmrortant sirategic interest in close and zenstructive relations

among the ASZAY vartners. At the other extrema, Indonesia mizht consider

«t

that its own industrial zrowth requires the preservation of its domestic
market for its own production, and thus be reiuctant t¢ grait oven access
to producers in cther ASEAK countries. Malavsia. tha Philipvines and
Thailand have tended to more willingly ccntemplate costs of trade diver-
sion than Singavors and be less rigid about vreserving the whole of théir
home markets for domestic oroduction tharn Indonesia, but have nevertheless
each been very careful in the calculation of national advantage.l/ The
limited progress in the establishment of large-scale ASZAN industrial
vrojects and the implementation of industrial complementation schemes has
to be viewed against this background. Indeed, given these esconomic and
social diversities, together with differences in the stages of develovment
the fact that the five South Asian countries have created an organizational
framework for gradual economic integraticn and have alreadv zenerated a

sense of group identity over the nast decade is itself a sgignificant

milestone.

1/ Arndt, H.W. and Garnaut, R., ASEAN and the Industrialization of Fast
Asia. Journal of Common Market Studies. March 1979,




One area of economic co-operation in resvect ¢f which significant
progress has been made during the last few years has been the product-
by-vroduct intra-ASEAN trade liberalizetion. "This is pursued within
the ASEAN Preferential Trading Arrangements (PTA) and is ultimately
simed at bringing about a higher level of economic integration among

the five countries.

ASEAN has looked inward to the oromo’.ion of intra-regional trade and
industrial co-overation but also outward to the improvement of the terms
upon which its members relate to third countries. Indeed, there seems to
have been much greater awareness of convergence of interest among the five
cauntries on commcn oroblems that have 2merged in economic elations with

s

the rest Af tke world, such as commediity stabilization issues: the M lti-

b

ns; and bilateral relaticns with, inter alia, the
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EBC, Japan, the United States and Australia. A~Z ‘s thus Zast “ecoming
a vital volitical, social and economic z-suving %o ‘he outside world which
i5 ahle to use the aédvantage of acting as a grour over issues trat heve

ragional imrelications, such as orotectionism.

(i} Co-—orerstion ir *ha fieid of indus:rial devalorment

T™e wavs and means of co-overation in tha “iald of industirial develcomer<
mirsued within ASTAY heve heen focussed o= 4w arrroaches., ™ first one o9i-
cerns large-scale goverrment-svonsored ASEAN Induscrial Projects (AIPs), in
respect of which the experience gained clearly shows how complex and time-ccz-
suming the develomment of very large industrial projects is, irrespectively :f
they are being developed in the context of regional co—cveretion or not. As is
evident from the two nrojects most far advanced -~ the Indonesiar ures
proiect at Acel, and tLe Malavsian urea nroject at Rintulu, Sarawak -- thev
are Judged from an ecornonic vigbility noint of view, firstlvy. on basis of
the national market and, secondlv, on the envisaged cornetitiveness c?
its production in tae world market, includinz other ASEAN cowitries' market-n
where certain preferential access is envisaged. As for the othLer three £TPs ip
a first group of projects, they have all run into various vroblems, related to
econonic viability, or to the fact “hat they would be in serious competition with
national plants or proposed new prolects in other ASEAN countries. These
difficulties, perhaps inevitable in regional association, have caused

progress to be slow, although the political will and effort corntinue.




Possibly the long-term impact of ASEAN will be greatest on the
develooment of the region's industry through the (private sector)
industry's owvn iaitiatives a.d by the crovision of the political ia-
struments with which agreement can be reached within ASEAN on comple-
mentary ratner than competitive economic activities, ana at the same
time offering the prospect of preferential tariffs within ASEAN and
limitations on competing imports from countries outside AEFAN, tlus
leaving the way open for significant raduction in the investment risks
associated with setting up industrial units serving a regional rather
than national market potential.

Thus, the second arpproach wvhich has been energetically vursued, is tha*
of ASEAN Industrial Complementation (AIC) schemes. Experience hes showed.

however, that it is quite diffisult $n ensure an aquitakble diztribution

s

(5]

zraoduction bYetwsen the particireting comiries wiithin the same industrizl
branch -~ even In a branch like the autcmotive industry with its very wide

range of products. Considerable efforts have been made by *he industry

14

tsel? ~-zanized under the ASEAN-CCI and 2ICs (regional "industrv clubs"},
in opreparing orovosels for industrial ccxmtlamentztion schemzs, At the
ASTAN Tpdustry {inisters' Meeting at 3ali in 3evtember 1280 a breskxth-ough
was finally achieved when an agreement was reached 7or ke oroduction in

dif%erent ASEAN countries of a numter of stecific automotive industry items.

At that meeting it was also agreed that the varticipation of all five

countries in future ASFAN projects would no longer te required. The Ministers

also »xpressed the desire that nrivate enternrise take a much grester
role in Joint ASEAN econnmie co-oreration and acreed to start formwlating
guidelines on such ventures to see how svecial tarif{ oreferences could
be nrovided, within the ACEAN Preferencial Treding Arrairement (%TA), to

heln such nrojects.

Increased attention has lately been given to the imrortance of ASEAYV
co-overation in industrial vroject financing. One examnle of this is the
fact that the ASEA{ Industr— Ministers at their meezing ian Rentember 1080
celled for a much more flexidle amnroach then hitherto towards the larse-
scals industrial nrojects which would allow, among other things, comranies
tenderinz for a joint ASEAN prolect to offer a comretitive nackage which

inecluded financing.




i

- Y -

Furthermore, various nrovosals have baen develoned during the last
few vears for institutional arrangements 4o facilitate ASEAN industrial
financing. In marticular. at the ASEAN Banking Conference held in .Takarta
in Februrary 1980 a provosal was agreed to in orincinle by the ASEAT bankers
for the develorment of a new ASEAN Finance Cornoration (AFC). The mein
purvose of the AFC would be to fill the fipancial needs of ASEAY investors.
The AFC, inter alia, should be a conduit for doth equity and loans from

outside the ASEAN region.

Svecial note shouid also be made of the vledge bv the Javarese Prime
Minister, made in 1977 in comnexion with the sescond ASEAN summit in ¥u2la
Lumpur, of a total amount of $1 billion in credits for Joint ASEAN indus-
trial venture vrojects, The ASEAN Ministers of Industry at their meeting

at Bali in September 1330 considered (but delayed the decision on) 2 nro-

1]

5id
posal to ask Janan to doudble their financial commitment for Zhis ourves

to $2 vwillionm.

{ii) Issue=s for rossible in-lenth research and analvsis

The evolution of the ASEAN jnaustrial so-overation has clearly demonstrated

she complexities and diffizulties imbued in regiornal co-operation detween
develoring countries even in ar area of such relatively stron econonis
devalopment as that of the ASEAN:-area. While the co-creration within
ASEAN in general 22s been subject to considerable analysis, study and
research, relatively little attention has been raid tc the variocus asnects
of industrial co-operation, in particular from the point of view of
analysing and drawing lessons of the exveriences gained during the perind
of almost ten years since the two initial comprehensive UN-studies dealing

1/

with industrial co-overation in the region were carried out in 1970-73 .=

The various anproaches and schemes of ASEAN in resvect of which an
analysis of the experience gained might be of varticular value in providing

oractical guidance for future regional industrial co-operation ares suggasted
to be:

(a) The very gradual eveliution of the large-scale ASEAN Industrial
Projects (AIPs) and the presen:t efforts to ziont . more flexible
aooroach for the develovment of such orojects than what wac used
initiallv; the role of the nublic and vrivate sectors in that’
con.ext. ‘

1/ See pagze 11 below
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(b} The preparation by the industry itself of nronosels for branch-
wise co-~opsration, withi: the context of industrial complementa-
tion, and the assessment of such provosals by the inter-zovern-
mental bodies, inter alia, from the voint of view of benefits and
costs that 'would accrue to each member countrvy in the short as
well as lecag-term.

(¢) The formulation of guidelin-s on direct orivate enterorise co-
operation in ASEAN to see how special tariff preferences could
be provided to help such ventures, ir the context of the ASEAN
Preferential Trading Arrangements (PTi),

(d) Ways and means of co-operation in industrial financing, such as
the proposed ASEAN Finance Corvoration (AFC), The mobilization
afid utilization of external sources of finance, such as the
Japanese offer of US %1 billion for AIPs, would also be included.

In addition to these subject matters of rather specific nature some

more Zeneral issues may be tackled such as:

o) Mia axtent o vwiiakh mwaArmage in mwarimnal AAacAmaratian in the

industrial field is determined by the general/nolitical 'climate'
for co-overation in the reeion.

(f) 3Basic strategic apvoroaches in the ASEAY industrial co-overation:

. N e - - N Py . 1

"inward-looking' (or based on collective self-reliance) cr
'outward-looking', internationally b“ased.l/

() The need for effactive harmonizaticn of national industrial
vlanning with regional industrial develoutment.

1/ ESCAP's Development Planning Division is vplanning to carry out under
h its 1982/83 work prugramme analyses related to ASEAN to determine
the costs and benefits of alternative avnroaches to industrialization
These alternative strategies will be examined and assessed from the
view-paint of promoting national develoovment objectives (EZ/ESCAP/
DP.3/2, 5.1.1981, Draft programme of work and oriorities 1082-1983:
Development planning, orojections and policies, page 18).
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Chavter I

Economic characteristies of the five ASEAN countries

The Associetion of South-East Asian Yations (ASEAN) comvrises
Indonesia, Malay~ia, the Philippines, Singapvore and Thailand. In each
of these countries, industrialization has been fully recognized as a
main driving force of economic develovment and much attention has been

given to ways and means of festering industriel orogress. Before con-

by

sidering the evolution and fur<her jsrospects of ASZAY industrial co-
overation a short chapter is given, Dresenting In condensed form basic

‘ridual ccuntries,
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data and general =concmic charactise

Table 1. The ASZAY sountries - Land area. nodulation, GNP, ver canita GNP

ard growth retes

Land Porulation Popula- Yer ZNP a2t GNP growth
area (in million) tiorn canita market rate at
(1000 Actual Pro- growth GNP orices factor cost
sc.km) 1978 jected rate (us 3) (us % 1370-78
2000 1970-78 1978 million) (%)
(%) 1978 (1)
(1) (2) (3) (k) (5) (6)
Indonesia 2,027 136.0 204 1.8 360 48,820 7.8
Malaysia 330 13.3 20 2.7 1,090 14,5k0 7.8
Philipoines 300 45.6 75 2.7 510 23,250 6.3
Singapore 1 2.3 3 1.5 3,290 7,690 8.5
Thailand 51k kb .5 68 2.7 k9o 21,790 7.6
ASEAN total 3,173 241.7 370 L31 116,090

Sources: World Develonmen® Report, 1980;:
Yorld Bank Atlas, 1970




Table 2. The ASEAN countries - Structure of oroduction, 1960 and 1970

Distridution of GDP (%)

Agriculture Industry (Manufacturing) Services
1960 1978 1960 1978 (1960 1978) 1960 1978

Indonesia 5k 51 1h 33 8 9 32 36
Malaysia 37 25 18 32 9 17 45 b3
Philippines 26 27 28 35 20 25 46 38
Singapore 4 2 18 35 12 26 78 63
Thailand ko 27 19 27 13 18 L1 L6

— — ——

Scurce: World Develooment Revort, 1980

Table 3. The ASFAN countries - Value added in manufacturing and sudb-sectoral

distridution, 1975

Value addad Distridution of MVA (%) (1975)
in manufact-~

. s “ood and Textiles Yachinery  Chemi- £ther
uring (MVA)

(miliion US 8) agricul- and. . and cels manu-
(1976) ture clothing equipement i:itur'
Indonesia 1,671 b1 1€ ces - h3
Malaysia 1,103 35 3 11 12 3k
Philipvines 2,33k Lk 13 6 13 2L
Singapore 707 7 5 el 7 32
Thailand 2,101 4s 4s 8 15 15

Source: World Develooment Revort, 1980

ASEAN comprises a heterogenous region in terms of ethnicity, culture,
history and traditions. “The five e¢ountries, however, all have dynamic
economies which have been performing significantly b‘etter than the develop-
ing country average during the last decade although tiievy shared with the
rest of the world the difficulties in the late 197(s caused by price increases,

world wide inflation and monetary instability,
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The ASEAN countries have, by and large, generated exrzort growth in
the presence of stagnant or declining real wages and persisting rural-
urban and azricultural-industrial dualism. These factors have led *c
increased attention to and reassessmen: of econcmic policies and strategies.

For instance, the ASEAN countries have participated actively in the studies
and research work carried out by the Joint ECCAP/UNIDO Industry Divisicn on

4

. . . . . s 1
re-orientation of industricl pollcles.—!

It has been suggestedg/ that the new development challengz fc'~ the
region in the coming decade consists of three common featusres. EEESE}ZJ
the question of economic development will beccme even more prominent ‘n
the national life of these countries, which have grown increasingly
dependent upon further ecoromic growth not only for fulfilling the growl:rs
material aspiraticns of their peoples bui also for meinizining tkeir sccial
stability. Secondly, the new international environment for development in
the next decade, with the possibiliiy of slackening world trade, continued
large fluc*uations cf raw material prices and reduction of irtermational
flows of capital and technology, is likely to make it more difficuli for <the
sub-region, which has come to depend %o large extent on such international
factors, to susizin its previously high growth rates. Hence there is a

need for the region %o restructure its economiss along a more seli-reliant

=

path, not just in %the national but also in the regional context, i.z.
towards greater regional econcuic integration. Thirdly, as a reaciioa
against the growth-motivated strategies prevailing in the 1950s and 1960s,
based on maximizing short-term efficiency of certain economic aggregates
such as the GNP at the expense of the social aspects of growth, the future
developr nt strategies will have o acsomodate to a greater degree ina

institutional and social goals for more equitable growih. There seems to e

an increasing concensus among devclooment experts and vlanners in the region
that future develcoment volicies will have to be more broad~besed and thers
should be 2 wider aiffusion of develorment benefits to the lower income strata
in order %o meet *heir basic needs in terms of minimum consuaption standards

and reasonadble social opvortunities,

1/ Re-orientation of industrial —~olicies - Studies undertaken for the Ad Hoc
Group of Ministers of Industry", ESCAP. Bangkok, 1979.

2/ See for instance, Toun Wong. The ASEAN 2conomies: Develupment Outlook for
the 1980s, Economic Research Centre, University of Singapore, 1977.
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Chapter II

Establishment of ASEAN and the Deélaration of ASEAN Concord

The Association of South-East Acian Nations (ASEAN) was formed in

August 1967 as an alliance between Indonesia, Malaysia, the Philippines,

Singapore and Thailand, having as basic objective to create a pecceful,

prospercus and resilient community through joint efforts with the view

of strengthening economic and social stability in th~ respective countries.

The joint declaration, known as the ASEAN Declaration%/was signed in

Bangkok at the time znd forms the basis for undertaking co-zperative action

directed towards developing the region. The overall aims of ASEAN, as

stated in the ASEAN _eclaration, are:

(iii)

(1v)

(v)

(vi)

(vii)

To acceleratie the economic growth, social progress and culiursl
development in the region througl joint endeavours in the spirit
of equality and partnership and peaceful community of South-zact
Asian Natious;

To prcmote regional peac: and stability through abiding respect
fer justice and the rule of law in the relationshir among
countries of the region and adherence to the principles of %he
United Nations Charter;

To promote active collaboration and mutual assistance en w@matters
of common interest in the economic, social, cultural, technical,
scientific and administrative fields;

To provide assistance to each other in the form of training and
regearch facilities in the educational, professional, technical
and administrative spheres;

To collaborate more effectively for the greater utilization of
their agriculture and indusiries, the expansion of their irade
including the study of the problems of international commodity
trade, the improvement of their transportation and communication:
facilities and the raising of the living standards of their
peaples;

To promcte South-East Asian studies;
To maintain close and beneficial co-operation with existing inter-

national and regional organizations with similar 2ims and purposes,
and explore all avenues for even clocer co-operatiaz among themselves.

1/ The full text of the ASEAN Declaration is given in Annex I.




In February 1976 the Heads of Governments of the five ASEAN states
met in the first ASEAN summit conference at Bali, Indonesia, and adopted
the Declaraticn of ASEAN Concord.é/ The DNeclaration puts forward a
pProgramme of action as a framework for .iSEAN co-operation which, inter
alia, calls for:

~ an the political side, meetings of the Heads of Goverament of

the memher states, as and when necessary; and improvement of
the ASTUAN machinery to strengthen political co-operation;

- on the economy side, co-operation on basic cormodities, parti-
cularly food and energy; industrial cc-cperation (see Chapter IV
below); co—-operation in trade (see Chapter V below); joint
approach to international commodity problem. and world economic
problems; and sirengthening of the ASEAN machinery for economic
co~operations

- on the social side, co--operation in the field of social develop-
ment with empbhasis on the well being of the low-income group of
the population, through the expansion of opportunities for
productive employment with fair renumeration; and support for the
active involvement of all sectiors and the ASEAN communities,
particularly the women and youth, in development efforis.

At the 3ali Meeting the Heads of Governmenis alsc signed the

Treaty of Amity and Co—operation in South East Asia as well as the Agree~

ment on the Establishment of the ASEAN Secretariat {see Chapter IIT below).

The 3all meeting marked the <iransition of AST'Y from an essen+iallyr
vo. .leal organization to one that is firmly oriented towzrds economic

Aan~anaratinn,

The second Meeting of the Heads of Governments of the ASEAN states was
held in August 1977. The meeting coincided with the 10th anniversary of
ASEAN and an assessment of progress of ASEAN in its first 10 years was made,
withlparticular attention given tc the implementation of the programme of
action adopted at Bali in February 1976, as contained in the Declaration of

ASEAN Concord.

In reviewing the progress of ASEAN co-operation the Heads of Governments
placed particular emphasis on co-operation in the economic and social fields
since, ih their view, the economic and soical aivancement of the member states
of ASEAN was a fundamental element in ensuring volitical stability of the
ASEAN reéion.

——

1/ The full text of the Declaration of ASEAN Concord is gien in Annex II.
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Chapter IIT

Organizational structure of ASEAN

(a) Meeting of Heads of Covernments

As directed at the first Meeting of the Keads of Governments of the
ASFAN states held at Bali in February 1975, such meetings are to te held
on ad hoc basis as and when necessary (Teclaration of ASEAY Concordi). A
second meeting was held in August 1977 at Xuala Lumpur on the 10th
anniversary of ASFEAN.

(o) Ministerial Maze+inzs

The Ministerial Meeting of Toreign Ministers, meets anrmuallv, on a
rotation tasis in each of the five capitals or osher places in %he heost
country. Svecial meetings of Foreign Ministers may be held as iz desrmed

necsassary.

-~ - - g TIAY M
“ne Declaration 2 ASZAY Conecerd

deemed necessary In order %o

(1} formulats recormendaticns for the consideration o7 Jcveranent
of member states for the strengzhening of ASZAY economic co-
operation;

(ii) review the co-ordination and implementation of arieed ASTAN
programmes and drojects on ecocnomic co-oreration; and

(iii) exchange views and consult on national development plans and
nolicies as a step towards harmonizing regional develoovment.

In 1930 a new trend emerged, namely to involve ministers of svecific
econozic areas inbetween the meetings of the ASEAY Zconomic Yinisters -
ASEAN's highest decision-making body for economic matiers.-for the purpose
of speeding up progress towards greater economic co-overation. To a
greater extent than before, the ASEAN Economic Ministers when thev met
in Bangkok in October 1980, simply discussed c¢r endorsed matters which
wad 'ready tcen worked out 2t ministeriel level. Thus, in Sentembder 1980
the ASEAN Ministers of Industry had met at Ball for the first time.

Similarly, the ASEAN ministers responsible for energy had met at the same

0




time and vplace also for the first time (and agreed to co-ordinate thair
planning, includizz the compilation of strategic stocks and the sharing

of supplies in emergencies).

(¢c) Standing Committee

The seat of the Standing Commitiee is based on rotation conformed
witp the site of the next annual Ministerial Meeting of Forrign Ministers.
The Standing Committee comprises the Foreign Minister of the host country
as Chairmen and the resident ambassadors of the other ASEAY countries as
members. The Standing Cormittee is to maintain continuing overations of

ASEAN inbetween Ministerial Meetings of Foreign Ministers.

As result of the review at the Xuala Lumpur Zeads of Governments
seeting in 1977, the Staading Committee, whichn previously comprised only
Foreign Ministry officials was expanded to include other Ministries.
Alfthough the Foreign Ministers will continue %to co—ordrnate the other
Ministers' activities, they will no longer amené recommendations and

decisions reached oy other Ministers.

(é) ASEAN Secretariat

The decision was taken at the first Meeting of the Heads of Govern-
ments at Bali in February 1976 to establish the ASEAN Secretaria®t in
Jakarta. At the head of the Secretariat is the Secretary-General who
is participating at all ministerial meetings and meetings of the ASEAN
Standing Committee. The Secretary-General is acting as a 'channel of
communrication" vetween all the various ASEAN committees. He is responsible
to the Foreign Ministers and, through them, the Standing Committee. Among
the functions or responsibilities entrusted to him are:

(i) Harmonization, facilitation and monitoring of progress in the
implementation of all approved ASEAN activities; and

(ii) Possibility to initiate plans and programmes of activities for
ASEAN regional co-operation in accordance with approved policy
guidelines.

Besides the Secretary-General, the Secretariat, in its initial period,

has three bureau directors, in charge of economic, science and technolo
? 5 ? ]

and social and cultural affairs, and officers (of first-secretary rank)




responsible for foreign trade and economic relations, administration,

public. information and an assistant to the Secretary-General. General
Hartono R.Dharsono of Indonesia was appointed in 1976 as the first Secretary-
General. He was succeeded by Mr. Umarjadi Njotowijono. In July 1978

Datuk Ali bin Abdullah of Malaysia took over for a two~years period, as

the position of S:=sretary--General rotates every iwo years alphabetically
amnog the five countries. Tn July 1980 Ambassador Narciso S. Reyez of the
Philippines became the new ASFEAYT Secretarv-General. Dr, Luhulima

is Director of Technology and Science of ASEAY.

(e) ASEAN Permanent, Special and Ad Hoc Committees

After a critical review or the Committee structure it was decided
by the second Heads of Government Meeting in XKuaza Lumpur in August
1677 that the following Permaneni Commitiees, consisting of specialists,

experts and officials on specific subjects, were io function:

Committee on Trade a2nd Tourism (COTT)

Committee on Industry, Minerals and Energy (COIME)
Committee on Transportation and Communications {(COTC)
Committee on Food, idgriculture and Forestry (COFAF)
Committee on Finance and 3ankingz (COFA3)

Committee on Socio-Cultural Activities

Committee on Mass Hedia

Committee on Science and Technology

Committee on Finamce and Budgeting (i.e. management of ASEAN's
budget )

The Permanent Committees which originally reported to the Standing
Committee, are since the restruacturing in 1977 reporting directly to their

respective ministries, keeping the Standing Committee informed.

Among the Special Committees or Ad Hoc Committees the following may

particularly be noted:

- Special Co-ordinating Cosnittee of ASEAN (SCCAN). Its primary task
is to negotiate for better terms with the TEC and to take care of
day-to-day relations with the Community. SCCAN is assisted by the
ASEAN 3russels Committee (ABC) which consists of 5 ASEAN Ambassadors/
Representatives accredited to the EEC

~ Special Co-ordinating Committee of ASEAN Central Banks and Monetary
Authorities




— ASEAN Senior Officials on Synthetic Rubber. This i¢ Hoc Committee
deals mainly with the problems of competitive threat of synihetic
rubber to natural rubber

— ASEAN Senior Officals on Sugar. This Ad Hoc Committee is resporsible
for economic cc—operation agreements on sugar

— ASEAN Senior Trade Officials. This Ad Loc committee deals with

matters relating to the Multilateral Trade Negotiations (MTN) under
GATT and is assisted by the ASEAN Ger:va Committee (AGC)

(f) ASEAN - Chambers of Commerce and Industry (ASEAN - CCI)

In response to the conceived role of ASEAN private sector in achieving
ASEAN industrial co-—operation, the private sector organized itself into an
ASEAN - Chambers of Commerce 2nd Indusiry in Jakarta in 1971. The ASEAN-
CCI is the officially recognized forum for {he private sectors of the ASEAN
countries to discuss and formulate suggestions for consideratisu in ASEA)

government fora (see further Chapter IV below).

Strudure Ci ASEaN—Chambers of Commerce end Industry
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(g) ASEAN Bankers' Council

Drawing five members from each ASEAN countrg the heads ot major
banking institutions - both private and state-owned - in these sountries
collectively form the ASEAN Bankers' Council which meets regularly. The

current Chairman of the Council is Mr. Omar Abdallah, President of the
state-owned Bank Bumi Daya, Indonesia.
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Chapter IV

Activities in the field of industry

(a) EBarly UN studies

In the field of industry the practical achievements during the early
period, up to the Bali Meeting of the Head of Govermments in February 1976,
were very meagre. Ccmprepensive studies were, however, made in respect of
variouc schemes for co—operation in industry. Two major UN study efforts
should, in particular, be mentioned:

- '"Economic Co—operation among Member Countries of ASEAN™ report of a

UN Study Team with Mr. G. Kansu as Team Leader and Professor E A.C.

Robinson as Senior Adviser. The report is published in the Journal
of Development Planning, Number 7, United Nations, New York, 1974.

- "Asian Industrial Survev for Regional Jo-overation", rerort prepared
under the auspices of ECAFS (now ISCAP) in co-operation wiik the
Asian Develcpment 3ank, NDP and U"NIDC. Professor Z.C. 30s was co-
ordirater for the study projest, Mr. A. Feraldis was leader of the
vermanent team. The repor* 1s published as Dccument 4IDC (9)/1,
United Nations, New York, 1973.
Three principal and general technizues of co-cperatiom i~ the field
cf industrv (and trade) were developed in ihese repor*s, namely the technigue
of selective trade liberalization, the technizue of industrial complementaritiy

agreemmnts and the so-called ‘'packzze deal' technigue.

Cc-operation through selective trade literalization is designed to
increase efficiency and secure a more economi¢ use of resocurces both in the
short run and in the long run by increasing the trade beiween ASEAN countries
and permitting increased specialization on activities of greater advanicgs.
Given the circumstances of ASEAN, a gradual step-by-citep and item-by-item
approach was considered appropriate, with a policy of progressive advance

towards a long run goal of a limited free trade area.

The purpose of industrial complementarity agreements, which have played

a significant role in latin American development, 1s to expand trade and
.industrial co-operation, at the level of the individual industry cr small
group of related industries, through negotiations. Tkese are conduc*ed dy
representatives of manufacturers in different courtries, with the aiw of
preparing an agreement covering that industry for govermment approval.
Proposals may include measures for the enccuragement of specialization and
exchange of products or components through uni~directional prexereﬁces,
reduction or abolition of intra-regional tariffs, removal of qpuntitative

restrictions, establishment of joint ventures, acd the sharing of markets. In




the case of the ASEAN countries a number of industries were suggested, in
the two above-mentioned studies, for which complementarity agrecements might
be beneficial and suggestions were made for the conduct of negotiations and

their supervision by govermmenis.

The third general techrique, that of the 'package deal' takes the form
of an agreement to allocate hetween the various ASEAN countries certain large-
scale industries projects for a specified and limited period of time and tc
create the conditiens, includirg trade liberalization measures, which could
enable them to serve the whuole or a large part of the ASEAN aarket. To test
and at the same time to give concrete reality %o tke 'packrgedeal' recommenda-
ticas, pre-feasibility studies were carried out in respect of a number of
chemical and enzineering projects where a prima facie case exists for co-
operaticn in their estaolishmeunt in the regicn. These studies revealed
the very substantial ecoaomies, and the very big savings in capital and pro-

duction costs, that can de secured oy taking advantage of the economies of

scale that are possible if they can be developed to serve the whole ASEAN
T/

market.~

(o) ASEAN Indusirial Co--overation

As menticned adove, in Peoruary 167€, at 3ali, the ASEAN Heads of

Sovernment, meeting for the first time, adcpved the document called <ne

~ ¢t

5%
_2_/

"Declaration of ASZEAN Concord”. The Declaration provides, inter aliz, that
member states "shall co-operate to establish large-scale ASEAN industriel
plants particularly to meet regional requirements of essential commodities,
and that the expansion of trade among member states snall be facilitated

through co-operation in ASEAN industrial projects".

1/ The question »f regicnal co-overation in the establishmen:t of jarge-
scale projects has been furi .er studied in decth bv

(i) Arie Xuwyvenhoven and L.3.'[. “ennes of the Centre for Davelov-
nent Planning. Erasmus University, Fotterdam in their article
'Projects for regional co-overztion: identification, selac-
tion and location', published in Industrv and Develomment

¥o. 1, 1973, UNIDO (ID/SZR.X/1), and

(ii) *artin J. Stasb, I2RD, in his article 'The vroduction loca-
tion vroblem and the develowment of indusiries on a rogional
besis in the ASEAN countr:es’', ovublished in the Journal of
Institute of Develoning Economies, March 1080,

2/ See Annex II.
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ASRAN industrial co-overation would seek to take advantage of the
ASEAN market so that industries which could not be viably set up in any
one ASEAN country could be viably and efficiently established on a
regionsl basis. Thus opportunities would be provided for the exransion
and diversification of trade and industrial develorment. Benefits
generated from industrial co-overation schemes, taken together with the
benefits from other programmes of regional =conomic co-operation, should

in the long run be equitably shared among the merber countries.

ASEAN industrial co-overation was ernvisioned to take place via three
aoproaches, namely (i) the establishment of ASEAN Inductrial Projects
(AIPsj. (ii) the ASEAY Indusirial Complementation {AIC) nrogcramme and
{iii) co-ordinaticn of large-scale nationzl zrojects in selected industry

sectors.

(e) ASEAY Industrial 2rcien+ts [AT2c)

As noted above, the Teclaration of ASEAY Ccncord calls for co-orera-
+ion by member states in establishing largs-scale ASTAY industrial zlants
marticularly %o meet regicnal recuirements o essential cormoditias., The
Declaration further states that criority shall te given %o -rojects which
utilize %he available materials of member s%tates, zcnuribuite 12 the in-
crease in food rrocduciion, increase foreisn exchange eernings or save

foreign excharge and create employment.

The econcmic rationale for establishing ASEAN Industrial Projecis
(AIPs) is evident, as demoastrated, inter alia, in the above-mentioned two
ma jor regional UN studies. The individual couniries of ASEAN have marketis
large enough %o support production of most conswnmer goods, while in the
case of sertain products requiring large-scale industrial production, mainly
in the field of capital goods and intermediate goods manufacturing, there
is a necessity for larger markets than those of any of the individual ASEAN
countries to enable these products to be sold at approximately the prices

at which they are available at the world market.

While in the other forms of economic integration, as in the EEC, the
setting up of industrial projects for regional markets is left mainly to
market forces [although backed by tariff and other trade preferences which

are granted across the board], ASEAN has opted for a somewhat different
:course. Mr. Vicente T, Pﬁterno of the Philippin~2s, former Chairman of
 COIME has pointed nut the differences:
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"whila also employing trace preferences on selecied preductis, in
ASEAN we incline to the belief that, in our aggrupation of develop-
ing countries, guidance and positive encouragement from the ragional
governmwental institutional mechanisms is additiomally desirable so
that energies and resources will be channelled to these indusirial
programs which would be most beneficial to the region as a whole,
while enswring equitable sharing among the member countries of bene-
fits from the increased economic activity resulting from regional
industrial co-operation".i/

The ASEAN Economic Ministers' Meeting, held in early 197€ barely two
weeks afier the B3ali summit, agreed to study initially five ASEAN Indus-
trial Projects. These proposed AIPs ic he examined were: an ammonia-urea
project eaca in Indonesia and Malaysia, a vhosphatic fertilizer plant in the
Philippines, a diesel engine project in Singapore and a soda ash prolect in
Thailand.

(6]
:
(1]
14
[s ¥
ct
(6]

The Ministers alsc areate 2n exmert Zryoup to review the
irdustrial co-overatic . vrocramme and directed that the group also examine
+he feasibility of establishing the five ASFAV Industrial Prolects
understanding that the femasihjlity studv for each nlant was to bYe uadertalen
by the member countiry wishing to set it ur). The exmer:t zroun would 2lso:

a2 the technizal and aconomic T2asihilitv aof establishine
zmanufacturine caracity wit the ra
3 o) t and cotash

ar 9n national nrograrmes ‘or develnrme
steel and netrochem:icals industries with a view t0o co-ordinat
dinz uvnnecessarv duplication and comnet!:
v
and
- exchange information on various sectors of national industrial deve-
lopment programmes with a view to identifying vossibilities for com-
nlementation among existinz industries in the region.
The ASEAN Economic Ministers, annroved in 1979 the Basic Agreement on
ASEAN Industrial Prolects vhich covers, inter alia. the general princivple
to govern the equitv particination of the ASEAY countries in the “irst five
AIPs, nemely that for these first AIPs the host countrv should have A0 ver
cent of ths total equity of the AIP with the dalance L0 be shdred equallv by
the other ASZAN countries. (At the maetineg of ASEAN Ministers of Industry in

Sentember 1980 it was, howevar, agreed that the particination of all five

;/ Paternc, Vicente T., "ASEAN-~Australia Industrial Co~operation', Speech
delivered before the Australia-ASEAN Industrial Cowoperation Conference,
Melbourne, Australia, 19 June 1978.
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a8 S s Ao AMTIAW S v I | . .~ - ~ L S
COUnNLries 1a 1ulture AooAn Llguusirlal uroJecis woula 1o Longer oe regulireaq. ;
The produccs of tlie AIPs were “o0 be assured oreferential access to the member
countries through the various instruments of oreferential irading arrangze-

ments (see Chapter V below).

In general, the approach to the AIPs has heen characterized by step-by-
step procedures and long and complex negotiations befcre oractical results
have bdeen obtained.;/ As shown in a UNIDO studvg/ prevared in connexion with
the research work on redeployrient, there are at least 12 stens invalved before
actual establishment of an AIP factory czn commence. Tor examvle, the firs*

AIP, the urea fertilizer project of Indonesia went through the following

stages:
1. At the Bali sumrit in Tebruarv 1974, Tndorasiz was directed %o
study the feasihility of establishing this regional oroject.
2. Commissicning of feassibility studv for the urea nraject,

3. Resolution of policy issues involving:
{2} The cuantity o7 ures each countrv would commit <o offtake
on a2 long-term basis
(o) The proportions .ech coun.ry would take in %he equity of the
project and the extent {tc whicn such eguiiy may dbe taken Dy
government and the private secter in each invesiing country.

—~
(¢}

~——
3

he formula which would be observed in pricing the product
purchased under long-term gquaniity coniracis.

(d) The extent to which direct infrastructure cost would de
treated as capital cost or would be absorbed oy the host

country.

(e) The price at which the natural gas (raw material) would be
supplied by Pertamina.

4. Completion of detailed feasibility study.

5. Evaluation by the Committee of Senior Cfficials and formal accept-
ance as an ASEAN Industrial Project.

6. Negotiations on the terms of project financing.

7. Discussion and negotiation of the articles of incorporation and
by~laws of the AIP corporation.

L/ At the meeting of the ASEAN Yinisters of Industrvy held at 3ali in Sentember
1980, it was agreed that 2 much more flexihle avoroach would be adonted
vis-a-vis AIPs, which would alleow, among other things. comranies tender-
ing for a Joint ASFAN nrolect to offer a competitive nackase which Inmluded
financing (Financial Times, 1.10.1990),

2/ Sanchez, Conrado Jr, "Industrial Pedenlovment in *he context of Econumic
Intepration among Develorn. o Countries - The Casze cf ASEAN”. Draft (nre-
vared in late 1779) I3/0LQ,
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8. Incorporation of P.T. ASEAN Aceh Fertilizer. Inmitial payments
by steckholders on their subseription.

9. Organizaticn of the Board of Directors; appointment of management
staff.

10. Finalizing loans and preparing invitation to bid for eguipment
supply and plant construction.

The loan agreement - under step lO.— was signed with the Exim Bank ¢f
Japan on 30 October 1979, that is 3% years after the Bali summit meeting.
This example clearly shows the importance that the time element involved is
realistically assessed and that resl results of the AIP co—operation should

be expected only witiin a relatively long time span.

Again drawving partly from information from ihe adbcve—mentioned UNIIC
redeployment stuay,~ the resulits achieved sc far on the initial five

ASZAN Indust:rizl Projects are:

Indonesia: ASZAN Urea Projeci (P.T.Acen Fertilizer)

{a) Rated Capacity.

Jrea plant 570,C0C tcns per year
Ammonia plant 310,00 tons per year
{b) Total investment funds reguired Us $323,000,0C0
Autheorized capital Us 3 93,%00,0C0
{c) Equity structure: Per cent share
Indonesia P.T. Pvpuk Sriwidjaja 60
Malaysia Petroieum National Berhad 13
Philippines Fertilizer Corpocration of
the Philippines 13
Singapore Temasek Holdings (Pte). Ltd 1
Thailand 13

(d) Locationt
Daerah Istimewa Aceh, North Sumatra
270 hectares

(e) Prcgress

Two loan agreements with OECF and Exim 3ank, both of Japan,
already siggmed, October 1979.

Commercial and General Affairs Directors already appointed.
96 per cent of required land area already acquired.

For construction opreparation, detailed engineer.ng survey and
investigations presently under way.

1/ Sanchez, Conradc Jr., ibid.




Target for start of operations: 198°

Construction was to start in 1980 tut no contraztor could he chosen
as all tenders exceeded the original budget. However, Jaranese
financing of the entire US $90 miilion ccst overrun casued ov delays
has recently been agreed. Toyo Enrfineering of Javan has wan the
contract to build the US 3400 million plant.l/

Malaysia: ASEAN Urea Proilect

(a) Rated Capacity

Urea plant 530,000 metric tons per year
Anmonia plant 360,000 metric tons per year

(b) cCapacity utilization

Urea plant Ammonia plant

1984 557 805

~—A
1385 607 83%
1986 70% 9¢C

{c) Total funds required J5 3 245.13 aillion {estimated)

Foreign porticn 38 2 178,87 million
Local portion JS 8 40,44 mllion
Long-term deodt J& 2 171.72 million
Tquity 353 7,.55 miilion
Zeot/Iquity ratio 7C: 30

(&) Locaticn:

3intulu, Sarawak

(e) Preogress:

Joint venture agreement onthe ASEAN Urea project has seen a-reed
to by shareholders except that the final cost of the projec
will be known only afier the ccmplete study by the Japanese eva-
luation team.

There have been advance reports on the study done by the Japanese
International Co—operation Agency.
(a) Wa*er supply at the 3intulu site poses a problem.

(b) Malaysia lacks an agency with the experience to see to all
aspects of marketing the product.

(c) The majority of the cutput of the plant will be used in
Malaysia, with the Fhilippines absarbing most of the excess.

(d) Targei for start of operaticns: 1984.

The project.vas formally approved for imnl :mmentation by the ASFAN
Industry Ministers' Meeting at 3Bali in Sercember 1090.2/

(I L
~~

Far Eagtern Cconomic Review, 9.1.1781.

Financial Times, 1.10.1980.
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Philipoines: ASEAN NP/NPX Ammonium Sulfaie Fertilizer oroject

(a) Plant capacity

At 90% of plant

ASEAN potential

capacity zarket
Ammonium sulfate 153,000 &Y 588,0C0
NP/NPK 432,000 537,0C0
DAP 346,500 174,000
Phosphoric acid 105,000
(b) Cperating rate
Per cent of prlant carcacity
1983 oC
1984 80
1985 - 1994 90
{¢) Taczet date of operatica: 1982
(d) Investment
. . TT o 7 = 111+
Plant cost Us 3297.30 Jl:lfcn
Initial working capital 7S 3 23.11 million
Total fimancial requirement US 33120,04 million
(e) Location
Isabel, Leyte
{ =Y DProgress
The original suvartheosniate Jartilizer orsfact vas atandconsd In
21i-1979 Jor sconomiz reascns v the Fniliorinas, on Tasie o7
findings o Javanese Jessibili<r studv
The NP/NPK/Amm:ni;m Sulfate Tervilizer Project was submitted %o
the 9th CCDS meeting held in Novemper 1379. The delegates of
the four other ASZAN countries expressed the view that they were
not in s pesiftion t5 consider the exvanded oroject as an ASEAN
indusivrial project. They teferred the matter 4o the ASEAN Eco-
nomic Ministers at the earliest possible opportuni<y.
The Philippine delegation informed the meeting that, considering
the urgency of implementation, it will proceed with the expanded
project as 2 national project if the cther ASEAN men-2r countries
do not exercise their optian to participate.
However, the subsequent results ¢~ a ero.lect studv hv the I3
consultants Arthur D. Little were not altogether encouragin .;/
Singzoore: ASEAN Diesel Engine Project

The project involves the manufacture of diesel engines with horse-
vower ranging from 5 to 21,000 horsepower.

Prcject implemen*ation:
First phase — 4 years

Fixed inveatment of JS $90 - 100 million, with a capacity
of 100,000 units per ear

Final phase — next 4 years

Fizxeu invegtment of U3 540 million

ar Lastern

Tennomisc Peviay, 0.1.1077,




- 19 -

it the 9th COIME Meeting in November 1979, Singapore reiterated

its previous statement that progress on the ASEAN Diesel Engine
Project was not possible until the horsepower range and market
support for the project were resolved. Indonesia, Thailard and

the Philippines were going ahead with their national diesel engine
projects. Singapore reported that it was proceeding with the esla-
blishment of a national “iesel engine project wkich is sbreduled

to come on stream at the end of 1980. Initially, the project will
assemble, test and service diesel engines for the regional market.
The project was organized in such a way that it could be expanded
aud converted into an ASEAN project if agreement were reached on
th2 horsepower range and market support for the ASEAN Diesel Engine
Project (Singaporej.

Thailand: ASEAN Rock Salt/Soda Ash Project

(2) Rated capacity
Soda ash plant 40C,000 metric tonnes per year siari-
ing in 13895 with 3,C00 tonnes %o be\ 1/
increased 10 30C,000 tcmnes by 1357,

(8, Total fund reguirement 33 $232.5% million dy 1383
(estimated)
Foreign currency/local currency ratio 38:42
Deot/Equlty ratio 72:30
7/ L.
{¢) Locaticn
Rock salil mining 3amnet Narong {est. 312 millicn metric
tons reserves;
Lime stone juarrying {nao Pang Sok (est. 104 aillion metric
,/ %cus reserves)
Soda ash plant Laem Chatang~

(¢) Progress

The Canadian firm, Surveyor, Nenninger and Chenevert {SNC) has
carried out the feasibility survey, under a TA grant from ADB.

To date, no decision has been made regarding the final »roject
cost. The government of Japan nas sent three JICA teams (including
one of a Canadian consulting firm) since 1979 to evaluate the nro-
Ject.3/ -

The protocel on the C.I.F. pricing policy for the ASEAN Rock Salt-
Soda Ash Project (Thailand) has been initialled by the ASEAN Eco-
nomic Ministers.

The first meeting of the shareholder entities for the project was
convened in Bangkok in October 1979.

i+
\

Far East VWeek by Week, 14.7.1970

o
~~

/ The project was orginallvy to be sited at Laem Chabang, however, subsesuiatly
subport was given for its siting at the new deen-water nort of Sattahin

{on basis of which detailed feasibility studies were made). The issue

was finally taken up at the cabinet which avoroved the Laem Chabans site.
{Far Eastern Economic Review, 12.12,1980.)

3/  Far Eastern Sconomic Review, 9,1.1981.
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T+ is i 3tcnded that the Thzai Covernment and the private sector will

hold 20 per cent ana 40 per cent respectively, with the other four

ASEAN countries holding 10 per cent each (or if Singapore scales

down its investment to one per cent the other three countries will

need to increase their share to 13 per cent each). The major share-

holder for the private sector is expected to be Thai Asazhi Glass Co.

Ltd. The 20 per cent to be carried by the Thai Government will ) !
mostly come from the Japanese Government 's prcposed financial aid of

$1.000 million earmarked for ASEAN Industrial Projects.

In realization that the five identified AIFs would take some time to be
ready for implementation and anxious not tc lose the momentum achieved, the
ASEAN Economic Ministers at a meeting in January 1977 agreed that pre-feasi-
bility studies would be undertaken on cther possible ASEAN projects, namely:

heavy duty rubber tyres {Indonesia)
metal working machine tocls {(izlaysia)
electralytic tin plating {Philippines)
colour TV picture tubes !Singapore)
potash {Thailand)

newsprint
Status reporis on these 'second line AIPs' have as yel deen considered only
once at COIME, 2t its 6th Meeting in September 1378. 3Issentially the follow-
ing was reporied:

{a) Indonesia: Heavy duty rubber ivres

Indonesia had encountered difficulties in cotaining adequate
vertinent data on market projecticn and expansion plans of
existing manufacturing facilities. Assistance was requested {rom
ASEAN member couniries to make available the needed information
for the purpose of finalizing the project pre—feasibility study.

(b) Malaysia: Metal working machine tools

Malaysia noted that the metal working machine tools manufacturing
industry consists of a large number of sub-sectors which were now
at various states of development among ASEAN member countries.
Malaysia suggested that COIME should look into the possibility of
converting the project as part of the complementation scheme (AICP).

(¢) Philippines: Electrolytic tin plating

The Philippines sought appropriate multilateral or bilateral assist-
ance to undertake a detailed feasibility study for an ASEAN tin
plate plant.

(d) Singapore: Colour TV picture tubes

ASEAN requirement for colour TV picture tubes was considered too
small to support an economic-size plant. Singavore was already
implementing a national project to produce colour tubes for the
world market, which will have sufficient capacity to supply the
ASEAl domestic requirement. Singapore indicated that it would not
pursue the project as a possible AIP.

————— - - T
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in the case of potash production, this project is linked witih the original
ASEAN Industrial Project for rock salt/soda ash. Vast deposits of both rock
s2lt and potash exist in the Northeast Thailand although the proven total
deposits of potash have not yet been precisely determined. However, if %the
two minerals cculd be extracted simultaneously from tke same sites, the
chances for profitable operations might be greatly enhanced. The Asian
market for potash fertilizers, currently estimated at 2 million tonnes-a year,
is growing fast. Although there is no shortage of potash .in the world and
productive capacity exceeds present and projected demand oy a reasonable
margin, there is an imbalarce in its distribution, 99 per cent of it being
found in North America and Burope. Asia must obtain its supplies from these

sources with heavy freight costs involved.

Finally, 2ttention has been gziven tc¢ pulc and pacer projecis being
cunsidered in four possible locations in #SZAN. A FAC report 2n ithe prcospects

.

e developmeni of pulp and paper indusiries has teen 2dopted as 2 plann-

o]
(o)
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1/

ing guide. Lately, the Philippines have advanced a orotosed pulp and paper =212
rroject in that country as an AI?.~

(3) ASEAY Industrial Complamentatisn (AIL) orogramme

Wnile the ASEAY Industrial Projectis (4IP3 ) are expected to orovice an
o

portion of the ASEAN industrial co-operation programme would be imvlemented
and materialized by the direct efforts of {he private secisr in the member

countries through the ASEAN Industrial Complementation (AIC) vrogramme.

In response to the conceived role of the ASEAN private sector in
achieving ASEAN industrial co-—operation, the private sectcr has organized
dtself (as mentioned above) into an ASEAN-Chamhers of Commerce and Industry
(ASEAN-CCI). At the ASEAN-CCI Council Meeting in 1976, it was agreed that
the principal vehicle for the ASEAN private sector elforts a 4 co-cperation in
the ASEAN Industrial Complementation (AIC) orogramme would be through the regional
"industry clubs" (RIC). Industry clubs are defined as the aggrupations of
private sector entities, associations, federations or groups within the same
industry represenﬁing each of the identified industries for possible regional

industrial complementation. Regional industry clubs are ccmposed of the

1/ Far Zastern Economic Review, 10.10,1980.
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representatives of the national industry olubs given official recognition by
the individual ASEAN Chamber of Commerce and Industry. Regional industry
clubs have to be given accreditation by the ASEAN-CCI through recommendations
of its Working Group on Industrial Complementation (WGIC). Seven RICs were
given full recognition uy the ASEAN-~CCI Council at their Third Conference
held in November 1977 in Manila, Philippines. These RICs are ASEAN Auto-
motive Federation, ASEAN Federation of Cement Manufacturers, ASEAN Chemical
Industries Club, ASEAN Federation of Electrical, Electronics and Allied
Industries, ASEAN Federation of Food Processing Industry, Rubber Indusiries
Association of ASEAN and ASEAN Pederation of Glass Manufaccurers. Other
RICs later recognized include ASEAN Agricultural Machinery Industry Club,
ASEAN Diesel Engine Industry Club, ASEAN Pulp and Paper Indusiry Club, ASEAN
Steel Industiry Club and ASZAN Zngineeriag Club.

The first task of the recognized RICs is envisioned iz e the “denti-
fication of various products from :the existing plants in ihe anemter countries
that can be iraded among them and ts negctiate preliminarily the extent of
tariff and other trading preferences needed to stizmulate this trazde. RICs
will thus formulate and submii through ASEAN-CCI ic the respeciive commitiees
of the ASZAYN Zconomic ¥inisters, *the schemes fcr complementaiicn in the1£
respective industries. Upon approval of an industrial complementation snheme
by the designated committees of the ASTAN Economic MYinisters, narticularly
the Committee on Industry, Minerals and inergy (C2IME), the scheme shall te
ready for imvlementation including the specific tariff and other trade ore-

ferences for the products involved.

The industry group which has advenced most in develoring a complementa-
tion scheme is the automotive industry. The main state in the evaluation

of the scheme are vresented in following paragravhs.

The ASEAN Automotive Federation {2AF) established in 1977 an AAF Technicel
Committee (AAFTC) which, after a thorough survey of the automotive industry
in the ASEAN countries had been carried out, ieveloved troposals for comple-
mentation vhich were formulated in "Guideline: on ASEAN Automotive Complementa-
tion". Key elements in the AAF guidelines were the guarantee that no simila.
projects making a product included in a complementation scheme will be approved
by any of the five governments, that such oroducts will benefit from tarirff

reductions, and that their products will qualify as local content in all five




countries. The guidelines also introduced what it calls a "multi-scourcing

1/

concept, "=

The original proposal by the AAF was not acceoted by the Meeting of
Economic Ministers in Jakarta in June 1978 as concern was expressed over the
prcposed 49 per cent limit on foreign equity and that the tentative dra.t
guidelines did aot provide a "workable framework". They should first be tested
ageinst a private sector scheme. Furthermore, the Singapore delegation expressac
reservations about the AIC schemes as envisaged in the tentative draft
guidelines suggesting thet the schemes, granting svecial orivileges to
accredited participants, would interfere with market prices and would be
detrimental to the long-term economiec develooment of the region.

Tn September 1979 at 2 COIME meeting in Manila, Singanore presente
a pcsitlion paper which argued that, in iis sovinicon, comnlementation schemes
maXe sense only i1f oroducts manufactured under them are internaticnally
competitive, and thet the only way to ensure comvetitiveness is to allow
free entrvy or equal terms by any oroducer in any of the five ASZAN sountries.
Thus Singapore challanged head-on *he notion that desigrated manufacturers
should in oprinciple be given exclusive oroducticn anl markstiing rights in
the region and that only manufacturers oteratin

gziven such rights for each 1
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Zn the meantime, an ASEAY Zxverts Croup of Automotive Indusiries, had
been set up by the government Cormittee on Indusiry, inerals and Zrergy (COINT!
to evaluate private sector automctive complementation. The Group met in
October 1979 with the AAFTC und avoroved modified 4raft "Guidelines on ASEAN

Automotive Complementation."3/

1/ The "multi-scourcing concept” may be illustrated as follows:

Indonesia and Malaysia presently vrohibit the imvort of comnnnents from
more than one source. At the moment, Ford's subsidiarv in the Philipnines,
Ensite, ships parts to the UK for inclusion wi:h UK-manufactured varts

in kits that are then sent to ASEAN, The varts bv definition are no longer
ASEAN-sourced and therefore not eligible for inclusion in a complementation
scheme or for trade concessions. Moreover, adovtion of multi-scourcins
will cut Ensite's freight costs by 80 per cent. Orizinal equinment manu-
facturer's (OEM) imports will be offered the same tax and import dutv
ptiviledges as completely knocked down (CKD) kits olus additional tarif?
preferences if sourced within ASEAN. Products included in ASEAN comrle-
mentation schemes will be treated as ASEAN local coatent, as definad bv
each government, provided they meet the rulés of origin requirement,

Far Eastern Fconomic Reviaw, 2.5,198.
See Annex III for full details of the draft:"Guidelines..."

ke IQ




The princicle of 'multi-scourced' imporis was accepted by COIME at its

9th meeting in November 1979 and it was recommended for approval dy the
ASEAN Economic Ministers (together with AAP's reguest for UNIDO to orovide
a technical consultant on the automotive industry). The COIME indieated
its willingness to approve in princivle the package of automotive component
manufacturing, as the first set of projects under the ASEAR Industrial Com-
plementation (AIC) programme, provided that additional information were

collected and evaluated in order to enzble COIME to assess:

(a) the specific commitments required of each member country:
(b) the berefits end costs that would accrue to each member country:

(¢) compliance with all relevant orovisions of the "Tentative Draft

1]

Guidelines on Industrial Complementation.

Txperts Group, were the following, cf which *he first Zive hWad already teen

The specific provosals, to te sublect of further consideration by the
&

avoroved in orincinle by COIME,

Diesel engines of 80-135 hp {Indonesia)

Stokes, grease nivvles and roller chains for scior-cveles and £iming
chains for automodbiles (Malavsia)

Bodyv vanels for Ford Cortina (Philivoines)

Universal joints for passengar cars and commercial vehicles {Sinzavore)

Body vnanels fcr commercial vehicles of one ton and over (Thailand)

Headlights (possibly Malaysiz)

Cardburetors

When COIME met again in March 1980, Singanore announced its decision to drop cut
of the complementation scheme;/ vhile the remaining four countries resolved

to go ahead with the ASEAN motor vehicle complementation scheme and decided

to present their provcsal for final apvroval at the Economic Ministers’

Meeting in Singapore in April 1980.

2/

At the Economic Ministers' Meeting, it was reported,= delegates from
the four other countries continued to call for strong government suvport

in terms of privileges and protection for accredited manufacturers, for

1/ In July 1979 Singapore withdraw suoport hitherto given to the domestic
car assemblers in announcing its decision to bring down the tariff wall
protesting the local car assemblers, This was a first concrete step in
implementing a new volicy towards higher wages in the reoublic. It also
marked Singavore's definitive devarture from the common ASEAN goal of
domestication car production and from efforts to achieve this through
complementatary arrangements. (Far Eastern Economic Review, 27.7.79;)

2/ Far Zestern Zconomiz Reyiew, 2.5.198),




instance, a larger tariff cut for products falling under the AIC scheme

than accorded under the ASEAN Preferentiai Trade Arrangements (PTA) {in the
argument that these products should be treated as if manufactured locally in
the calculation of local content in relevant cases). It was indiceted, on
the other hand, that the oftficial ASEAK Committee of Trade and Tourism (COTT)
had insisted that anything going beyond the most-favoured-nation prineciple
would not dbe in accordance with the ASEAN PTA. Finaliy, Singapora's gesture
of offering to drop out while the other four countries went ahesd =ight

not have been felt accevtadble for reasons of ASEAN soliidarity

The result of the Economic Ministers' Meeting was a consensus which
included Singavore and in 2 joint statement the ministers said the AIC
schemes "'should be organized on a vroduct basis allocated tc specific
member couniries for a limited pericd »f two vears in the case of on-

going vrolects or four years from the date of srurovel in the case of new
projects. Any preferences granted wit the ’remework of the ASTAY 27!

hi
for any product by a varticular country wil

e extended on an ASFAN most-

'—-l

b
favoured-nation basis oroducts produced in 2sther ASZAN memter
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countries in accordance with the tasic princinles ¢f the ASTAN D727 This

H
ct
1]
[o
1§
n
3
[&
[}

clause seemc <o imply that trade vraferences accorded o accred
facturers will not =2xceed those set fully in the PTA, The statenmen
continued. however, as foliows: ™Meuber countiries mav zrant additicnal

prefarences, such as recognition of local content on a counsry basis, and
mandatory sourcing. Such additional_preferences should be negotiated
separately between the countries concerned.” In essence, the ministers
decided that the companies aceredited under the AIC scheme should not de
guaranteed exclusive production and marketing rights excervt for those which

are negotiated between member countries outside the ASEAN framework.

Thus, if, for example, Indonesia was to bYe accredited the menufacture
of diesal engines under the AIC scheme, manufacturers of diesel engines in,
say, Ma)laysia and Thailand would automatically enjoy the same trade nre-
ferences (over non-ASEAN manufacturers) as those of the Indonesian manu-
facturers. It would, however, then still be possible that Indonesian diesel
engines were to enjoy greater preferences than those oroduced in Malavsia
or Thailand as it would be up to each country (but a0t ASEAN collectively)
to decide that only Indonesian diesel engines should b= considered locally

manufactured or, for instance, that for certain motor vehicles, the agsemblers

must buy the diesel engines from Indonesia,
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In other words, the degree to which complementation schemes will enjov
ASEAN governments’ support has been left to each country’s discretion. This
l=aves the door open for the four countries which agreed in the March 19890
COIME meeting to g0 ahead with the motor vehicle complementation scheme to

grant additional preferences in the wuy that was envisaged at that meeting.

The results of the Economic Ministers Meeting in Aoril 1930 was critisized
by the industrialists in the ASEAN-CCI's Working Grouo on Industrial Complementa-
tion (WGIC): its chairmen charging that 'exclusivity (exclusive oroduction
and marketing rights), zn important factor in an orderly complementation
scheme, has now »een replaced by a free-for-all.";/ The WCIC made a
representation at the COIME meeting in Manila in June/July 1980 along th
2/

lines suggested by the Group's Philippine delegation. I: is reported=

[l

itatisn of the neriod of ore-

g

ey s
rat the Philim

D
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ne taver arguad that the
ference for vurtizipating companies to Lwo vears ®or existing projecis and
four years for new pDrojecis was too restrictive and that the idea 5f extend-
ing the priviledzes to anybody In any ASEAY sountrv who was producing
similar items was against the very concernt of comnlementation. The vaper
suggested, as =2 comvromise, that arproved A s
least e head start 3f, sav, Zive vears before Iig vrafarences are mal+ti-
lated %0 similer products in other ASTAN ~oun*ries.

The discussions at the Jure/July 1980 COIME sn the “urther orcaress 27

the automotive incdustry complementation schemes nroved inconclusiwe.

Av the ASZAY Ministers of Industrv neetinz at 3al. in Semtember -1020
a concerted attemrt was made to inlect new 1ife in the industrial co-oner-
ation schemes of ASEAY involvineg a change of nolicv towards a greater us- of
nrivate enternris: and greater flexihilitv in nrolect financing. The Ministers
agreed, concernine the ASRAY automotive industrv, on which countries should
manufacture_a nackage of motor narts, namelv those five which had been annroved

in orinc.nle bv COIME in November 1070

angkok in Cctober

5]

The ASZAN Sconomic Ministers at their meeting in
1980 endorsed the major rrogress made at Bali towards finishing a hasic
agreement on ASEAN industrial comrlementation regariing motor vehicle parts .
manufacturing. The Economic Ministers rromised to initial the besic agree-
ment et their pext meeting in adbout 3ix nmonths and urged the finalization

, . . 2/
of the first and second sets of narts tc be allocated.=

}_J
~x3
Y
13 ]

Eastern Economic Review, 18.7.1280

» Tanm = 1 Q = 3 7
2/ raf Fastern Hsonomlc Jeview, 21.10.19%90 and 1L.11.19%80 and 3usiness
Asia, 7.11.1980 - B
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The ASEAN Economic Ministers' aporoval of an automotives complementation
. schene gives all firms a more detailed blueprint on which to base their plans
and at the same time demonstrates the five governments' ability to reach
. political compromises without sacrificing the econemic viability of such
schemes. However, many of the plan's details - such as the extent of
trade concessions - remain oren to negotiation, making the approval ancther
step in a2 long road rather than the final blessing. Almcst four years
after the first ASFAN Automotive Federation (AAF) council meeting created
the AA® Technical Cormittee (AAFTC) to study detziled provosals for ASEAN
co-operation in the automotive industry, the ASEAY Zconomic Miristers'

meeting In 2angkok avvroved twe full packages of droducis wiih 2 third

“ia [P Y

being negotiated.
In their apprsval, the Ministers sslved several sutstanding troblems.
The most important issue decided at the maeting wzs the share of the Ker

concessions that the AAF had requested. Comuanies wantei the actproval o
include 2z ban %0 last three to five yezrs con ccmnleting crolacis in other
countries. Singavore's unwillingness %o ¢ommit itsel? <o <hils resiriztion
had oroved to ve 2 stumbling dlock. The Ministers retlazed the ban with 2

v 3 - : - - Tz D
provision that any competing rrolect 2xTort 23 lezst T3 rer cent of iis

oULTUY %0 nen-ASZAY markets. For examzla, while Malavsia will be the onlv
country sanctioned to maxe roller chains, Singavore or zny of the cthers

would te able to set up a similar ogperaticn as lcaz as 75 per cent of tha
production was exzorted to non-ASEAY countries. This rule will avhly to
both the products already made in ASEAN as well as the nrovosed carburetor
and headlight plants. While companies could seemingly set uvr overations
in one of the five countries and produce an ASEAN-aprroved rroduet without
further aprroval, .individual ccuntry investment heards czn be exnected to
monitor closely new investment apolications to ensure their viability in
the complementa“ion scheme. Fowever, if a company obtains asrroval from a
specific country to set up operations to manufacture the anvroved oroduct
of a rcountry, then it would be eligible for the scheme's vrivileges. This
solution demonstrates consicderable realism on the government's vart ard its
willinzness to heed private-sector advice, thus making the comvlementation
scheme more viable.

A second key decision was %to grant orizinal equipment manufactures

(0m™) status to be treated the sane wvhether thev come ;n completely knogked
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down (ckd) kits or individually. In the past, ckd's atiracted lower duties -
in some countries as much as 50 ver cent iess - than individual components.
™his would obviously be a major disincentive for an assembler to switch from

kits to a mix of ASTAN and O components.

Other imvortant aspects of the scheme are still being decided. The
exact tariff concessions are being bilaterally negotiated among the various
ASEAN governments, and are expected to range from a low of O per cent to a
high of 25.30 per cent. A compulsory vurchasing scheme has been discussed
by ASEAN, although nothing definite has evolved from the talks. The AAF
has also asked for flexible minimums of ASEAY content. The companies wanted
either lower levels or a grace veriod during which ASZAN content would bte
raised to the svecified levels. Also at issue is whether ASEAY products will
qualify for local content in the imdorting countrr, creaiing an izmnortant

2 > o~ v s - e - . S - he Z . g &~ (a4
incentive, say, I0r a Lnal assenpler o use aniversal jSinis TSl ILngavtore.

ASTAN rules dictate thac final discussicns and acrroval aust be com-

aleted by April 1281.

First vackage Seccnd vackaze
Indcnesia Jiesel engines of 3C-135 7D Steering systers
Yalaysia Spokes and nizrples Jor motor- Zesdlights
evecles, tizming chains for motor
venicles
Philippines 3ody parts for Ford Cortinas Yeavy-dutv rear
axles for commercial
vehicles
Singapore Universal joints for passenger Fuel injection numps

and commercial vehicles

Thailand 3ody panels for commercial vehi- Carburetors
cles of up to one ton

It should be mentioned that, besides the provosed automotive industrv
scheme, several other possible complementation projects have been under con-

sideration within the ASEAN-CCI and the respective RICs such as:

(1) ASEAN Chemical Industries Club:

Acgtylene black. This has been proposed as a Philippine/Thai
Joint venture based on an ASEAN requirement of 4,000 tons a year.
The Philippines' existing 500 ton/year acetylene black plant world
be expanded to 2,000 tons a year to serve the domestic market plus
Indonesia. A second 2,000 ton plant would be constructed in Thai-~
land to provide the Thai market with 800 tons, Singapore with 700
tens, and Malaysia 300 tons. The project's cost is estimated at
JS 56 million.
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PVC paste resins. The ASEAN requiring 2,400 tons, the 7,5CC tons
a year, with Thailand requiring 2,400 tens, the Philippines 2,4C0
tons, Malaysia 600 tons, Indonesia 1,000 tons, and Singapore 720
tons. The project would be located in either of the two-largest
markets or in both il each country manufaciures different grades.

Melamine. The project would use locally produced urea and
wculd have a capacity of 10,000- tons. Indcnesia's presens

: consumption is 6,000 tons. The project would cost an esti-
mated US $8.5 million.

Methanol. Proposed capacity of this plant is 1,000 tons a
day, 60 per cent of which wculd be expcrted to non-ASEAN
countries. Esitimated investment is US $145 million.

Nitric acid/ammonium nitrate. The proposed US $27 miilion
nitric acid plant in the Philippines would produse 100 tons
a day for the domestic market (currently estimated at 19,000
tons a year, rising to 38,000 by 1982) and the rese of ASEAN
(21,000 tons).

JCM terminzl. 3ight companies menufaciure PV

ASZAN, and only one mzxes the V(M needed o procduce PV resins.
4 working comnittee nas deen I3 1 con by

YC¥ Yerminal., Indonesia hzs prepcsed Ihat ;

locaied on 3atazm Island.

Other products proposszd for ccmplementation icclude formal-
dehyde, acetic zcid, urea formaldehyde, melamine formaldehyde,
phenol formaldenyce, disinfectant, preservaiives, inseciicides,
paint and adhesive oroducts solvent for paint; dyes and dig-
ments ), 2nd chemicals for waier ireazment, such 2s scdium meta=
pncsphate and aQydrazine.

™A

(ii) ASE2N Federation of Tood Processing Indusiries:

ish cannery zroject.

1)
'y

Estadlishment of an integrated

(iii) Rubber Industries Associatiou of South Zast Asian Nations:

Production of carben black
Tires and tubes

Industrial rubber products
Footwrear

latex foams

(iv) ASZAN Federation of Glass Manufacturers:

Tinted sheet glass
Pigured glass
Cafety glass

(v) ASEAN Pulp and Paper Industry Club:

Security paper

In view of the difficulties encountered in bringing the ASFAN indus-
trial complementation (AIC) schemes into realitv (see pages 2L-26) the ASEAW
businessmen, in order to sustain efforts towards regional economic co-opera-

tion with private sector initiative, have been giving attention to various




possibilities of ASEAN regional industrial crojects for the private sector,
The idea is to seek a scheme similar to the large government-funded AIPs,

only on a smaller scale and with private intiative.

The private sector industrial projects were conceived largely because
the businessmen found it extremely difficult to find industries which would
be amenable to the complementation concept. Even in the car industry, which
depends on thousands of parts and components and is thus verhaps the most
natural candidate for a complementation scheme, it has not been easy Lo come
up with an aecevtable division of work. Thus, rather than to search for
industries which ean be bdroken down according to processes or components,
it may e easier to identify, on the 'vackaze desl' vrinciple, unrelated

entire industries for each country in resmnect ¢f whizh the couniries could

]

then agrea %o zive nrreferences %o 2ach other. The JOIME meetinz in Manila
2/

n June/July 1980, i+ is reported,m™ formerlv advised, however, “hat i was

| odd

against a ovroposal that some ASEAN countriss should set uvp a magnesiuz
eliner mill, a securitv vaver will and z mini-tractor nlant, each entirely

in one countiry and exchange vreferences,

National Trolects in Select2d Indusiriss

-~ —— o - ot - - v aat - , N b
InIoroation on navional 1enelopmenu SregrarIes ln sUES.L, Tetro-cneria.s,

ou?» and paper and other industrial sectors zthat may be later z2greed upon.

Member countries are just beginning the oprocess of exchanging informa-
tion en large-scale national projects in steel and petro-chemicals. The
exchange of information is viewed as a means of achieving cc-ordination of

the national ovrojects with one another.

Develovment of sea commucations inside ASEAY has lately emerged as 2n
importart topic of discussions and it might be noted that as their meeting
in Bangkok in October 1980 the ASEAN Economic !{inisters agreed to seek

M
advice and assistance from Jaran in promoting shipbuilding (and shipping).§/

" - . ) - _
1/ ASEAN Joint-venture projects” (see Tar Zastern Zconomic Review, 9,1,1931)

2/  Far Eastern Economic Review, 13.7.1980.

3/ Far Eastern Economic Review, 31.8.1980.




(a) Intra-regional trade in ASEAN

Chapter 7

31 -

Trade co-coperation

An overview of trends in ASEAN intra-regional trade bears at first

glance little evidence that integration is contributing to closer esccnomic

links be“ween the five countries.

Intra-regionzl irade as part of gleobal

trade in respect of the five partners was as the same level at the end of

1978 and four years befcre as shown in follcwing table:

Table 1. Regional Trade Overview, 1975-78
el
Indonesia alaysiz Philippines Singzpcre Thailand f;;:;
Zxoorts tc ASZAN a5
4 of sotal expor:
1975 10.1 24.2 2.7 2.7 17.2 2.7
197¢ 8.9 2l.5 3.1 iz2.C 17.1 14,1
1377 1C.€ 18.% i.C 2.5 18.C P
1578 8.8 13.5 3.2 8.3 LR 1&.2
Imporis fr-m ASEAN =zs
% 5f sotal imports
1378 2.7 15.2 4.3 1.3 2.7 1C.1
1976 14.0 14.3 c.5 17.C 3.4 12.3
1977 14.3 4.0 2.1 iz.H 4.3 12.4
1978 9.6 14.3 5.6 15.5 5.0 11.4
Trade with ASEAN as
% of total trade
1975 3.7 19.9 4.0 17.1 8.6 12.7
1976 10.9 18.5 5.2 17.3 3.0 13.4
1977 12.0 17.1 5.3 7.4 1G.2 13.5
1578 9.0 16.7 5.8 16.8 10.6 12.7

A number of economic reascns can be advanced to expla:n the relative

stagnancy of intra-regional trade in the vpast, such as:

’

1, See further John Wong, ASEAN economies in narst
2f Indonesia, Malaysia, the Philionines, Sinean

P

|

ive comvarative studv

ect - A
ore and Thailand. Singavore

1979, rp 37-LL
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(1) The existing trade and production vatterns of ASTAN have allowed
oialy limited absorptive capacity for each other's major exports
like rubber, tin, palm—cil and coconut, which are primerily destined -
to be ccnsumed outside the region.

(2} The ASEAN ecopomies have almost exhausted all their commercial
capacities in responding to the larrce and growing expor: market of
developed ccuntries duringz the vast two Jdecades.

(3) The import-substitution policies together with the btalance of
payments difficulties among scme ASEAN countries have resulted in
cartain policies which are inherently biased against regicnal trade:
for example, high priority is given to imrorts of capital and inter-
mediate gcods which are usually supvlied by the develored countries.

The latest available breakdown fizures, for 1977, illustrate the current

substantial ASEAY 4rads in resvect of various croduct $rouns (see Table 2)

The ASEAT countriss signs=d at a meeting in Manila In Tebruary 1377, an

= a SiTaaa o

sion of intra-ASEAY trade. The instruments for the imtlemenzat 0f %ne
2TA have been identified as Iollows: =2xtension of sarilf nrefsrences, lizer.

2 K. PR P

12 LLoT@resct ravds, TreIlarencs
: : ; P I A
ln Trocurement oY governmment entliliies ang ot

upon in the future.

As of zhe end of 1579 2,327 orocucts are the oject of ASZAY tariff
preferﬂnce.-/ Under tne PlPA extension of Lariff preferences is given through
negotiations cn a product-by-product vasis. The preferences are in most cases
expressed as a2 certaln percentagce of the import duiy levied on extra-ASEAY
imports of the products. Zach guarter, tarif{ negotiations are held based ¢n
offer and request lists of each member country. ¥Working in close co-operaticn
with the Commiitee on Trade and Tourism (7ZCTT) cn this matter is an ASTAN-GCI

Working Group on Prefereniial Trading Arrangement (VGP?4).

;/ ASEAY tariff cuts: Agoroved ov

Munber of oroducts  iiegotiated oy CCTT Tconomic Ministers Iuplemented .

71 June 1977 June 1377 January'l978
251 Oct. 1977 June 1978 Sept. 1578
258 Dec. 1977 June 1978 Sept. 1376
246 April 1378 June 1978 Sept. 1378
500 kov. 1978 Dece 1578 March. 1979
496 varch 1379 Sept. 1379 Dec. 1279
503 June 19379 Sept. 1379 Dec. 1972

2327

{Jusiness Asia, 15-10.197%2)




Table 2. ASEAN Trade Anz2lyzed Ty Zouatry and Product Grouwp, 1977
(115§ 1000)

Indonasis Malaysia Philippines  Singapore Thailand Toul__

Total lndonesi>n Exports 20,771 126,021 1,003,621 4,490 1,154,903
Food and live animals 2,694 83 73.112 4 16,493

- Bewverages and tobacco 56 8 167 - 23
Crude materials, incdible, except fuels 10,555 11 304,782 1,274 316.622
Minera! fuels, lubricants, and related materials 203 115,614 545,316 2,137 663,270
Animal and .eg2tadie oils and fats - - 575 - 575
Chemicals and products of chemical industries 4,312 10,167 2,130 747 17,416
Manufactured goods classified chiefly by material a8 - 29,262 23 21,203
Machinery and transcorn equipment 1.816 80 41,685 187 43,748
Miscellanegus .nanufsciured articles 102 1 6,123 1M 6.347
Commodities and transactions not classified according to kind 85 47 8.88S 7 8,998

Total Malaysian Exports 19,594 77.708 879.487 87,145  1,093.642
Food and live animals 740 4,734 91,115 3,164 99,753
Beverages and tobacco 97 3,103 5,929 - 9,183
Crude materials, inedibie, #xcept fusis 329 367 475,161 11,473 437,512
Minerai fusls, lubricants, and relzied materials 1,194 41,218 21331 51025 115,352
Animal and vegetazie Jiis and ‘ats 49 543 174,570 2631 119 355
Chemicals and procucts ¢f chemicai industr:es 2.101 1.577 17.125 223 21 535
Manyfaciured §oads ciassifieg chielly By material 3,192 9,696 72894 2.713 37.755
Machinery and r2asnct eguipment 9,085 9.038 73.23% 9,119 105,521
Misceilsneous menufactured artictes 2,297 6.742 45,110 2,152 56.101
Commodities and transaciions not ctassified according 0 kind 280 190 6.000 1,228 7.733

Totat Philippine Exports 22.500 29,933 64,536 8.853 125.872
Food and live animais 5,635 12.84 26,938 4038 45,273
Beverases and tobacco 266 32 St 9 383
Crurde materiais, inec'cle, except fuels 1,342 124 148 442 2.055
Mineral fuels, iubricsnts, ard reiateg marerials - 1 4,082 3 4.147
Animal and vegetable oils and fats 3,310 563 9,727 234 $3.804
Chemicals and procusts of cnemical indusiries 2,464 1.876 1,788 «, 330 30,523
Manufactured goocs classif.ad chiefly Dy matenial 8,494 2.534 4505 2.083 18,333
Machinery and (ranssort 2gu0ment 837 8.°45 12004 agt 214733
Miscallaraous manufaciured artic:es 152 1,642 4519 762 7073
Commodities and transact:ons not ciassified according ¢ ind - 2.082 384 - 2,446

3/

Total Sinzapore Exponts 933,436 1,228.973 123,218 240,373 2,126,005
Food and live amimals 11,284 183.397 1,336 8.761 254,778
Beverages and tobacco 2,035 5,680 75 1,853 9.629
Crude materials, inedible, excapt ‘uels 10,498 56,303 2.137 12,186 81,324
Mineral fueis, lubricants, and reiated materials 402,372 188,852 56,453 113,791 759,573
Animal and vege:auie cus and ‘ats 546 3,480 48 2.977 7,031
Chemicals and product. =* 2 wiaical industries 22,618 121,586 8,561 21.185% 173,850
Manufactured goods ciassified chielly by matenat 36.062 138€.447 7.861 8.422 238,752
Machinery and transport equipment 139,243 383,134 40,353 60,788 528,518
Miscellaneous manuiacturec artices 8,756 67.501 1,622 4,326 82.5C3
Commodities and transactions not classified according to kind 22 27.113 4,467 8.083 33,285

Total Thai Exports 208,973 183,414 10,714 214,327 617,428
Food and live animals 185,624 129.13¢ 6,711 106,456 427,925

. Beverages and tobacco 863 665 2 541 20M
Crude matenals, ined:tle, except fusls 6.887 29,659 1,852 91,403 89,801
Mineral fuels, lubricants, and reiated materiais 97 118 - 254 459
Animal and vecetable oils ang fats - 5 10 41 56

. Chemicals and products of chemical industries 1,035 974 51 2,033 4033
Manufectured aooas clacsified cefly by mazterial 8496 9,439 609 21,792 40,356
Machinery and (ranccor eguioment 5,446 11,551 1,300 27,256 45,553
Miscellanrous manuiaziurca artictes 525 1,808 179 4,591 7.103
Commodities and transactions not classiflied according 10 kind - - - - -

Sources: Department of Statistics, Singapore; Department of Customs, Bangkok; Central
3ureau cf Statistics, Jakarta; National Census and Statistics Office, Manila;
Department of Statistics, Kudla Lumpur, Kuching Kota Xinadalu (3usiness isia
23,11.79).

a/ Including reexports.




™ scooe of treducts given tariff nrefererce in wide, bul the deoth of
the itariff cuts does not generally seem %o be substantial encugh to have in
these products. It has been suggested that greater responsibility should bve
assigned to the manufacturers of indusirial preducts in ASZAN ccuntries, to
identify those products ir which excess capacities exisi, to pin—pgint
mutvally beneficial opportunities, to negotiate among themselves the tariff
without causing harm to existing prod%cers, and then put forward the

outcome of their agreements to COTT.l{

Another aspect af great potential significance is the fzct tha®t the
Zconomic HMinisters at their meeting in Manila in September 1979 decided
t5 raise ithe number of items to be included in the PTA from 100 to 150

i

each guarter, and, furihermcre, agsed nct o waste iime negotiziing li

2/

4traded items™2aé insiead ceoncentrzte 2%ienticn on trcse of grezter sizni-~
ficance. The latser provision, in partitular, is cgnsidered represeniing

a major dreak through for ASTAN, as oreviously some ccunirles were propose
ing items for which they were major prscucers,.-iiexs which ihey 3id not
need to imperi. ittention will ‘thus now concenirzied cn iteams in which

A

<ke petential for srade is gocd; an apparent consensus hzs emerged ik

ine PTA ought tc ve pursued with fall vigour. The geiential of <this
2

e significani for juite 2 numoer of manufaciurers, pariicularly when one

also considers the size of the ccmbined 1SZAY marke

In 2ddition tc the PTA scheme, special ftrading arrengements are to be

put into effect 1n respect of producis of ASEAXN Indusiriar Precjects.

Far example, a strang showing of chemicals zmong the 1,001 new pre-
ferences negotiated by ZOTT in 1979 reflectis the increasing parti-
cipaticn cf the ASZAN Chemical Industries Club in the tariff-cutting
process. Chenlczls' share of total concessions has increzsed from
2l per cent of existing preferences to 32 ver cent. A& wide numher
of trade concessions propcsed dy the ASZAN Federation cf Zlectrical,
Zlectrcnics and Allied Industries, the Ruboer Industries Association
of Southeast isian Naticns and the ASEAN Federation of Cement Manu-
facturers are expected in fortmcoming lists.

In Mav 1980 the ASEAN Economic Ministers agread, for the first time,

to a 20 ver cent across-the-board tariff reduction on 6,188 items with
import values of less than US §50.70. Malaysia has 1,717 items on the
list, Philiovines 1,625 items, Thailend 1,509 items, Indonesia 743 items
and Sinzapore 59k items (Asia Researsh 3ulle+tin 30,6,1980),
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Furthermore, agreement has been reached for a oreferential margin of
2.5 ver cent in favour of ASEAN partners for government ovrocurement of

goods and services from untied loans.

The ASEAN Ministers of Industry at their meeting at Bali in September
1980 called for a greater role in joint ASEAKX economic co-cperation by
private enterprises and agreed to start formulating guidelines on such
ventures to see how they could provide special tariff oreferences tc help

. 1/
such projects.™

1/ Financial Times, 1.10,1980.
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Chaoter VI

Cc-cperation on irdustrizl financing

Considerable attention among the ASEAN policy-makers is currently
focussed on various proposals for institutional arrangemenis to facili-

tate ASEAN industrial {inancing.

The UX Team in 1970-72 included in its recommendations a detailed
proposal for the creation of an ASZIiN Develonneri Corporation.l/ The UM
Team estimated tkat ASEAN industrial iavesiment aizht durizg +the immediate
future ve of an order of magnitude cf 35150 %o 200 ziliion 2 year. Although
this would represent only atout 3 per cent of ithe estinmatei ASEAN investi-
ment in manufaciuring incdusiry in tiese
Tunds wes expectsd o

3 . - RS - p X < - - - s - ] &5 S,
advantage 17 there could de L332N cc-cperzticn o assist tze finmancing

Since then, 2 nuader of oiher proposals zawve D=2en presented, in
narticular during the last %wo years, ccncermed with she financing o7
- J ’

develcoment, including the f:zilcwirz:

fa

- :SZTAY Invesiment Finance Cozsany iI7C: - 2rzf progosal srepzred
4% the razuest of Cmar ipdalla, Chairman of <he ASZ:D 3anxers'
Jouncil anc Presicent - Zirecicr of Incdones:iz's staste-cwned 3ank
Suml Dayae

~ ASEAN Investment Corporation (~IC) - proposal put forward uy
private odusiness interests 1n Singapore and Malaysia, which accord-
ing to0 press reporis 2/ calls {or an zuthorized cagpital of %300
million, one third of whlch should ve paid up in agszregate om zn
aqual basis by the private sectors of the five ASEAN countries. It
is suggested that each of the countrios should raise its 320 million
centribution by issuing shares in its own securities market, thus
allowing investors in the five countries to particinate directly in
the regiscnal economic cevelcn.ent, and AIC's shares should then ve
traded on 211 ASEAN stock exvha"~as. The propcsaly as far as AIC's
finarcing role is concerned, is that the entrerzremneur whe is start-
ing a new venture snould raise 40 per cent of ihe capital himself,
AIC would privide 30 per cent .-m7ugh equity aczuisiiion z2nd the
remaining 30 per cent wculd ccme frum the naticznzls of ‘the other

four ASZAN countries and/or from non-ASZAN sources.

L

"Iconomic Co-—operation for ASzZALlY", Report of a2 United lations Tean
1372. Chapter 10 "Co-operation in development financing".

] -

g/ Par Zagterp Zocnomic Review, 1.2.1380.
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- ASEAN Investment Capital Fund {(AICF) - a draft proposal

prepared vy the 3ingapore-based PICA (Private Investmeat

) Compeny of Asia) at the reguest of ASZAN bankers. In
developing this proposal the sponsors are noting that the
priority as to type of funds reguired for development in

. the ASEAN region is changing. The increasing availadility
of medium-term loan funds during the past 10 years is a
direct result of the growth of local finmancial instituticns
and the setting up of many international commercial banks
and merchant banks lending toc govermments and large companies
throughout the region. The World 3ank and AD2 principallr
finance infrastructure projects and only proviis governmernt
Zuaranteed loans. While all %{hese instituiions are playing
an essential rcle in providing and mobilizing fipance for
economic growth in sectors such as iafrasiructiure, they are
tnadble to aliccate rescurces <o provide risx capital (e~u::v

> S - -~a TS —— - % e L ’T‘"
fundsj. I% is ¢cn filling *his rescurce 32D shat AITF snhcull

- S - - Ealad - VLagom o S e 3 oo = -
ccoacentrate its zain effori., Aulzcrized cagifal wculd Te
e oTe! 31533 .ed ~ e al PR S . S an =~
$15C - 2CC million wizk 3n initizl zzicd-up amcunt =8 Ide - S0
zillien.

the r4 ASZAN 3Bankineg Cconfer

enec
Council, held in Jakarta iz February 1980 it was agreed in orine

pursue the develotment of 2 nsw ASEAY

and sudport services %o ASEAN-based venturss. The Council set up a
Steering Committee tc draw up detalled vtlans fcr the new AFC, At the

seme time apnroval in princidle was %o be scuzht of <he individual monetary
authorities. The main purvose of the APC will be +o fill the finaneial
needs of ASEAN investors - defined in the Council's report as 'mainly
industrial entervrises based on the markets of three or more of the five
ASFAK memders"”. The AFC's wide-ranging capabilities are envisaged as

focllows:

(a) It can oarticivate in, and initiate, new industrial investment
by providing seed (equity) capital and low-tost funds (with cor
cessional interest rates and amortisation veriods). This is one

. wvay in which the institution will be able %o aid pioneer indus-
tries and the less established investors which manv regional
. governments are oromoting (for example, bumioutra and pribumi

(indigenous) interests in Malaysia and Indonesia resvectively).

——

1/ Par Eastern Economic Review, 15.2.198C.
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(v)

(c)

(e)

()
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Provision of quasi-equity capital (such as preferred shares) is
another possibility. Although the risks are zelati#ely high,

the AFC will look for a "statisfactory" overall yield rather than
gond project-by-oroject returns. Many of the votential investments
will involve up-stream vrocessing activities which "require longer
gestation ¢r take-off periods” and which thus require equity and
low-cost loan funds initially.

The AFC shoulé have the willingness and ability to underwvrite

both eguity and dett issues of new entervrises. Again, the
enphasis here will be on "the pioneer +vte (industries) which

on .

He

neces;itate a larger risk posit

The AFC will be able to zuarantee convertidle or straight febenture
bord issues from ASEAN ventures. The idea is ¢o allow "tinid

and inexperienced investors - both small and big - to hedge their
entry as ecuity cwrers in new ventures,” and {0 vrovide low-cost
funds for rew entervrises, with adeguate vields %o attract bond
pur-hasers. - These financial instriments will all be denominated

in ASEAN currencies.

The new institution will also guarantee extra-ASTAN credits going
to ASEAN enterprises. This would be 2 proo for those ASEAY govern-
ments, such as Indonesia’s, which are high?y reluctant to guarantee
foreign debi in joint-ventures with single foreign or multinational

involvement.

The AFC should be a conduit for both equity and loans {rom out-
side the ASEAN region. This is the means envisioned by the Council
for channelling funds from groups such as the Keizai Dovukai (Japan's
Committee for E:onomic Develovment). This body avporoached the ASEAYN
Banking Council, prior to the Jakarta meeting, with a ovrorosal for a

1/

Joint ASEAN-Japan investment fund.=

g

With reXscation of certain processing industries into ASFAN becoming the
trend, the proposed ASEAN-Jaran investment fund was intended to constitute
a finance pool to serve such new industrial ventures. A tentaltlve capita-
1ization for the joint fund was set at US 510 million. (Far Zastern

Toonomic Review, 15.2.1930.)




The Banker's Council wanis the new AFC %o act es a virtual clearing
house for beth ASTZAN and extra-ASEAN notential Joint-venture partners.
. For pioneer-type investments, the AFC might include the vrovision of
management assistance among its services, primarily to help set up com-
. petent management teams for starting up ASEAN-based entervrises. It is
envisioned that the AFC will not only service the ASEAM-wide ventures but

will allow itself access to individual-country investment as well.

In the search for alternstives aimed at raising the finance for %the

Eii!

regional joint ventures in ASEAN one posuible source of finence which
may not have been adeguately explored, is what could result from the
overation of a common reserve fund. In 2 raceat articlel/ J.R. Dodswcrih
of T and J. Diamcnd of the Harward Instizute Jor Intarmaetional Tevelcd-
ment nave assessed notential henefits and 3drawbacks in ASZAY monetary
co-oreraticn in offseting seasonal ané 2yclical luctuations In the halance
of payments as a source of develorment fihaace.;/

Tinally, 1t should he mentioned that 2fforis zre teing made by ASIAN
manker's %o cre=ats 2 regional market Jor tanker's 2:certances with the
objective of promotion intra-regicnal ira e.g/

.

1/ J.R. Dodsworth and J. Diamond, 'Monetary co-oreration as a source of

[4]

) -

J

develorment finance: The ASEAIl case. Journal of Develorment Economies,
September 1980

2/ Par Zastern Zconomic Review, 19.12.1980.
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Chapter VII

Relations.with other economic groups or countries

When +the ASEAN Foreign Ministers signed the PTA in Febfuary 1977
they also agreed on the desirability of common approaches on economic
matters, including the establishment of joint consultative groups, vis-
&-vis the EEC and other developed countries (such as Japan, Australia,
New Zealand, US).

Thus, wher the ASEAN-CCT met in March 1377 they agreed to ask Jaran,

|||l
l which imports mainly raw materials from ASZAW to import more of the
group's manufactured goods. An ASEAN-Japan ferum was established <
follow up, inier a2lia, on *his matier, 2s well as on pessidble Japa
inputs %o ASZAY indusirial prejects. Furthermore, the Japanese Prile
inister pl2dzed in lugust 1377, in ccannxicn with the seccnd A3zZal
; sunmit in Yuala Lumpur, =2 (otal ¢f 21 Billion in Srediis feor the ASZAN

industrial prsjecis - orovided they were proved o Se econcmically

An ASZAN-Ja2pzn Zconcamic Zouxncll for privats sector contacts

Dossible areas of co-oneratisn sestween US and ASEZAN orivate interesis
were exzlored at the first ASZAN-US Susiness zcnference held In Yanila in

July 1372. One of =<he resul*s was <he formaticn o an ASZAN-TS 2usiness

Council.

The concept of a Pacific basin community has met with a considerable
degree of interest in the develoned industrizl economies of the Pacific
basin and several studies have been commissicned by the Jananese and
Australian Governments. ESCAP's Develooment Planning Division is now
planning to launch a series of studies in 1982 to assist ASEAY members in

better defining their co

osition vis-a-vis the conceot of an integrated
2/
Pacific basin community.=

A five-year ASEAN-EEC co-overation pect was formally signed in March
1980. The EEC's agreement with ASEAN is similar to those EEC has with

India, Canada, and Mexico, but it falls far short of the concessions the

1/ The ASEAN Industry Ministers at their meeting at Bali in Seotemker 1980
considered (but delayed the decision on) a nrovosal to ask Jaman to
double their financial commitment to the ASZAN Joint industrial venture
found to 32 billion. (Financial Times, 1.10.1980.)

2/ E/ESCA®/DP.3/2 (5.1.1981), Draft nrrogramme of work and priorities 1982-
35: Develoovment planning, projections and nolicies, n.17
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EEC grant the African-Caribdbbean-Pacific group under the Lomé Convention.

The following are the main provisions in the agreement:

The two grouvs will grant each other most-favoured nation treatment

. under GATT (General Agreement on Tariffs and Trade) in all matters
relating to customs duties and charges on imports and exports, re-
gulations governing customs clearance, trznsit warehousing or trans-
shipment of exvorts or imports, and taxes and other internal charges
directly or indirectly imposed on exports or imztorts. Advantages
granted by either side to other countries with the objective of setting

up a customs union or trade area will be excluded from the agreement.

The parties agres %o study ways and deans 37 svercoming trade tarriers
and, In rverticular, existing nontarif? and guasi-tariff Yharriers,

The two groups agree %0 co-operate in +h2 fislds of science and
technology, snergy., environment, transrors z2né communicaticns, znd
agriculture, Jisheries, and fcrastry and t¢ wori: “ogether ¢p concrete

orojects and Trograms Lo dromote ASZAY regional dsvelcmment and 2c-

¢cnaraiicn.
The agreement is for five rears and can e axtended for periocds of two
vears, A joint co-oteraticn committee nas Deen set un Lo promote and reviaw

(]

tne agreement. The

4 uncéa

"

the various co-operation activiiies envisag

comunittee is to meet at least once a vear,

Already in 1974 an ASEAN/ZEC Commission Joint Study Group was establisher
to liaise on development co-operation.é/ The case for closer links with the
EEC was presented at the ASEAN-EEC-EBI (Zuropean Bankers' International)
Conference in Brussels in April 1977 (at which UYIDO was represented). The

Special Co-ordinating Cormi<tee of ASEAN and its arm in Erussels, the ASEAY

Brussels Committee submitted regional project proposals to the EEC, which

1/ The Joint Study Group has been concerned with tariff questions, arranged
for seminars on trade and the nromotion of joint ventures, and set up
programmes for training and technology excharnge. In 1073/79 the Zcono-
mist Intelligence Unit was ziven the task of carrving out a study iden-

tifying 20 product sectors for inducstrial co-overation.




were taken up at the Conference. A second ASEAN-ESC Conference on Incus-
trial Co-cveration was held in Jakarta in February 1979 which some 300
European executives varticipated in. The EEC has, furthermore, set up in

1979, & permanent delegetion to Southeast Asia in Bangkok.

The EFC Council is currently reviewing an ASEAN vropcsal that the
EEC extend its Generalized System of Preferences (GSP) scheme for a further
20 years when it expires in 1981. ASZAY is the main beneficiary under the
EEC's GSP scheme. accounting for more than 20 per cent of total EZIC imporis
under the prograrme. The ASEAIN countries have also asked the EEC to in-
clude a "donor content” in the GSP scheme. EZC cortent in a oproduct pro-
duced in zn ASEAN country would te considered ASTAI content Products
cualify for the IEC's GS? concessions i they nave at least AQ ner cen
aontant. Japan already o%fers such 2 2ongessisn under its 557

If the nromoesal 1s zccer

TroT ted, this would mean compon=znis cr intermedizte
industrial zcods rroduced in the IEC cazn be assembled and combhined wizh

.o’

ASFAN-sourced comnonents or intermediates In an ASEAN country and exrersad
-

1 . -5 haha - F g -
hack %o %tne zZZC at Trelerentlizl rates, zn

-. oL 3 Y o~ - F .
Turopean firms drawing up strateg

T™e EEC has also agread In zrincinle to renew the Multi-Fibre frrange-

ment under which ASFAN <fextile guo

ct
o

0

t
o

ot
i

(O]
td
(

are negotiated, “evord

1982. Moreaover,.the EEC is considering ASEAN's request for the introduc-
tion of some form of commercial credit system to helvo finance the ASEAN
regional industrial projects. The two grouvs will alsc consider setiing

up Joint industrial projects similar to the five ASEAN government-sponsored
projects.l/ One of the issues being considered is the vpossible establi-‘ment
of an ASEAN-EEC develooment fund to finance ore-feasibility studies and

investment orojects of high oriority and mutual interest.

In March 1978 an ASZAN-West Asia Investment Conference was held at
which co-operation with Arab financial institutions was discussed.
. . 2 .
Suggestions have been maded/ for the setting up of an ASEAN Investment

Centre in a Yest Asian country, staffed by representatives from_each ASTAN

country, to monitor development and investment opportunities within ASZAN

and disseminate information on oprortunities for ASEAN investsrs in vest

Asia, Also Lhe settinz up of an ASZAY regional institution to modbilize

Aradb financial rescurces for regional projects has been proposed.

1/ Business Asia, 4,L.1980,

2/ Par Fastern Zconomic Review, 22.9..778.
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Chapter VIII

Technical ¢o-overaticn

Two early studies of basic nature concerning economic co-operaiion
between the South East Asian countries, to which INITZC coniributed, have

been mentioned in Chapter IV above.

In December 1971 UNIDO spcnsored an Expert Group Meeting on Regional
Industrial Co—operation. Pursuant to cne of the recommendaticns made by
the meeting, UNIDO financed a three-week visit of 2 group cf senicr officials
from the ASEAN countries to examine the experience of the ANDEAN Croup in
regional industrial co-operation. The wisii toock place in September 1972.

UNIZ0 z2lso spenscred 1373-1377 under iis voluniary ccntrituticns griogramze

A UNDP/ZSCAP programming mission visited the ASZAY zedber couniries in

June/july 1976 in order %z deermine ihe iechnical zssisiance reguiremenis

12 eTNTE - - 3 et s wmas -~ P F- £3 3~ - =
13381, TUNIZC w23 =zssociated in Shis nissicn. Cn ovzsis of <he findings of
- - 3 v < — S MR 2o a - AT AT
that a2ission 2n inder-ccuniry srogramne of UIDF zssistance To the ASZAX

Group was develoted and prejecis formulaled. The Iollcowing listing of
on-zoing projects is to very large extent a direct reflection of

of the mission in 1976:

On—-zoing onrojects:

RAS/??/OO}. Industrial Co-overaticn in ASEAN. (Zxecuting Agency: UNIDC )

Under 24S/77/003 'Industrial Ce—operation in ASZAN' a project document

for a small-scale project (with a total UNDP input of 3$25.400) entitled
'Selection of Technological Families for Complementary Industrial Co-
operation in ASEAN Countries', was carried out in 1978 with the provision
of the services of a senior shori-term consuliant {(Ir. Sabatté) and the
convening of a workshop for discussions among ASZAls experis. The immediate
oojective of the project was to establish the basis uf an integrated systen
of technological families for separate manufaciuring cperations in the
ASEAN countries. Although the product families were %o cover most c¢f the
likely future demands of a2l the A3SZAN countries, however, their manu-
facture could ve beneficially disiributed amcnz the participating couniries
vwithin a2 system of complementary spvecializaticn, %o enadle each country to
concentrate on one or 2 few families of common technology and to establish
production unitaz of reasonable eccnomies of scale., The concrete results

of the nroject wer=2:




(a) a study within ASEAN of the concept of complementary
specialization;

(b) a demonstration of the potential economic and practical
advantages arising from this kind of industrial cc-
operation;

(¢c) an initiation of more collaboration among ASEAN countries
in indusirial developament.

2 follow-up project, RAS/79/059, "Complemeniation of Engineering
ndustries within ASZAN" involving UNDP inputs of 2478,500 has been
approved with UNIDO 2s pricipal executing agency 2nd EZSCAP 2s asso-
ciate executing agency.

RAS/T7/005. ASEAN Comparative Study of the Develovment of Labour
Intensive Industry (Executing Agency: ILO)

- .

The UNDP Znputs involved $169.000; the 2ims of the study zas to
identifly areas of co-operzticn ameng ASDAN countries in “he develor-
ment o small-scale and labour n

3

intensive indusiries, I4 was %o
identify the most zromisinz labour intensive Iindus+tries irp indivi-
dual couniries with focus 2n effizisncy of management, 2conories of
scale, guality of labour growth potential, product aix, subst:tu:a~

-

bility, employment potential and o
nave teen comtleted for the ©h
case study analysed the roie o
industries. The Malaysian cas
economiz structure of the ruadb
cessing industries. Case siud
also to be ceompleted within 12

nes and /a‘aVS‘?. e °hi’{vo4ﬂe
anufacturine and construction

i lais =ravv~=c the technological and
o) macrine*v =r‘ tin-rvro-
si

ing .,g CJ ..’I?I'"")
The UNDP inpris involwved ars 3183,00C; the imm:diate cbjectives include
tudy of the "iinimum economic size plant” for steel rlant prccesses

for indiridual ASZAN countiries, %o enabls techno-economiczally sound
investiment decisions in the steel seclor by tiae respeciiva country,
individually and regicnally, and reccmmendaticns on a follow-up action~
oriented progrzmme tased on the resulis of this project for individual
ASTAN countries. A consuliant iear M.i. Dastur & Co, (P) Ltd., India,
visited in =sarly 1930 the ASEAN countries and comrleted a report in Augus:
1980. A follow-up meeting with ASFA!N rerresentatives to discuss the final
report is envisaged for 1981.

UC/RAS/??/Gll ASZAN Advisory Services for Rezicnal Steel Sfandardiza-—
ticn (ercuting Agency: UNIDO)

The project is based in the Philippines where the venue for a proposed
Workshecp on Standarlization of Steel Products will be. The project
also involves a study tour which was cerried out in 1980.

RAS/T7/015 ASZAN Trade Develooment and Co—operation {Executing Agency:
UNCTAD/ ESCAP)

This project was launched in 1978 oy TUCTAD 2nd ZSCAP. The project
involved the services of 3 short-term consultants in trade statistics,
-

ccst~penefit analysis 2nd invernational marketing. The ULDP inputls
$50.000.
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SI/RAS/78/801 Pharmaceutical Industry Adviser - i1SEAN (Executing Agency:
UNIDC): RAS/79/058 Pharmaceutical Industrv in ASEAN countries (APDI)

This project is being implemented in cc—operaticn with the I Asian and

. Pacific Development Institute.l/The services of iwo experts, Messrs
Meneses and 3rown, have been utilized. The project 2lso has a fellow—
ship component.

In connexion with the UNDP 1982-86 Regional Programming Exercise a
numder of new projects were identified in consultations with the govern-
ments concerned. The folloving pive-line projecis were —>viewed at UNDP
UNIDO discussions in Vienna, 12-13.5.1980. The vrotosals listed as (a)
(a) and (h) --(k) had been put forward by the interin secretariat oZ
COIME.

(a) ASEAN: Pre-feasibility Study on the Zstadlishment of Magnesium

Clinker Plant as an ASEAN Industrial Complementiation Project2/

(v) ASEAN: Pre-feasidility Study on the Tstablishment of 2 Secur:ty
Paper Mill as an ASZAN Indusirial Ccmplemen%ation Project2/

(c¢) ASEAN: Pre-feasibility Study for the ZIstablishment of a Mini-
tractor Project as an ASEAN Indusirial Ccoplementation Project 2/

(d) Pre~feasibility Studies for motor vehicle headlight, carbdurator
and rear axle projecis (as possible ASEAN Industirial Complementa-
tion Projects)

(e) ASEAN: Assistance in setting up common siandardization, gqualily
and measuring ccnircl procedures

(2) ASEAN: Follow-up on pharmaceuticels industry study

(g) Recycling of used lubricating oils (ASZAN cr ZISCAP regicn-wide)

) Feasibility study Tor an ASEAN vesticide olan®
) Wood and wood-based nackaging X and D

) Sudb-contracting in aviation technology
)

Technical suppvort through short-term consultations for the interim
secretariat of COIME

(1) Study of long-term industrial co-overation, including small/medium
scale industries, and evaluation of costs/benefits . It mav be noted
in =15 contewt +ha+ Adurine hic visit to "NIDOQ on 23 Fedbruary 197
Mr, Vicente Paterno, who at that time was Minister of Industry of
, the Phiiippines, indicated the concern of COIME in the state of in-
sufficient inputs of research results into the ASZAN deliberations on
indnatrial develorment.

1/ Country case studies have been issued by the UM Asian and Pacific Deve-
lopment, Institute as follows: Thailand [Aoril 1979), Indonesia (Jure 1379)
Philiopines (August 1979), Malay51a (Sentember 1972) and Singarore (0c:o-
ver 1579). A monograrh ""The Pharmaceutical Industirv in ASEAN Countries”
and 2 report 'Pharmaceuticals in ASEAN~ A Sonsultation’ have alsc been
published Wy the Institute.

2/ See, however, COIMZ decision r=ferred to on mace 30.
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At the ASEAN-UNDP/ESCAP Review lMeeting in Bangkok on 21 July 1¢89,
the ASEAYN vlaced on record its priority interest (in the field of industry)
in continued implementation, inter alia, of project RAS/?9/Oh7-- Study of
Minimum Economic Size Plgnt for Steel Processes - and in the new projects

listed above under (a), (b), (c¢), (d) and (f}.

It was also noted that assistance for study of a regional pesticide
plant was :=xvected to be provided under EZC furnding. Another COIME initiated
project, on the development of sratl a2nd medium scale ‘ndustry, was being
pursued with Technonet and JICA. Also,tre project for technical support to

the COME interim secretariat was to te provided by EEC.
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Annex I

The ASEAN Declaration

The Presidium Minister for Political Affairs/Winister for Foreign
Affairs of Indonesia, the Deputy Prime Minister of Malaysia, the Secre-
tary for Foreign Affairs of the Philippines, the Minister for Foreigm

Affairs of Singapore and the Minister for Foreign Affairs of Thailand:

‘Mindful of the existence of mutual intz2rest and ccmmon problems
among the countries of South-East Asia and convinced of the need to
strengthen further the existing bonds of regional solidarity and co-

operation;

Tesiring to estatlish a firm founcaticn f3r ccmm
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regicnal cc-operation in South-Zast isia in the sgirit < eguality znc
parinersnip and iheredy coniribule towards peace, progress and prosperity

in the region;
\

Conscious that in an increasingly lnterdependent wcrld, the cherished
icdeals of peace, freedom, socizl jusiice and econcmic well-bDeing are bes:

attained o5y {ostering good understanding, gocd neighdcurliness znd meaninz-

ey

ul co-operziion ameng The ccuniriss of ine region 2lready bcund togeiher 2y
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Considering that the couniries of South-East Asia share a primary
responsibilily for strengthening the economic and socizl stability of <he
region and ensuirng their peaceful and progressive natisnal development,
and that they are determined to ensure their stability z2nd security from
external interference in any form c¢r manifestation in order to preserve
their national identities in accordance with tne ideals and aspirations of

their pecples;

Affirming that all foreign bases are temporary and remain only with
the expressed concurrence of the countries concerned and are not intended
to be used directly or indirectly to subtvert the nationazl independence and
freedom of States in the area or vnrejudice the orderly processes of their

national development;




I

Do hereby deciare:

First, the establishment of an Association for Regional Co-operaticn
among the countries of South-East Asia to be known as the Association of

South-Fast Asian Nations (ASEAN).
Second, that the aims and purposes of the Association shall be:

1. To accelerate the economic growth, social progress and cultural
development in the region through joint endeavours in the spirit of
equality and partnership in order tc strengithen the foundaticn for a
prosperous and peaceful ccmmunity of South-Zast Asian Nations:

2. To promote regional peace and stability through abiding respect for
justice and the rule of law in the relationship among countries of
the region and adherence toc the principlss of the United XNations

Charter
3. Tc orodcte active cocllabora®ticon and nmutusl 2ssistence on axiters of
ccmmon interest in the =zconomic, social, culiurzl, lechnical, scieali-
dmin i fie

4. To provide zssistance to ea2ch other in the form of iraining ané re-
search facilities in the educational, prcfessional, technical 2an
adainistrztive spheres;

5. Te collaborate meore effectiwvely for the greater utilizaticn of their
agricuﬂt““e anu indusiries, the =x“a"sicn of iheir irade 1ncluding
the study of ihe prcolems of internatioral commodiiy irzade, the
1nprovezent of their transpertaticsn and communiceiicn faciliiies znd
the raising »f the living standards of their recoles;

6. To prcmote Scuth-Zzst isian siudiesy

7. Lo maintain close and seneficial co-operaticn with existing inter-~
national and regicnal organization with similar aims and purposes,
and explore all avenues for even closer co-operation themselves.

Third, that to carry out these aims and purposes, ihe following machinery
shall te established;

(a) Annual Meeting of Foreign Ministers, which shall be by rotation and
referred to as ASEAN Ministerial Meeting. Special eetings of Foreign
Ministers may be convened as required.

(b) A Standing Committee under the chairmanship of the Foreign Minister
of the host country or his representative and having as its meabers
the accredited Ambassadors of the other member countries, to carry on
the work of the Association in between Meetings of Foreign Ministers.

(c) Ad Hoc Committees and Permarent Committees of specialists and officials
on gspecific subjects.

(d) A National Secretariat in each member country to carry out the work
of the Assoclation on behalf of that country and toc service the Annual
or Speical Meetings of Foreign Ministers, the Standing Committees and
such other committee as may hereafter be established.
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Pourth, that the Association is cpen for perticipation to all Stiates
in the South-Easi Asian Region subscribing to the aforementioned aiams,

principles and purrvoses.

Fifth, that the Asscciation represents the collective will of the
nations of South-Easit Asia to bind themselves together in friendship and.
co—operation, and through joint efforts and sacrificies, secure for their

peovle and for posterity the blessings of pesce, freedom and prosperity.

Done in 3angkok on the Zight Tay of August in the Year Cne Thousand
Nine Hundred and Sixty-Seven.

Tor Incdonesia : (Sizned) {idam ¥alik)
Pre

Fcr Malaysia : (Sizned) {Tun ibdul Razak

Jeputy Prizae Minister

dinister of Defence and

Minister of lMNationzl Zevelozmens
For The Philippines : (Signed) \Marcisc 2amos)

Secretary Ior ¥oreign Affairs
Ter Singapore : (3izmned) (3. Zajaratinam)

Minister Ior TForelgn Affairs

For Thailand {Thanat Xhoman)

Minister of Foreign Affairs
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Annex II

Declaration of ASZAN Concord

A common bond existi amo the member states of the Associaticn
ng ng

of South-East Asian Nations, the President of the Republic of Iadonesia,

the Prime Minister of Malaysia, the President of the Republic of the

Philippines, the Prime Minister of the Republic of Singapore, and the

Prime Minister of the Kingdom of Thailand, reaffirm their commitment to

the Declarations of 3andung, 3angkok and Xuala Lumpur and the Charter

of the United Nations, endeavour to promote peace, progress, prcsperity

and the welfare of the peoples of member states, undertake to consolidate

the achlievements of ASEAN znd expand ASEAN co~operaticn in the eccromis,

sccial, culiural znd political Fiel

[N

¢ herepy <eclare:

fi.

Sy

ASEAN zcoperztion shall %ake into account, =2zong cthers, the Jzllow-

ing objectives and principles in the pursuli of politiczal stapility:

i

nzer state resolves to 2liminate threats pecsed 3y suo—
to its stability, thus strengthening naticnal and ASZAN

T states, individually and collect
nt of

The elimination of pcoverty, hunger, disease 2rnd 1lliterzcy is a
primary concern of member states. They shall therefore intensify
ccoperation in economic and social developmeat, with particular
emphc<is on the promoticn of social justice and on the improve-
ment ¢f the living standard of their pecples.

Natural disasters and other major calamities can retard the pace
of development of member states. They shall extend, within their
capabilities, assistance for relief of member stiates in cistress.

Member states shall take co-operative action in their national

and regional development programs, utilizing as far 2s possible
the resources available in the ASEAN region to broaden the comple-
mentarity of their respeciive economies.

Hember states, in the spirit of ASEAN solidarity, shall rely
exclusively on peaceful processes in fhe settlement of intra-
regional differences.

Aember states shall strive, individually and collectively, to
create conditions conducive to the promotion of peaceful co-
operation among the nations of South-east Asia on the basis of
mutual respect and mutual ovenefits.
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8. Member states shall vigorously develop 2n awareness of regionsi
identity and exert all efferts to creata a strong ASEAY community,
respected by all, and respeciing all naticns on ihe basis of
mutually advantageous relationships, and in accerdance with the
principles of seli-determinization, sovereign equality and non-
interference in the internzl affairs of nations,

and do hereby adopt the follwoing programme of acticn as a framework

for ASEAN co-operaticn:
Political

(a) Meeting of the Heads cof Covernment of the member states as and
when necessary;
(b) Signing of Treaiy of Amity and Co-cperation in South-east Asia;

{c) GCettlement of inirz-regicnal disputes by geaceful zeans as scon
.ﬂ‘!
L

as possivle;
.
/ - - P PN 5 - - e o~ T ———y - =
‘d) Immediata ccnsiderztion of initial steps ifowards reccgnizion of
-~ - ¥ 7 - - by’ s s T .- T - e,y E
and re3pect IIr The 4ine 01 reiale, ITLedCI ann LSUIraliliy wheres—

{e)} Improvement of A3ZTAN zmachinery to strengihen political cc-cperatian;
{f) 3tudy on now to develcp judicial co-cperation including the pcssidbi-
lity zn ASZAN Ixtradiiicn Treaiy;

- o v | : . - R .
(g) 3t £ cclitical sclidarity @y promeiing she harmonisa-
3 S 3 ~ 3 - . - - Y ~
tion of wriews, coorainaiing positions and, whare possible 2nd desir-
able, taking common aciions.

zconzmy
e —p————
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"a} fc—overation on basic sommodities, varticularly 201 2nd energy

(i) Member states shall assist each other by according priority to the
supply of the individual couniry's needs in critical circumstances,
and priority to the acguisition of exports from member siates, in
respect of basic commodities, particularly food and energy.

{(ii) Member states shall alzo intensify co-cperation in the production of
basic commodities particularly food and enorgy in the individual
member states of the region.

(b) Industrial co-operation

, (i) Member states shall co-operate to establish large-scale ASZAN indus-
trial plants, particularly to meet regional reguirements ¢f essential
commodities.

) (ii) Priority shall be given to projects which utilize the available

materials in the member states, contribute to the increase of food
production, increase foreign exchange earnings or save foreigm
exchange and create employment.




(¢) Co—ovperation in trade

S

Member siates saall co—operawe in tkhe {ields of irade in vrder
to promste development and growth of new production and trade
and to imprcve the trade structures of individual states ard
among countries of ASEAN conducive to further development and to
safeguard and increase their foreign exchange earnings and
Teserves.
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Member states shall progress towards the establishment of
preferential trading arrangements as a long-term a2bjective on
a basis deemed to be at any particular time appropriate through
rounds of negotiations subject to the unanimous agreement of
member states.

(iii) The expansion of trade amcng member states shall te facilitated
through co—-c¢peration on basic cmmodities, particularly in food
and ernergy and through co-operation in ASEAN industrial projects.

(iv) Member states snall accelerate joint efforts to improve access
%o markets outside ASEAN for their raw materials and finisked
oroduc*s by seeking the elimination of all irade darriers in
tncse markets, developing new usage for fhese products a2nd in

c ticns in dealirg with.:.ragioral

grourings and individual e}

{v) Such efforts shzll also lead %0 co-uparation in the field of
technclcgy and production meihods in orcer 4o increase ithe pro-
duction and to improve ithe guzlity of export products, as well
as o develcp new exgori producis with a view to diversifying
experts.

: : o e 2 o fider mrn ame 1 nan ) ;
riy Jeint aszroach 2 internaiicnal scmmcdify vroolems and ofhmer worlid

aconomic arodlems

(i) The orinciple of ASEAN cc-operation on trade shall also be re-

flected on 2 priority basis in joint approaches to international
commocéity problems and other world econcmic provlems such as

the reform of international trading system, the reform of inter-
national woonetary system and transfer of real resources, in the
United Nations and other relevant multilateral fora, with a view
to contributing to ihe establishment of the new international
ecaonomic order.

(ii) Member states shail give priority to the stabilization and
increase of export earning of these coamoditiies produced and
exported by them through commodity asreements including buffer-
stock scheme and other means.

(e) Machinery for eccnomic co-operation

Ministerial meetings on economic matters shall ve held regularly or as

deemed necezccary in order to:

v

(i) PFormulate recommendations for the consideration of government of
member states for the sirengthening of ASEAN economic co-operation,

(1i) Review the co-ordination and implementation of agreed ASEAN
arogrammes and projects on economic co-operation,




(1ii) exchange views and consuit on national developmeni plans and
policies as a step towards harmonizing regional development
and

(iv) perform such cther relevant functions as agreed upon by the
memher governments.

Social
(a) Co—operation in the field of social development, with emphasis
on the well being of the low income groupr and of the rural
population, through the expansion of opportunities for produc-
tive employment with fair remuneration.
(v) Support for the active involvement of all sectors and lezels

of the ASEAN communities, particularly the women and youth, in
development efforts.

(=) Intensificaticn 2né expansion of existing cc-cperation in
zeeting +he problems of pepulailon growth in the ASZTAN rezicn,
and where possidblie, Zormulasicn of new strategiss in c¢cllabeza-
tion with apprspriate internaiisnzal agsncies.

() Intensification of cc-operzticn among amrmnsr szates 2s well as

with the relevent internaticonzl ocdies in ihe preventicn and
eradication of the adbuse of narsctics and illegzl trafificking
of drugs.

Culsural and infarmation

a) Introducticn of the siudy of ASZAN, 1ts mezder states and their
ra%ional languages 2s part of she curricula of schoels,.2nd sikzer
institutions ¢f learming in the member siaties.

(%) Support of ASEAN scholars, writers, ariisis, and mass zedia re-

presentatives fo 2nable them io play an active role in fastering
a sense of regional identity and fellowship.

e} Promotion of South-east Asian studies through closer ccllabora-
J

tion among naticnal institutes.

Security

Continuation of co~cperation on a rnon—ASZAN 9%asis between the aember
states in security matters in accordance with their mutual needs and

interests.

Tmorovement of ASEAN machinerv

, (a) 3igning of the agreement on the estavblishment of the ASEAN
secretariat.
(v) Regular review of the ASEAN organizational structure with a view
to improving its effectiveness.
(e) Study of the desirability of a new constitutional framework for
ASEAN.

Done at Den Pasar, Bali, this twenty fourth day of Feoruary in the jear

one thousend nine hundred and seventy six.




Annex III

Guidelines for Comnlementationlj

According to the proposed guidelines, an ASEAN industrial complementa-
tion project must be economically viable, its products of internationally
acceptable quality, its prices relatively competitive, with continuity of
supply assured. To qualify for accreditation as an ASEAN project, the

following requirements must be met:

~ The project must be established and commercially producing ihe
products and/or parts and components specified in the certificate
of accreditation.

~ The project must bde established ard processess equirvment or e in
the process of setting up a plant (i.e. an irrevccable leiter 27
credit for machinery and 2quipment aust have BJeen opened or the
project =ppreved uy the acst government) ws precéuce ine products
and/or parts and ccmponents specified in the certificate of
accreditation.

- For 2 project where additicnal major eguipment has {2 3
s ané/cr parts 2nd ccmponents spe
tre certificate of accreditation afier the indusirial com
tion agreement has been signed, the host scuntry must spe L
request, and *he Commitiee on Indusiry, Minerzls, and Znerzy {XINE
specifically zzree, tha%t the orsjecs zualifies as an ASZAN incdust
complemertaiion scheme.
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- For a project that nas {c be set up after the a2greement rhas deen
signed to produce the products and/cr parts and components specified
in the certificate of accreditation, the majority of the ownershnip
interest must be held by ASEAN nmationals.2/

The basic rights and privileges that should be accorded ASZAN indus-
trial complementation schemes are outlined in the draft guidelines as
follows:

- There shall be no expropriation of the prcperty of the ASEAN ccmple-

mentation project and any investment in it without due process of
law and the payment of just compensation.

- The participating countries, subject to thcir own national legisla-
tion, should rermit accredited orojects the right to repartiriate
capital and remit earnings in a freely convertible currency.

|-
~

Source: Business Asia, 2 lNovember 1079.

An "ASEAN national"” is defined as an individual or juridical entity of
an ASEAN country as defined by the laws and/or policies of the country
concerned, prov.ded that the designation is acceptable to the prospective
‘host country. In the case of a juridical entity, at least 51 per cent
‘of the equity must be owned %y citizens of ASEAN countries.

W
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- Tke products and/or parts and comporents of an accredited scheme
shall qualify for trade concessions in accordance with the Pre-
ferential Trading Arrangements agreement, including the rules of
origin. (In certain cases, however, the rules of origin require-
ments may ove relaxed. In this event, a minimum percentage and a

' pericd withir which to meet the requircments must be stipulated dy

COIME on a case-by-case basis in consultation with the Committee
on Trade ard Tourism).

- Participating countries should offer accredited schemes the most
favourable tax incentives under existing laws and, if feasible,
make the incentives as comparable as possible for all accredited
pro jects.

-~ Where feasible or relevant, for the computation of local content
the participating countries shculd recogni:ze the products and/or
parts a2nd compcnents of ccmplezentation prcjecis as products pro~

cessed or manufactured in their own couniries.

~ To enabdlz the accredited project to zenefif neaningfull;
available market, no further accrediiation o iiti
for the same vroduc*t will be allowed until C
the markel has expanded sufficiently ic warr
tion of similar projects.
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