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PREFACE

The Regional and Country Studies Branch of the Division for Industrial 
Studies, UHIDO, vithin its studies and research programme, is giving 
particular attention to the potential of co-operation between developing 
countries in tee context of sub-regional schemes; emphasis being placed 
on the pursuance of the most effective modes of co-operation in v.he field 
of industry.

Thus, as part of the programme for 1931, a series of issue-oriented 
studies or analyses were carried out on various aspects of industrial co­
operation vithin the regional co-operation schemes of ASEAH and the 
Andean Group. Hie m i n  objective of the studies was to provide guidance 
for future regional and sub-regional co-operation in industry betveen 
developing countries through analysis of the ASEAH and Andean Group 
experience in the various forms of industrial co-operation which have 
been pursued.

The ASEAH studies aimed to bring out and analyse critical issues in 
the industrial co-operation; the various forms of co-operation employed; 
the methods and modalities used in identifying, preparing and analysing 
various factors at the branch or products level as well as at the project 
level. The studies were not intended to present a chronological expose 
of the industrial co-operation in the region, the past experience was 
locked at merely as reference in the analysis of the key issues involved, 
how further progress may be achieved and of the various measures which may 
be taken to that effect.

The specific areas in respect of vhich issue-oriented analytical 
studies concerning ASEAN have been carried out are:

(i) ASEAH industrial cc-operation - a long-term perspective;
(ii) ASEAH industrial product or branch co-operation through 

industrial complementation programmes and technical 
co-operation arrangements;

(iii) regional Industrial projects - the present large-scale 
ASEAH Industrial Projects (AIPs) as well a& prospective 
ASEAH Joint-venture projects sponsored by the priva.e 
sector;
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The present study concerning the development of the ASEAH Industrial 
Projects (AIPs) has been prepared for UHIDO by Professor Mohaaed Ariff, 
Faculty of Economics and Administration, University of Malaya, Kuala 

Luapur.

(iv) ASEAH co-operation in industrial financing and
promotion.

Regional and Country Studies Branch 
Division for Industrial Studies 

UHIDO
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CHAPTER I

INTRODUCTION

The Association of South East Asian Nations (ASEAN) cane into 

existence on 8 August 1967 with the signing of the Bangkok Declaration.

Although ASEAN remained somewhat languid in the first decade of its 

existence, it is remarkable that ASEAN countries were able to stick to 

gather inspite of thei. ■ heterogeneous characteristics relating to their 

political, social and economic structures, and differences in their cultural 

and colonial heritages. Though ASEAN has been in existence since 1967, the 

real beginnings in regional economic cooperation were initiated only nine 

years later at the Bali Summit in 1°76.

The UN team of experts which was invited to study the scope of economic 

cooperation in the ASEAN region had recommended the following mechanisms viz.

(a) trade liberalization through preferential trading arrangements (PTA) to 

encourage intra-ASEAN trade, (b) complementation programmes to rationalize 

existing inJu\ti-A*s by introducing complementarity in industrial production 

for the sake of gr^-ter economic efficiency, and (c} "package deal" agreements 

to launch large-scale industries which require a regional market to be economical­

ly viable. — ^ ABEAM has adopted the UN stuay as the basis *or its major co­

operation measures, i.e., trade liberalization through preferential tariff units 

on a steadily increasing number of products, industrial complementation among 

existing industries and initiation of large-scale industrial projects on a 

regional basis.

Although economic cooperation was stressed as one of the main

1/ "Economic Co-operation among Member Countries of ASEAN" report of a UN 
8tud: Team with Mr. G.Kansu as Team Leader and Profeusor E.A.C.Robinson 
as 8enlor Adviser. The report is published in the Journal of Development 
Planning. Number 7. United Nations, Nev York, 197U.
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objectives of ASEAN right from the very beginning, such a cooperation has 

been beset with practical problems. Intra-regional conflicts in the form 

of national versus regional interests appear to dampen the enthusiasm for 

regional economic cooperation within ASEAN. The reluctance on the part 

of some of the member countries to grant mutual tariff concessions and 

the unwillingness to provide free market access to the products of ASEAN 

industrial projects illustrate the extent of conflicts between economic 

regionalism and nationalism in Southeast Asia.

The present study is concerned with ASEAN industrial cooperation.

7o be more precise, it focuses on the ASEAN industrial projects under the 

so-called "package deal" technique recommended by the UN team.

Two basic approaches were initially adopted to promote ASEAN coope­

ration in the field of industrial development. The first approach seeks 

to establish large-scale government-sponsored ASEAN Industrial Projects 

(AIPs). The second approach attempts to promote greater complementarity 

among existing industries through private initiatives under the ASEAN 

Industrial Complementation (AIC) schemes. While ASEAN governments will 

assume the responsibility for setting up the AIPs, the promotion of AIC 

projects will be primarily the responsibility of the private sector.

It is believed that the private sector is in a better position to initiate 

and promote AIC projects in view of their extensive and pervasive network 

of commercial linkages, while the Governments are better equipped to handle 

large-scale projects involving heavy capital investments.

At the same time it ma/ be stated that the various industrial projects 

considered for A8EAK industrial cooperation, may be classified into three sub­

groups :(i) ASEAN private sector promote iii).AREAW Joint, venture project* 

and (iii) ASEAN.
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industrial projects

The ASEAN private sector identified six AIC projects for 

consideration by the Committee on Industry, Minerals and Energy (COIME). 

They wete magnesium clinker plant, security paper mill, mini tractor, 

motor vehicle headlight, carburetor and real axle projects. These projects 

were discussed at eight meetings of the Technical Committee, two meetings 

of Experts' Group, four meetings of the ASEAN Automotive Federation Council, 

three meetings of the COIME Experts' Group on the Automobile Industry and 

four COIME meetings. Finally the allocation of the following package on 

automotive complementation was approved by the ASEAN Economic Ministers 

at their Tenth Meeting:

Indonesia: diesel engines (80-135 HP);

Malaysia: spokes, nipples, drive chains for 

motorcycles and timing chains for 

motor vehicles;

Philippines: Ford body panels for passenger cars;

Singapore: universal joints ;

Thailand: body panels for motor vehicles of 

one ton and above.

The ASEAN Economic Ministers also approved the allocation of 

the second package on automotive complemention, as given below:

Indonesia: steering system;

Malaysia: headlights for motor vehicles;

Philippines: heavy-duty rear axles for commercialPhilippines:

vehicles;
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Singapore: fuel injection pumps;

Thailand: carburators.

It is also of interest to note that additional automotive components are 

boing considered for ASEAN industrial cooperation under the AIC scheme.

The concept of ASEAN Joint Venture Projects (AJVPs) is designed 

to cover projects other than those covered under the Basic Guidelines on 

ASEAN Industrial Complementation approved by the ASEAN Economic Ministers 

in October 1980, ASEAN Chambers of Commerce and Industry (ASEAN-CCI) has 

drawn up the "Guidelines on ASEAN Joint Venture Projects" which was 

recently submitted to COIME for consideration. According to these "Guide­

lines", similar benefits and privileges as those provided for AIC projects 

would be extended to AJVPs. The Guidelines on AJVPs, if accepted by 

ASEAN Government^ will introduce a new dimension in ASEAN cooperation in 

the field of industrial development. It lias been suggested that AJVPs 

may be started one at a time without having to encompass participation of 

all the five countries. This means that AJVPs need not be presented as 

a "complementation package". It is believed that this flexibility will 

accelerate the pace 0 1 ASEAN industrial cooperation.

Large-scale government-sponsored ASEAN Industrial Projects (AlPs) 

refer to those projects involving heavy capital investments, which are to 

be established in the ASEAN region, at the rate of one in each member 

country. The decisio;: to launch the first five AIPs was reached in 19?6 

by the ASEAN Economic Ministers. The allocation?.:of the initial AIPs were 

as follows:

Indonesia: urea

- if -



Malaysia: urea

Philippines: superphosphates

Singapore: diesel engines

Thailand: rock salt/soda ash

Of these, the Indonesian and Malaysian urea projects have taken 

off the ground and are expected to come into commercial production by 1984-, 

the Thai rock salt/soda aeh project is in the process of serious evalua­

tion, while the remaining two projects allocated to Philippines and Singapore 

hare been withdrawn. Philippines har presented another project instead. 

Mianvhile ASSAM Governments are seriously considering other possible AIPs 

some of which are presently undergoing detailed feasibility studies.

The focus of the present study is on AIPs. Two important 

observations are pertinent at this juncture. First, the progress made 

under the AIP programme has been only modest. Second, this modest 

progress took about five years of intensive negotiations and assessments 

and evaluations. It will be interesting and revealing to ask the question: 

Why? The present study attempts to provide at least a partial answer to it.

The concept of AIPs, the potential for AIPs in ASEAN given the 

present economic and industrial structures in the member countries, the 

ASEAN mechanism used for the initiation and promotion of AIPs and lessons 

of ASEAN experience are all cowered in the subsequent chanters. The final 

chapter provides a summary of the discussion and the main conclusions of 

the present study.

-  5 -



CHAPTER II

THE COHCEPT OF ASEAH INDUSTRIAL PROJECTS (AIPs)

The ASEAN Concord, tiiich was signed during the Bali Summit in 

February 1976, spelled out in no ambiguous terms the areas of ASEAN 

economic cooperation* The Declaration of ASEAN Concord provides, inter 

alia, that member countries "shall co-operate to establish large-b oale 

ASEAN industrial plants particularly to meet regional requirements of 

essential commodities, and that the expansion of trade among member 

states shall be facilitated through co-operation in ASEAN industrial 

projects"* It was clearly stated that priority shall be given to 

industrial projects which utilize the raw materials of member countries, 

create employment, contribute to the growth of food production and lead 

to increased foreign exchange earnings or savings*

At the post-summit meeting of ASEAN Economic Ministers, held 

in Kuala Lumpur in March 1976, the first package of ASEAN industrial 

projects mas identified and allocated among member countries for under­

taking feasibility studies* Thus, the urtra projects were allooated to 

both Indonesia and Malaysia, the diesel engine project was assigned to 

to Singapore, the soda ash project was earmarked for Thailand

and the super-phosphate project was allooated to the
-  6 -



Philippines. At the next meeting of ASEAN Economic Ministers, held in 

Manila in January 1977» the progress of work on these fire ASEAN indus­

trial projects was reviewed and an agreement was reached to set up an 

expert group to evaluate the feasibility studies of these projects.

Each of these five industrial projects was expected to require 

an investment of about US250-300 million. It was resolved that the host 

country would own 60 per cent of the total equity while the remaining 

*K) per cent would be allocated equally among the other four member 

countries. It was indicated that equity participation by private sector 

interests might account for as much as ^0 per cent of the host country's 

60 per cent, depending upon the attitude of the host country. It was 

also suggested that 70 per cent of the infrastructural costs of these projects

would be financed by foreign aid while 60 per cent of the balance would he met ly 

the host country and the other four member countries would be contributing 10 per 

eent each. It is also of relevance to mention the offer of the Government of Japan 

of a U8$l billion loan towards the financing of the ASEAN industrial projects.

It now appears that Japanese finance for the infrantructur* 

component of these projects would be on concessional terms under its 

Overseas Development Assistance (ODA), while Japanese financial assistance 

for equipment would partake of the character cf comnercial loans. It is 

of interest to note that Japan's financial commitment, be it commercial 

or concessional, would be subject to the viability of the projects being 

established by the feasibility studies. It is also of importance to cote 

that the ASEAN leaders have indicated time and again ttiat these regional 

industrial projects would be implemented only if they are found to be 

economically viable.
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As mentioned earlier, there are already unmistakable signs that 

some of these projects are facing serious difficulties. It will indeed 

be revealing to study systematically the problems of the first package 

of five projects. Before such a study is attempted, it will be useful 

to consider the concept of ASEAN industrial cooperation in some depth.

The concept of ASEAN industrial cooperation has been brought
1/out quite clearly in a number of comprehensive studies.—  Of these, 

Kansu-Robinson and Bos-Feraldis reports merit special mention, owing to 

the impact these studies have apparently had on ASEAN' approach and 

choice of projects in the field of industrial cooperation.

Three principal techniques of economic cooperations were out­

lined in these UN reports, viz., (a) selective trade liberalization 

through preferential trading arrangements (PTA) to stimulate intra-ASEAN

-^'Economic Co-operation among Member Countries of ASEAN" report of a 
UN Study Team with Mr. 6. 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, 197^«

"Asian Industrial Survey for Regional Co-operation", report prepared 
under the auspices of ECAFE (now ESCAP) in co-operation with the Asian 
Development Bank, UNDP and UNIDO. Professor H.C. Bos was co-ordinator 
for the study project, Mr. A. Feraldis was leader of the permanent team.
The report is published as Document AIDC (9)/1, United Nations, New York, 
1973.

Further research on basis of the two above studies, on regional co­
operation in the establishment of large-scale industrial projects has 
been done, inter alia, by:

Arie Kuyvenhoven and L.B.M. Mennes of the Centre for Development Planning, 
Eramus University, Rotterdam, "Projects for regional co-operation: iden­
tification, selection and location" Industry and Development.No. 1, 1978, 
UNIDO (iD/SHi.M.l); and

Martin J. Staab, IBRD, "The production location problem and the development 
of industries on a regional basis in the ABEAN countries", Ihe Journal of 
Institute of Developing Economies. March 1980.
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trade, (b) industrial complementation programmes to rationalize existing 

industries through complementarity agreements to promote greater economic 

efficiency, and (c) the so-called "package deal" agreements to launch 

new large* scale industries which require at least a regional market to 

be ecor >mically viable. Although all these techniques of cooperation 

complement each other in the field of trade and industry, the main focus 

of thi« paper, as spelled out clearly at the very outset, falls on the 

package-deal technique. The package deal takes the form of an agreement 

to allocate among the various member countries certain large-scale 

industrial projects and to create the conditions, including preferential 

trading arrangements, which would enable them tc cater for the whole or 

a large part of the ASEAN market. The package-deal technique is designed 

to take advantage of the ASEAN market so that industries which could not 

be viably established in any one member country could be viably and 

efficiently set up on a regional basis.

The most striking feature of the package deal approach i6 

the prominaxm attached to the role of the governments in the identification, 

selection, location and implementation of the industrial projects.

Another interesting aspect of the package deal technique is that it 

partakes of the character of a partial customs union-cum-investment 

plan in the sense that it entails the elimination of "internal" trade 

barriers with protection against "external" competition. The UN studies 

presumably recognised that the appeal of a fortified regional market is 

particularly strong for ASEAN countries and apparently considered that 

the direct role of the governments in the establishment of ASEAN indus­

trial project would be the best way of dealing with the infrastructure
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disadvantages which exist in most ASEAN countries.

A critique of the package deal approach as developed in the UN 

studies will be attempted in the light of the ASEAN experience in Chapter 

V, but suffice it to note here that the package deal technique has proved 

to be politically attractive enough to be adopted by ASEAN for promoting 

industrial co-operation in the region. An examination of the economic 

rationale for the establishments of ASEAN industrial projects would shed 

some .ght on the concept which underpins the package deal approach to 

regional co-operation in the field of industry.

It is readily clear that any regional arrangement is inferior 

to free trade. But thi3 comparison is irrelevant and misplaced. For, 

the practical alternative to regional co-operation is not free trade but 

autarky for most developing countries. The main rationale for industrial 

cooperation lies Tithe enormous advantage presented by the enlarged 

regional market. Accordingly, the choice of industrial projects for 

regional co-operation will be heavily influenced by the economies of 

scales considerations, "'he application of the principle of comparative 

advantage will then ensure efficiency in resource allocation within the 

region, although equity considerations may call for a different distri­

bution of industrial projects among member countries. Whilst some 

sacrifice of efficiency for the sake of greator equity may be socially 

and politically desirable, the viability of the regional set-up, in the 

final analysis, hinges upon economic gains and losses.

It is not difficult to show that there ia a lot of economic 

sense for ASEAN countries to cooperate regionally in the field of indus­

try. The prospects for regional co-operation in a wide range of industries
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have been analysed in an UN study For purposes cf illustration, 

industries were chosen on the basis of such considerations as the avai­

lability of raw Materials within the ASEAN region, the existence of 

ready regional Markets for the products and the extent of scale econonies. 

The products considered include mechanical items, chemical goods, heavy 

industries and capital goods.

It would indeed be naive to think that a group of regional 

industries could be established in a manner that was optimal from the 

viewpoint of efficient resource allocation. Economic factors may be 

allowed to dictate the choice of industries for ASEAN industrial co- 

operation but sot the geographical distribution of industries within the 

region. In these matters, the political considerations are bound to 

remain suprese. Some trade-off between efficiency and equity may be 

necessary to ensure that the projects are politically feasible. In spite 

of all these, the resulting package can make a substantially positive 

contribution to economic growth and development in the region.

The UN study has successfully shown that retr projects 

require less investment and less labour per unit oi do the

national projects. It has also been shown that industrial co-operation 

would yield larger posit:.re trade balances than situations of national 

autarky or complete reliance on imports fron the third countries.

The relative superiority of regional co-operation over non- 

co-operation nay be assessed in terms of cost differences. It has been

-26n  (ECAFE) Aslan Industrial Survey for Regional Co-ooeration. 
New York, 1973.
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shown that the cost of meeting a supply deficiency is significantly less 

•in the case of industrial co-operation than in the case of non-cooperation. 

It is not surprising that the autarkic system represents the most un­

economical way of eliminating a supply deficiency. Besides« savings in 

costs have been estimated to be greater in the case of industrial co­

operation than in the case of importing from third countries. This 

suggests unambiguously that regional co-operation in industrial projects 

is superior even to the alternative of importing from outside the region 

at least for some industries. Savings in costs have been estimated to 

be substantial for several industries. Examples of such products include 

newsprint for Indonesia and Malaysia« 'um phosphate for the Philip*

pines, steel billets for Singapore and flat glass for Thailand. It is 

also interesting to observe that some regional projects are at least as 

competitive as, if not more competitive than, the rest of the world.

This, however, should not conceal the fact that there are many industries 

in the ASEAN region which cannot be competitive at world market prices 

even when all national markets in the region are integrated.

Nevertheless, it is clear that industrial projects, on a regional 

basis, would yield substantial gains in the form of scale economies. For 

example, it has been estimated that it would cost Malaysia 15 per cent 

more than the world market price to produce newsprint for the national 

market and 5 per cent less than the world market price to produce it for 

the ASEAN market. Likewise, it would cost 18 per cent more for Malaysia 

to produce printing paper for the Malaysian market and 7 per cent less 

to produce it for the ASEAN market as compared with the world market 

prices. Similarly, electrical transformers would cost Malaysia 9 per cent
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A>re than imports if they are produc ad for the domestic market and 25 

per cent less than imports if Malaysia produced them for the ASEAN region 

as a whole. By the same token, it will cost Malaysia 4.5 per cent less 

to hare ammonium phosphate imported from the Philippines thin to have it 

produced locally for the Malaysian market. Likewise, it would cost 15.** 

per cent less for Malaysia to import transmission câbler from Thailand 

than to produce them domestically«^ In all such cases, intra-regional 

trade will bring about a shift from high-cost foreign or domestic sources 

to low-cost partner sources. To be sure, there are many industries which 

cannot be competitive at world market prices even on a regional basis, 

and regional co-operation in such cases would cause the sources of 

imports to be shifted from low-cost foreign sources to high-cost partner 

sources, with strong trade diversion effects. It is therefore important 

that such industries are carefully avoided by ASEAN.

Needless to say, the effects of regional co-operation in 

industrial projects, in the short terr, would be less favourable or more 

adverse to the member countries than they have been pointed out above, 

since regional industrial projects m a t  emerge from their infancy before 

cobt advantages can be fully realised. This raises the question of pro­

tection. The survival of the project during its infancy will depend 

crucially upon the preferential treatment it receives in the member

-^Theae calculations are based on the data given in the UN (ECAFE) study 
ibid. See: Mohamad Ariff,NMalaysia's Trade and Industrialisation 
Strategy with Special Reference to ASEAN Industrial Co-operation", in 
Ross Qarnant (ed.), ASEAN in a Changing Pacific and World Economy. 
Australian National University Press, Canberra, 1980, pp. 292-293.
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countries. Its products must hare duty-free access to the narksts of 

the member countries and in addition it must be given tariff protection 

from the external competition, the tariff rate being at least equal to 

the percentage cost differential. It is however important to specify 

the time period during which protection will be accorded to the projects 

and to gradually withdraw as the project begins to operate at 

its full capacity.

The location of ths regional projects, as discussed earlier, 

will be influenced considerably by equity considerations sc as to ensure 

an equitable distribution of the benefits among the member countries.

This does not mean that such economic factors as the availability of local 

raw materials and other local inputs will be completely ignored. Howevmr, 

industries can be so selected as to avoid any sacrifice of efficiency for 

the sake of equity.

The large-scale regional industry by its very nature is highly 

capital-intensive and as such employment creation will be insignificant.

It would take less investment to generate more employment in small-scale 

industries. As the regional project requires massive injection of 

capital, there is a need for a workable formula for equity participation 

by the member countries, by the public and private sectors, and by the 

foreign and the local investors. References have already been made 

earlier to the ASEAN formula for investment in ASEAN industrial projects. 

To be sure, there will be more to say about this in the subsequent 

chapters.
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CHAPTER III

THE POTEHTIAL FOR AIPs

To assess the potential in ASEAN for regional cooperation in 

the field of industry, one has to examine the key factors in the econoaies 

of the five member countries, such as the economic and industrial struc­

ture of the individual countries. A surrey of the trade and industria­

lization strategies of the ASEAN countries which reflect the factor 

endowment patterns of individual countries will be useful.

economic growth has been largely export-led. Indonesia's exports, as 

mentioned earlier, consist of primary products. Extractives, i.e., pe­

troleum, minerals and lumber, account for 80 per cent of the total exports. 

Petroleum of course tope the list, as it formed 67 p *t  cent of Indonesia's

the Indonesian economy has been somewhat introspective in its trade 

policy.

(i) Trade and Industrialization Policies 
of ASEAN Countries

(a) Indonesia

The Indonesian economy is an open one in the sense that its

exports in 1977.^ In spite of this openness in terms of primary exports,

Douglas S. Paauw, "The Indonesian economy in the 1980s", United .Nations, 
ESCAP (unpublished). Table 5» p. 19«
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Indonesia is veil endowed with a diversity of natural resources 

and a large population. The existence of a vast domestic market h»« led 

Indonesia to adopt restrictive trade policies aimed at national self- 

sufficiency. Accordingly, Indonesia has pursued an autarkic trade policy 

insofar as consumer goods are concerned. Ironically, however, indus­

trialization in Indonesia h«« led to severe balance of payments problems, 

since its manufacturing sector is heavily dependent on the imports of 

intermediate and capital goods.

Import substituting manufacturing production in Indonesia has 

been sustained by heavy tariff protection and non-tariff barriers. 

Although no tariff studies cn Indonesia are readily available, the 

Indonesian tariff regime appears to be very restrictive as in the case 

of the Philippines. But, Indonesia's non-tariff barriers seem to be 

even more formidable.

Indonesia's tariffs escalate steeply, with tariff rates rising 

from earlier tc later stages of fabrication in the production process. 

Thus, the Indonesian tariff rates are much higher for final consumer 

goods than those for intermediate or capital goods. But, the Indonesian 

tariffs are scarcely prohibitive. It is the non-tariff barriers which 

effectively put off the imports of consumer goods into Indonesia. Non­

tariff barriers in Indonesia range from quantitative restrictions to 

cumbersome customs regulations.

Intuitively, effective rates of protection for Indonesia must 

be rather high, although no such estimates are presently available.

Since imported inputs are admitted at low or zero tariff, the effective
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rates would be such higher than the nominal rates. Besides, the real cost 

of imported inputs would be much higher than what the manufacturers 

actually pay, since the Indonesian currency had remained overvalued for 

a long time. Market distortions caused by the Indonesian trade policies 

are thus likely to be substantial so much so that value added at world 

prices might well be negative for many industries.

The restrictive trade policies have thus provided industries 

in Indonesia with a captive market, insulated from foreign competition.

As a result, industries in Indonesia have remained inefficient and un­

competitive. The trade policies of Indonesia have thus encouraged manu­

facturing production for the domestic market with an unmistakable bias 

against exporting* The oil bonanza of the 1970s has rendered Indonesia's 

balance of payments so favourable that there has been no pressure to re­

orientate its industries to be outward-looking. Such a pressure would 

come eventually from within, for the import substitution phase seems to 

have reached saturation points for man;' final consumer goods. Moreover, 

import substitution based on imported inputs and borrowed technology has 

failed to create domestic linkages, as a result of which labour-intensive 

activities have not developed as much as they should have. Indonesia 

may therefore be compelled by domestic forces in the long run to adopt 

trade policies which w'-ild be consistent with its factor endowment 

pattern. The 33.6 per cent devaluation of the Indonesian rupiah in 

November 1978 ia indicative of such a policy re-orientation.
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Malaysia is a very open economy, with exports accounting for 

abouc k6 per cent of GNP and imports for about 39 per cent of domestic 

aggregate expenditure. The Malaysian economy is characterised by its 

specialisation in primary production, export orientation and vulnerability 

to external fluctuations. But, changes during the last decade, including 

those associated with the rapidly growing industrial sector, have changed 

its profile somewhat.

The primary industries continue to dominate exports and to be 

very important in toted production, although contribution to total GDP 

has tended to decline graduedly. They now account for roughly one-third 

of GDP. They also contribute about 50 per cent of total employment.

The primary sector is dominated by a few export products nuch as rubber, 

tin, palm oil, timber emd more recently petroleum. Most primary output 

is exported in raw or semi-processed forme mainly to industrialised 

countries. The manufacturing sector is becoming increasingly prominent. 

Its share of GDP has risen from 12 per cent in 1970 to 21 per cent in 

1980 and it presently accounts for about 16 per cent of total employment.

Import substitution was the basis of industrialisation in the 

initial stages. The prospect of quick results was apparently a compelling 

reason for the adoption of import substitution as the initial industria­

lisation strategy. At first, attention was focused primarily upon 

consumer goods, mainly because the existing domestic market was by and 

large oriented toward consumer goods and presumably also because domestic 

production has less disadvantage for consumer goods. Subsequently,

(ъ) Malaysia
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industrialisation based on import substitution could be extended to cover 

intermediate and investment goods and also to production for export.

There are several compelling reason why import substitution 

oust give way eventually to an outward-looking strategy. Although import 

substitution did serve tc initiate industrial growth, this growth could 

not be sustained for long because of the size of the market. Besides, 

industrialisation is costly when it depends heavily upon a domestic 

market that is small and rot expanding rapidly. With depleting tin 

reserves and uncertain long-term price prospects for natural rubber, the 

need to assign a more important role for exports of manufactures was 

recognised clearly.

Serious efforts to gear the manufacturing industries towards 

exports were consciously undertaken only after 1968 with the launching 

of the Irvestment Incentives Act 1968. Light manufactures such as 

textiles and wearing apparel and products based on domestic raw materials 

such as timber and rubber have made some inroads into export markets.

The export performance of the manufacturing sector has been fairly im­

pressive. The share of manufactures in gross merchandise exports has 

increased from less than 5 per cent in i960 to 27 per cent in 1979« Food, 

rubber products, industrial and electrical machinery and wood products 

together formed 87 per cent of total manufactured exports of Peninsular 

Malaysia during 1970s.

This state of affair began to change with the classification 

of the tariff schedule in 1999 which also terminated the Commonwealth
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Preference for several items. The Tariff Advisory Committee was esta­

blished in the same year. The Committee's recommendations dealt only 

with "pioneer" industries and by the end of 1962, about 25 tariffs were 

in existence for pioneer industry products. The Tariff Advisory Board 

replaced the Committee in 1962. The Board—^was instrumental in imposing 

modest protective duties on more than 200 imported items by 1963 when 

tariffs averaged 15 per cent and rarely exceeded 25 per cent, while many 

products had no tariffs at all. Although tariffs were raised in many 

cases and extended to several items especially after 1965, the Malaysian 

tariffs on the whole appears to be rather mild in comparison with most 

developing countries. Import quotas have been imposed in addition to 

tariffs, but such quantitative restrictions are applied neither strin­

gently nor widely. Import quotas have been confined to few items, 

mainly as an anti-dumping measure.

There is no doubt that industrialization in Malaysia was faci­

litated to a considerable extent by the protective system, although the 

protective measures were rather mild in nominal terms by modern standards. 

Two independent studies of effective protection in peninsular Malaysia 

based on the Survey of Manufacturing Industries for the years 1965 and 1970 

are available.-^ A more recent study^gives the structure of protection

2/

^The Commonwealth Preference disappeared altogether in 196?«

■tariff Advisory Board has now become defunct, its role being taken over 
by the Tariff Unit in the Malaysian Industrial Development Authority (MIDA).

V'«J.H. Power, "The Structure of Protection in West Malaysia", in B. Balassa 
(ed.), The Structure of Protection in Developing Countries. J6hn Hopkins, 
Baltimore, 1971; and Mohamed Ariff, "Protection for Manufactures in 
Peninsular Malaysia", Hitosubashi Journal of Economics, Vol. 15, No. 2, 
Peburary, 1975»

■Malaysia, Economic Planning Unit (EPU), an unpublished study.
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in Peninsular Malaysia in 1Q73 for C-h industries, defined at 3-digit 

level of industrial classification, based on 1970 input-output table.

It can be seen in these studies that although the nominal 

protective rates have been rather low, the average effective rates have 

been significantly high. It is clear that Malaysia's protection system 

has undergone substantial changes in both nominal and effective terms.

The average nominal rate for manufacturing increased from 13 per cent in 

1965 to 18 per cent in 1970; the average effective rate for manufacturing 

increased from -k per cent in 1965 to №  per cent in 1970, and subse­

quently to 35 per cent in 1973* Wide variations in both the nominal 

and effective rates between major industries can also be easily observed. 

Rubber products, textiles, transport equipment, beverages, non-metallic 

mineral products, electrical machinery and chemical products provide 

outstanding examples of industries enjoying relatively high levels of 

effective protection.

There are thus ample evidence of distortions in the price 

system and bias in resource allocation within the manufacturing sector.

It is in this sense that protective system encouraged cert d n  industries 

by rendering them relatively attractive. It may therefore be concluded 

that protection played a significant role in stimulating manufacturing 

production in Peninsular Malaysia.

There are evidence of escalation of tariffs with rates tending 

to rise from earlier tc later stages in the production process. There 

are also evidence of strong bias against exporting in most cases, suggest 

ing thal the manufacturing production in Peninsular Malaysia has essentia 

lly been inward-looking, largely due to the nature of protection. Even
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the exemptions from import duties on imported industrial inputs for 

export production do not apparently neutralize the bias in favour of 

production for the domestic market. It may be of interest to observe 

that for the years 1965-1970 there were no evidence of absolute waste 

of resources, since negative value added at world market prices were not 

found for any industry. But, negative value added has been found for 

motor vehicles, electrical appliances and petroleum products in 1973« 

Negative value added arises when the cost of tradable inputs at world 

prices exceeds the value of the final products at world market prices, 

implying that factors employed in domestic production have added no real 

value.

Although the system of protection in Peninsular Malaysia appears 

to be less severe than in most developing countries, it has tended to 

pamper certain industries with an unmistakable bias in favour of import 

replacements, and penalize export activities. The protective system 

seems to have assigned only a defensive role to the manufacturing sector. 

In recent years, however, serious efforts have been made to increase the 

exports of manufactures. Effective subsidies granted to export-oriented 

manufacturing activities have increased with the offer of various invest­

ment incentives to these industries.

(c) The Philippines

In the post-war era, industrialization in the Philippines 

assumed mainly the form of fabricating, assembling and processing along 

import-substitution lines. As a result, the import composition changed 

gradually in favour of capital goods at the expense of the consumer goods.
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That the Philippines' import substitution programme had reached a fairly 

advanced stage is reflected by the fact that imports accounted for less 

than 5 per cent of the total supply (production plus imports) of manu­

factured consumer goods in 19&5« The Philippines' exports are still 

dominated by primary products although manufactured exports account *jr 

a significant proportion of the total exports (1** per cent in 1977).

The dependence on import substitution as the industrialization 

st. ategy obviously required a fairly broad protective structure. Until 

the 1950s the free entry of American goods considerably weakened the 

protective effects of tariffs which served mainly revenue purposes.

Tariff protection and exchange control were largely responsible for the 

rapid burst of manufacturing activities in the late 1950s. By 1962, 

tariffs became the main instrument of protection, with exchange decontrol.

The average nominal protection for import competing goods were 

30 per cent, although it had a very wide range - from 1 per cent for 

dairy products to 252 per cent for jewellery, depicting a considerable 

degree of escalation in 1965» The average and dispersion of effective 

protective rates are considerably higher than those of nominal rates.

The average effective rate of protection was around the region of 60 per 

cent, twice as high as the nominal rate. It is clear that the protective 

system has discriminated in favour of consumer goods at the expense of 

capital goods and intermediate goods while at the same time penalizing 

exports. Thus, there appears to be a fairly strong escalation of tariffs 

from lower to higher degrees of fabrication.

Potential rates of effective protection, calculated on the 

assumption that price differentials reflect nominal rates, exceed the
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realized rates, based on direct comparisons of world and domestic prices, 

for non-durable consumer goods. As for intermediate products, protection 

at higher level of fabrication exceeds that at lower levels in terms of 

both potential and realized protection.

The general pattern of tariffs thus portrr.y low rates for ma­

chinery, moderate rates for intermediate goods and high rates for finished 

consumer goods. The system thus strongly favours production of finished 

consumer goods with heavy dependence on imported supplies. The pattern 

of industrial growth and trade in the Philippines clearly reflect this 

bias.

Negative value added at world market prices have been found 

for several products including metal furniture, stationery, refrigerators 

and air-conditioners, photographs and televisions, representing extreme 

cases of inefficiency. For, imported material inputs cost more than the 

imported finished products - which may be interpreted as indicating 

absolute waste of resources.

A more recent study, which gives a time series of effective 

protection rates in the Philippines for the period 19^9 to 1971 confiras 

the previously noted bias of the protective system in favour of consumer 

goods at the expens* of exports, and intermediate and capital goods. It 

is also pertinent to note that the large differences in the levels of 

effective protection between commodity groups have continued to exist 

even after the dismantling of exchange and import controls in the early 

1960s.

Baldwin (1 9 7 5 )t as referred to in Romeo M. Bautista^ "Development of 
trade policies A  u i  Philippines end ASEAN economic cooperation", in 
Seiji Naya and Vinyu Viehit-Vadakan Cads.), ASEAN Cooperation in Trade 
Policy. ONAPDI, Bangkok, 1977.



Manufacturing production in the Philippines has thus been 

heavily biased in favour of import replacements, especially at higher 

levels of fabrication, namely finished consumer goods. This inward­

looking industrialization has been made possible by the protective system. 

The process of import substitution, which was most rapid in the 1950s, 

slowed down sharply in the 1960s, as the process has already reached 

the saturation point in many lines of activity, further expansion being 

constrained by the rate of growth of domestic market itself.

The prolonged import substitution phase of industrialization 

ha« sheltered high-cost industries and caused severe balance of payments 

difficulties, which had forced the Philippines to devalue its pesos in 

1965 and again in 1970. In retrospect, it seems that the Philippines 

had learned the hard way the dangers of import substitution that is 

supported by a restrictive trade regime. The need to revitalize its 

ailing industries was strongly felt in the early 1970s. This called 

fcr a shift in the industrialization and trade strategies. It now 

appears that many industries in the Philippines have moved into the 

"export expansion" stage, thanks mainly to the various export promotion 

incentives made available by the Export Incentives Act of 1970 and the 

rationalization of the structure of protection which has been undertaken 

time and again in the 1970s.
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(d) Singapore

The trade policies of Singapore traditionally have been rather 

liberal. The two main considerations which have determined Singapore's 

trade policies in the post-war years are entrepot trade and industriali­

sation. Singapore's prosperity had been closely associated for a long 

time with itB "free port” posture. Thus, it has been imperative for 

Singapore to ensure that the restrictions on trade flowB are reduced xo 

the minimum. Moreover, protectionist trade policies to promote import 

substitution were clearly inappropriate for the small city state of 

Singapore. There has been hardly any need for Singapore either to 

resort to import controls, since its balance of payments has been 

strengthened by i'-.s role as a financial centre for South-east Asia or to 

impose heavy import duties for revenue purposes, since its eoonomy has 

been affluent enough to rely mainly on direct taxes.

Industrialization provided a challenge to the small city state 

of Singapore with its limited land resources and a population of 2 

million people. The traditional source of inoome for Singapore has been 

mainly the entrepot trade owing to its convenient geographical location 

at the cross road of international shipping routes. Manufacturing became 

the main economic activity since 1964. Import substitution formed the 

main basis of industrialization in the initial phase, although under 

relatively mild protection. The shortcoming of the import substitution 

as the industrialization strategy became apparent sooner in Singapore 

than elsewhere, simply because of the extremely limited size of its 

domestic market.

The trade policy of Singapore traditionally has bsen rather
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liberal, with tariffs serving almost exclusively revenue purposes. Indeed 

prior to 19^0» Singapore with its free port status had import duties only 

on liquors, tobacco and petroleum oroducts for revenue reasons. The 

protective tariffs on a limited number of itsms were introduced only in 

i960. The Tariff Advisory Committee, established in 1962, was instrumental 

in extending tariff protection to many i*ems. ?y the end of 1965, tariffs 

were imposed on 155 items of the Standard International Trade Classifica­

tion (SITC).

%  1970, the number of items enjoying tariff protection rose to 

343, with an unweighted average tariff height of 33 per cent of all tariff 

items and 4 per cent for all import items. The unweighted average tariff 

rate was as low as 1.1 per cent of total retained imports.-^ The 1970 

average level of nominal tariff protection in Singapore amounted to only 

5« 1 per cent. No estimates of effective rates of protection for 

Singapore are available.

It was in 1963 that imports quotas were first introduced in 

Singapore which was then within the Malaysian federation. By 1965, 

import licensing and quota restrictions were extended to cover a total 

number of 230 items. After the secession from the Malaysian federation 

in August 1965» the number of items under import restrictions was reduced 

to 88. The use of import quotas declined rapidly after 1966 and the 

number of items under quotas restrictions was reduced to six by 1970.

-^Chia Siow Yue, "Development of trade policies in Singapore", in Seiji 
Naya and Vinyu Vichit-VadaJcan (eds. ), op.cit.. p. 265.

îbld.
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Protectionist trade policy was subsequently reviewed in the 

light of the changes in the industrialization strategy in favour of 

expert orientation. It is therefore hardly surprising chat recent 

ye&rs had witnessed not only very few additions to the tariff lists but 

also the abolition of лапу of the existing tariffs together with the 

scaling-do да of some others. A rapid liberalization of import oontrole 

took place in the first half of the 1970s. It was particularly rapid 

in 1973 under the pressure of full employment and inflation. As a 

result, import duties on 153 items were eliminated and tariffs on 58 

items were revised. Эу the end of 1973» the number of protected items 

was cut dot« to 137» and all import quotas were abolished. And, most 

of the goods subject to import licensing were de-licensed by 1975*

The deproliferation of tariffs in the face of increasing export 

orientation has apparently forced the industries to be more efficient 

and competitive, judging from subsequent performance in exporting 

especially in the field of machinery and transport equipment. The 

liberal trade policy was necessitated by the realizatior chat the 

domestic market was too small for efficient or sufficient industriali­

zation, and the consequent emphasis on export orientation has resulted 

in a tariff structure that pales in comparison with those found in 

other AiTJAN countries where tariffs and quotas have proliferated to a

considerable extent.



(e) Thailand

Thailand seems to have had strange mixtures of liberal and 

restrictive trade regimes. In the early post-war years Thailand opted 

for a multiple exchange rate system, low tariff protection and absolute 

control on rice trade. The period 1955*196* witnessed a gradual libera­

lization of trade, the abolition of the multiple exchange rate qystem 

and the introduction of export tax and quotas on rice trade. It was in 

the 1960b that mild tariff protection was instituted together with 

strong investment incentives to promote import-substituting industries.

In the first half of the 1970s, tax incentives for industries were relaxed, 

but tariffs were raised to protect domestic industries and at the same 

time, somewhat inconsistently, active measures were taken to promote 

manufactured exports.

Industrial promotion in Thailand was intensified since the 

early 1960s. Trade policies have accordingly been adjusted. The 1964 

tariff refora, for instance, had resulted in an escalation and proli­

feration of the protective tariff structure, practically making all 

tariff rates multiple of 5 per cent. Tariffs were further revised mostly 

in the upward direction in 1970 in the face of a balance of payments 

deficit. Subsequent tariff change*, made in 1972 and 1973t were meant 

to adjust the protective effects and to offset the rising costs of raw 

materials. Thaw, tariff rates on suoh items as white cement, glutamic 

acid, paper products, metal wires, plastic materials, carpets, electric 

wires and cables, etc., were raised, while the rates on iron wire, 

materials for paints and prints, etc., were lowered. In July 1974« the 

tariff rates for 306 main items, mostly chemical materials and products,
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machinery, metal products and pharmaceuticals, were adjusted dowward 

again to cushion the impact of rising raw material costs. For exanple, 

tariffs for chemical materials and products were reduced from 30 per cent 

to 10 per cent, for steel and non-ferrous metal from 10-30 per cent and 

for machinery from about 15 per cent to 5“10 per cent.

In 1974, the potential nominal rates of protection fell mostly 

between 20 to 50 per cent. For input imports such as chemical materials, 

paper and steel products, the potential nominal rates were lower than in 

the previous years. Since the potential nominal rates take into account 

not only tariffs but also other sources of protection especially the 

differential tax rates, the potential nominal rates frequently exceed 

the tariff rates.

Generally, the nominal potential rates were high for consumer 

products. For example, the rates were 44 per cent for textiles fabrics, 

50 per for plastic products, 67 per cent for clothing, 80 per cent for 

storage batteries, 95 per cent for perfumery, cosmetics, 102 per cent for 

passenger cars and 132 per cent for monosodium glutamate.

The effective rates were generally higher than the nominal 

rates mainly due to lower tariffs on material inputs. In the extreme, 

there are several industries wLth negative value added at world prices, 

implying absolute waste of resources. The highly protected industries 

potentially include meat products, confectionery, sweet oondensed milk, 

rubber products, clothing, perfumery, coametios, eta. These high rates 

are mostly due to low prioes of domestio inputs and high nominal rates 

on the finished products. Industries with least potential effective
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protection are the export-oriented ones such as petroleum products, 

chemical materials, non-ferrous metal basic industries, printing and 

publishing and non-electrical machine!?.

In terms of realised effective rates, however, the number of 

industries with negative value added are considerably reduced. The 

results provide evidence of a wide dispersion in the realised effective 

rates which attest to the price distortions caused by the protective 

structure.

There is no doubt that the tariff structure in Thailand, as 

indeed in other ASEAN countries except for Singapore, clearly exhibit a 

bias in favour of production for the domestic market and against exports. 

There has also been a tendency for the potential protection, both 

nominal and effective, to esoalate from lower to higher degrees of 

fabrication. But, when realised effective rates are considered the 

differential incentives do not seen to escalate strikingly. The fact 

that the realised effective rates are considerably lower than the potential 

effective rates strongly suggests that a certain degree of tariff re­

dundancy prevails in Thailand.

A strong bias in favour of production for the home market 

obviously exists despite the incentive that imported material inputs are 

exempted from import duties and business taxesr^ Thus, the trade policy, 

as exemplified ty the tariff structures, has been designed mainly to 

build up an industrial base that is essentially domestic oriented. It

-Bin the 1960s 7/3 of these were refunded to exporters. Since 1972, 100 
per cent exemptions were granted to exporters on imported material input 
items.
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has obviously led to induetrial excess capacity and high production 

costs. Further industrial expansion thus requires either extension of 

production to the lower levels of fabrication or export promotion for 

existing production at the higher level of fabrication.

(ii) Trends in ASEAN Manufactures

There are unmistakable signs that manufacturers will figure 

prominently in the exports of A SR AN oountries, except perhaps Indonesia, 

in the 198O8. Impressive beginnings in the exportation of manufactures 

have already begun. This trend is expected to gather momentum in the 

1980s, judging from the changes in ASEAN’s industrial structure in the 

late 1970s. The lessons of the past have show Malaysia, the Philippines 

and Thailand that inward-looking import substitution will not take them 

far enough in industrial development, and the process of structural 

adjustments to reorientate their industries, which began in the 1970s, 

would continue into the 1980s.

The preference for large-scale industries based on capital- 

intensive technologies, which dominated the manufacturing sectors in the 

ASEAN region in the last two decades is expeoted to decline in favour of 

small-scale, labour-intensive activities based on domestic raw materials. 

ASEAN countries have discovered that their comparative advantage lies in 

the latter. ASEAN countries are likely to benefit from any industrial 

restructuring that would take place in advanced industrial countries, in 

the sense that several industries which get weeded out in the prooess say 

be relocated in ASLAN oountries in the 1980s.

That the export orientation of industries in the ASEAN region

will inorease in the next decade doee not neoessarily imply a
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deproliferation of tariff protection given to the import-substituting 

industries. Powerful vested interests in the region may prevent the 

relaxation of tariff barriers and other import controls. The tariff 

schedules may be modified in such a way as not to alter markedly the 

nominal protection given to major import-substituting industries, and 

resources may be guided towards export manufacturing activities through 

changes in effective subsidies.

It is, however, dangerous to make sweeping generalization in 

this regard. Singapore's manufacturing sector is almost exclusively 

oriented towards the foreign markets. Nonetheless, it appears that 

Singapore's industrial structure will undergo important changes in the 

1980s in the face of rising labour costs and growing affluence. There 

are already signs that Singapore will continue to make structural 

adjustments which began in the second half of the 19708 and increasingly 

concentrate on capital-intensive, skill-intensive and technology-intensive 

industries.

Indonesia's problems in this regard are quite different from 

those of other ASEAN countries, particularly Singapore. Indonesia is a 

late-oomer in the field of industrialization. Inc?¿atrial development in 

Indonesia seems to be at a standstill, firmly rooted in the initial phase 

of import substitution, facilitated by the existenoe of vast domestic 

market ard sustained by restrictive tariff and non-tariff barriers. Con­

sequently, industries in Indonesia have remained inefficient, import- 

dependent and unooapetitive. The oil bonanza of the 1970s seems to have 

rendered the promotion of manufactured exports unnecessary. But, it 

appears that a turning point will be seen reached and there are tvs
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compelling reasons forcing a departure from ‘he past pattern. First, 

the import substitution strategy has failed to absorb the labour surplus 

and to create linkages between the modern manufacturing sector and the 

traditional primary sector. Second, the growth of extractive exports is 

expected to slow d o m  in the first half jf the 1980s. Projections 

particularly for petroleum are pessimistic: it appears that the present

high rate of domestic petroleum consumption (14 per cent per annum) will 

not permit net growth of petroleum exports during 1980-1985» ^  Indonesia 

may therefore be forced to reorientate its industries towards export 

markets. The recent devaluation of the rupiah may be seen as an attempt 

to correct the market distortions caused by the previously over-valued 

exchange rates. However, this devaluation may trigger off another 

inflationary spiral because of its direct effect on domestic oosts and 

prices.

Malaysia, the Philippines and Thailand lie between the polar 

cases of Singapore and Indonesia* These three countries are likely to 

pursue the promotion of manufactured exports more vigorously in the 1900s 

than in the 1970s. There is no question of going back to the import 

substitution phase for these countries, since the domestic markets are 

already saturated, although one cannot mile out the possibility of a 

second round of import substitution in the manufacture of intermediate and 

capital goods.

While we can safely conclude that ASEAN countries are poised to 

become important exporters of manufactured goods in the 1980s, we must

Twan J. Aziz, Sumbar dari Luar Neeeri dan Minval. Burn!» Par«n«n 
Implikasin.va di Indonesia, unpublished thesis, ^acuity of Economics, 
Uhiversity of Indonesia, 1978, p. 137 (quoted by Douglas S. Paauw, "The 
Indonesian Economy in the 1980s", op.cit.).
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also stress that it is not going tc be easy. ASEAN conntriet. will have 

to not only overcome the protectionist barriers in advanced industrial 

countries but also to compete with other developing countries. ASEAN, 

as a group, will, of course, continue to press for significant tariff 

reductions in advanced countries through the multilateral trade negotia­

tions (WIN), and for concessionary access to the markets of developed 

countries through the GSP schemes. It is, indeed, difficult to predict 

the outcome of such efforts.

There is very little doubt that the export markets for manu­

factures will be highly competitive in the 1980s. ASEAN countries had to 

face, in the 1970s, stiff competition from Hong Kong and the Republic of 

Korea. It however appears that, in the 1980s, these countries will

increasingly concentrate on those manufactures which are intensive in 

skill and technology. Thus, ASEAN's manufacturing sectors in the 1980s 

are likely to be complementary to, rather than competitive with those of 

Hong Kang and the Republic of Korea. But this statement needs an

important qualification: Singapore is industrially very different from 

other ASEAN members, but strikingly similar to Hong Kong and the Republic 

of Korea. And, as such, Sinb_yore may continue to face tough competition 

from these two far-eastern countries.

The opening up of China to the outside world may affect adversely 

the export prospects of ASEAN countries expecially for labour-intensive 

manufactured goods in the 1930s. While China's capacity to export low- 

oost labour-intensive manufactured items is admittedly enormous, it is 

unlikely that China will be able to organise ite outward-looking manu­

facturing sector quickly and anoothly enough to pose a formidable threat
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to ASEAN countries' exports of manufactures in the early 1980b. The 

adverse repercussions on the share of ASEAN exports may thus take longer 

than it would appear at first sight. At the same time, the possibility 

of a complementary trade relationship between China and ASEAN, emerging 

as a result of the modernizatior of the Chinese economy, cannot be dis­

counted altogether. Be that as it may, China's modernization implies 

that China will emerge as a competitor to ASEAN in the importation of 

capital and technology from advanced countries. ASEAN countries nay then 

have cause for concern about a possible slow dotei in the inflow of ' reign 

investments in the 1980s or an increase in the cost of foreign capital 

and imported technology in the 198OB.

(iii) Implications for Regional Cooperation in the Field of Industry

It is possible to draw inferences from the above analysis 

regarding the potential for ASEAN cooperation in the field of industry. 

Evidently, the ASEAN entity consists of an unique mixture of national 

economies at different stages of industrial development. The range is 

rather wide. At one extreme, there is the Singapore eoonomy which is 

poor in natural resources, rich in skill endowments, highly industrialised 

and heavily export-oriented vith an overtly outward-looking development 

strategy. At the other extreme, there is the Indonesian economy which 

i8 rich in natural resources but poor in skill and technology, speciali­

sing in primary production mainly for the export market, with "infant" 

industries that are domestic market oriented, based on an inward-looking 

industrialization strategy. Between these two extremes lie the economies 

of Malaysia, the Philippines and Thailand whose export specialisation in
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traditional commodities is gradually giving nay to export orientation in 

modern manufactures. Thus, there are marked differences in the industrial 

and trade policies of ASEAN countries.

Although there is enough complementarity in the natural 

resource endowments of ASEAN countries to permit a meaningful division 

of labour, the existing industrial patterns, which are the result of 

years of import substitution efforts, are strikingly similar in all 

ASEAN countries with the notable exception of Singapore. Most of these 

import—competing industries are operating at high costs, behind protective 

tariff walls, with substantial unutilised capacity. Industrial comple­

mentation would certainly bring about a more rational allocation of 

resources in the ASEAN region but many marginal production units will 

have to be closed down in the process. Although this solution would make 

a lot of economic sense, it may not be politically acceptable. Seen in 

this perspective, the setting up of new industries under the package deal 

should prove to be less difficult than rationalisation of existing 

industries under the industrial compementation programme.

ASEAN countries, with the possible exception of Indonesia, have 

reached an industrialisation stage where the manufacturing of intermediate 

and capital goods are being considered seriously. It also appears that 

some of thei 9 countries have been contemplating a second round of import 

substitution for the production of intermediate and capital goods. However, 

these countries have learned frca past experiences that import substitution 

has serious limitations, given the small sise of the individual domestic 

market. Industrial oooperation offers a way out of the dilemma* Industrial 

projects whioh are not competitive on an international basis nor viable on

-  37 -



a national basis, may veil be viable and efficient on a regional basis.

Given the diversity of resource endowsents, and the present 

stage of industrial development in the ASEAN region, the potential for 

regional cooperation in ASEAN for large-scale industrial projects under 

the package deal appears to be enormous. Each country sill then be able 

to host an industrial project vhich is compatible with its o n  resource 

endowments, serving the entire ASEAN market, and enjoying substantial 

scale economie' in the process. This broad conclusions is, of course, 

based on the assumption that eoonomic rationality prevails over all 

other considerations. Economic nationalism is still a force to be 

reokoned with in most ASEAN countries and the question of free market 

access to the products of ASEAN projects in some countries may prove to 

be a vexing issue. Much would, however, depend on the selection and 

looation of the projeots.
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CHAPTER IV

THE ASEAN MECHANISM FOR AIPs

It «as already seen earlier that conceptually ASEAN regional 

cooperation in the field of industry in general, and large-scale indus­

trial projects in particular, is sound and appealing. It was also seen 

that there is a prima facie case for /TPs, given the stages of industrial 

development the five ASEAN countries have reached. To top it all, there 

is the political will which seess to exhibit strong determination on the 

part of the member states to have industrial projects established on a 

regional basis fairly quickly. To translate all these into reality ASEAN 

needs a workable sechanisa. In this chapter an attempt is made to look 

somewhat closely at the ASEAN mechanism for AIPs.

To begin with, it will be useful to first look at the organisa­

tional structure of ASEAN. The meetings of Heads of Governments of ASEAN 

states represent the highest form of ASEAN deliberations although such 

meetings are to be held on an ad hoc basis, as and when necessary. The 

meetings of Foreign Ministers are held annually, on a rotation basis, in 

each of the five countries. There are also provisions for special meetings 

of Foreign Ministers as is deemed necessary. In addition, meetings of 

Economic Ministers are held on a regular basis to discues economic matters 

of common interest. The meetings of the ASEAN Economic Ministers repre­

sent the highest decision-making body for economic matters. It is of 

interest to note that Ministers of specific economic areas also meet as
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and when necessary for the purpose of accelerating the process of regional 

economic cooperation. Thus, there are meetings of the ASEAN Ministers 

with industry and energy portfolios.

The Standing Committee consists of the Foreign Ministers of 

the host country as Chairman and the resident ambassadors of the other 

ASEAN countries as members. This means that the seat of the Standing 

Committee shifts with the site of the Meeting of Foreign Ministers. The 

role of the Standing Committee is to maintain continuing opérations of 

ASEAN regional cooperation in between the Meetings of ASEAN Foreign 

Ministers. Prior to 1977« the Standing Committee comprised only Foreign 

Ministry officials; in 1977 it was expanded to involve other Ministries 

as well.

Each country has its own national ASEAN secretariat which 

manages matters relating to ASEAN regional cooperation. A central ASEAN 

Secretariat was set up in 1976 in Jakarta. The ASEAN Secretariat is 

headed by the Secretary-General who is responsible to the Foreign Ministers 

and through them, to the Standing Comnittees. The Secretary General is 

charged with the main responsibilities of (a) initiating plans and 

programmes of activities for ASEAN regional cooperation and (b) harmo­

nizing, facilitating and monitaring progress in the implementation of all 

approved ASEAN activities.

The ASEAN Secretariat has three bureaus, rir., economic, science 

and technology and social and cultural affairs.

ASEAN economic cooperation is being promoted by five economic 

comaittoes established by the ASEAN Economic Ministers, viz.:

1. Committee on Industry, Mineral and Energy (COIME)
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2 Committee on Trade and Tourism (CCTT)

3« Committee on Transport and Communication (COTAC)

if. Committee on Food, Agriculture and Forestry (COFAF) and

3» Comnittee on Finance and Banking (CGFA3)

In addition to all these, there are Special Committees and 

Ad Hoc Committees. An example of the former is the Special Coordinating 

Committee of ASEAN Central Banks and Monetary Authorities, while the 

Committee of ASEAN Senior officials on Sugar provides an example of the 

latter.

It appears that the economic committees, referred to earlier, 

will be reshaped. Remodelled line up seems to be as follows:

1 . Committee on Mineral and Energy ch ired by Indonesia,

2. Committee on Transport, Tourism and Communications, 

chaired by Malaysia,

3. Committee on Industry and Trade, chaired by the 

Philippines,

Jf. Committee on Finance and Banking, chaired by 

Singapore and

3. Committee on Agricultural and Forestry, chaired 

by Thailand.

TLe ASEAN- Chambers of Commerce and Industry (ASEAN-CCI) is

also an important part of the ASEAN machinery. The ASEAN-CCI is a

confederation of the chambers of commerce and industry of the ASEAN

member countries. The ASEAN-CCI was set up, in fact, at the suggestion

of the ASEAN Foreign Ministers who met in March 1971 in Manila. The

role of the ASEAN-CCI, which was inagurated in Jakarta 1971, is not only
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to translate government initiatives into private sector actions, but also 

to discuss and formulate suggestions for considerations in ASEAN govern­

ment fora. It is of relevance to note that the ASEAN-CCI has set up a 

number of Working Groups such as those on banking, shipping, tourism 

etc.

The organizational structure outlined above provides the frame­

work of the machinery for ASEAN regional cooperation.

Prior to the Bali Summit held early in 1976, ASEAN affairs 

were handled almost entirely by ASEAN Foreign Ministers. However, that 

ASEAN Economic Ministers have played an active role since 1976 is a 

clear manifestation of the increased importance attached to the economic 

aspects of ASEAN regional cooperation. At the ASEAN Economic Ministers 

Meeting barely two weeks after the Bali oummit, the five industrial 

projects, referred to earlier, were identified for possible adoption as 

ASEAN industrial projects, «.n expert group was set up to review the 

industrial cooperation programme and to examine the feasibility of 

establishing the five ASEAN Industrial Projects (AIPs). The responsibility of 

undertaking the feasibility study for each plant was given to the country 

wishing to set it up. In 1978, the ASEAN Economic Ministers approved the 

Basic Agreement on AIPs. According to this Basic Agreement, inter alia, 

the product of the AIPs were to be accorded preferential access to the 

market of the member countries, and the host country should have 60 per 

cent of the equity of the AIP, with the rest being shared equally by the 

other four ASEAN countries (i.e., 10 per cent each). However, at the 

meeting of the ASEAN Ministers of Industry held in September 1980, it 

was resolved that the participation of all five member countries would no
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longer be required in future ASEAN Industrial Projects.

ASEAN has adopted a cautious step-by-step approach involving

protracted and complex procedures and negotiations. There appears to

be at least 10 steps involved, as shown in a UNIDO s t u d y I n  sequence

of the steps in the case of the urea fertiliser project allocated to
2/Indonesia, for example, was as follows :̂

1. Identification of Ind. îesia for the purpose of 

undertaking the feasibility study of the first AIP;

2. Commissioning of the feasibility study;

3. Policy formulations with respect to equity partici­

pation, production volume, product pricing, infra­

structure cost and raw material cost (natural gas 

from Pertamina);

If. Completion of detailed feasibility study;

3* Evaluation of the feasibility study by the Committee 

of Senior Officials and formal adoption as on ASEAN 

Industrial Project;

6. Negotiations on the terms of project financing;

?. Discussions and negotiations of the articles of 

incorporation and by-laws of the AIP Corporation;

'Ranches, Conrado Jr., "Industrial Redeployment in the Context of 
Economic Integration among Developing Countries - The Case of ASEAN”, 
draft(1979) IS/GLO.

3lcc: UNIDO, "ASEAN Cooperation in the Field of Industry - A Background
Study on Past and Present Activities", prepared by Regional and Country 
Studies Branch,Division for Industrial Studies, UNIDO/IS. 20*f, February, 
1981, pp. 15-16.
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8. Incorporation of ASSAM Aceh Fertiliser and subscription 

by stockholders;

9« Organization of the Board of Directors and Appointaient 

of ilanagement Staff;

10. Finalizing loans, and invitation to bid for equipnent 

supply and plant construction.

In addition to the Preferential Trading Arrangements (PPA) 

which are designed to stimulate intrarégional trade within ASEAN, special 

trading arrangements are to be worked out in respect of the products of 

AIPs. This, however, represents one of the most difficult items to 

negotiate.

The importance of the private sector participation for the 

success of ASEAN industrial cooperation is fairly obvious and is duly 

recognized by the ASEAN governments, although the ASEAN governments have 

assumed the responsibility for establishing the AIPs based on the belief 

that the Governments are better equiped than the private firms to handle 

large-scale projects involving huf -apital investments. However, the 

private sector is given a significant role to play in promoting ASEAN 

Industrial Complementation (AIC) projects, in view of their extensive 

network of business linkages. Be that as it may, it must be stressed 

that the private sector has not been denied a useful role in the AIPs.

As mentioned earlier, there are provisions for private sector equity 

participation in the AIPs.

As mentioned earlier, the equity structure of AIPs permits 60 

per cent of the total equity to be owned by the host country and the
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remaining 40 per cent to be allocated among the other four member 

countries. Equity participation by private sector interests might 

account for as such as 40 per cent of the host country's 60 per cent, 

depending on the attitude of the host country. It has also been agreed 

that ?0 per cent of the infrastructural costs of these projects would 

be financed by foreign aid while 60 per cent of the balance would be 

met by the host countryf the other four member countries contributing 

10 per cent each. It is also of relevance to mention Japan's offer of 

US31 billion loan towards the financing of the AIPs. It appears that 

Japan'8 financing of the infrastructure components of these projects 

would be on concessional terms under its Overseas Development . &sistance 

(ODA), while its financial assistance for purchase of equipment would 

be on commercial terms. It is also of importance to note that Japan's 

commitment, whether commercial or concessional, would be subject to the 

viability of the projects based on the results of the feasibility 

studies.

References may also be made to ASEAN cooperation efforts in 

industrial financing. After considering for more than two years several 

proposals for institutional arrangements concerned with the financing 

of ASEAN's industrial development, it was finally agreed in principle 

at the Third ASEAN Banking Conference, sponsored by the ASEAN Banker's 

Council,» Jakarta in February 1980, to pursue the development of an 

ASEAN Finance Corporation (AFC). The AFC, inaugurated in June 1981 at 

Singapore, represents the first ASEAN-wide joint venture and partakes 

of the character of some sort of a capital corporation. Investors from 

each ASEAN country (mainly banks) 0«  20 per cent of its SS100 m (US|^6m) 

paid-in capital. It is now envisaged that the AFC will be actively
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promoting and financing ASSAi. enterprises. There are firm plans for 

the AFC and the newly established Japan-ASEAN Investment Corporation to 

set up a fifty-fifty joint venture namely AEEAN-Japan Development 

Corporation (AJDC) before the end of 1981. The AJDC will focus specifi­

cally on AS2AH joint ventures with Japanese participation. It is also 

of relevance to note th*-t the AFC has indicated its interest in conclu­

ding similar arrangements with other national groups.

There is no point in discussing here the industrial clubs, 

which operate under the wings of the ACEAN-CCI, for such a discussion 

will be of greater relevance to the AIC projects rather than AIPs.

Suffice it to note that there are about 18 active industrial clubs operating 

under the guidelines that have been approved by the ASEAN-CCI. These 

industrial clubs are intended to play an important role in the industrial 

complementation programme.
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CHAPTER V

LESSONS OF EXPERIENCE

That ASEAN is fully aware of the potential economic gains of 

industrial cooperation is apparently manifest. Political will in favour 

of regional economic cooperation in general and industrial cooperation 

in particular has gained considerable strength in recent years. There 

are evidence of a sense of commitment on the part of the ASEAN leaders 

to forge ahead and yet the rate of progress appears to be too slow. The 

first package of AIPs seems to have hit serious snags. Of the initial 

five projects, two have taken off the ground, one is in the process of 

serious evaluation and two have been withdrawn. Does it mean that there 

is a gap between theory and practice? What has really gone wrong? And 

why? To attempt to answer these questions, we will have to examine the 

first package of AIPs systematically, and to look at other possible 

packages which would lend themselves to industrial cooperation in the 

ASEAN region. We may be able to learn valuable lessons from such an 

enquiry.

(i) Review of the first package of AIPs

(a) Urea Projects: Indonesia and Malaysia

It is not difficult to understand why the urea projects were 

chosen for ASEAN industrial cooperation and how Indonesia and Malaysia 

qualified as possible locations. There is an urgent need and a growing
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demand for increased use of fertilizers in the ASEAN region which depends 

heavily on agricultural activities not only to feed it6 population which 

grows at the average rate 2.6 per cent per annum but also to earn a 

substantial proportion of the foreign exchange earnings which originate 

from the agricultural sectors. Since the use of fertilisers is so 

important for stimulating agricultural productivity and since the bulk 

of the fertilizes consumed within the region are imported, it is not 

surprising that regional production of fertilizers is seriously consi­

dered by ASEAN. Indonesia and Malaysia are apparently the Iqgical choice 

for locating the ASEAN urea projects, since these countries have abundant 

supplies of natural gas, which is the main raw material in urea production, 

while Indonesia in particular already has some experience in urea pro­

duction that is geared towards the national market.

ASEAN demand for nitrogen fertilizers is expected to increase 

from 0.3 million nutrient tons in 1975 to 1.9  million nutrient tons by 

1985. About one-half of the ASEAN demand for nitrogen fertilizers is 

presently met by imports from outside the region. The existing nitrogen 

fertilizer capacity in the ASEAN region will he unable to meet the 

region's demand for nitrogen fertilizer, unless of course ASEAN urea 

projects materialise. Indonesia presently accounts for 71*2 per cent of 

total nitrogen production in the ASEAN region while Singapore produces 

no fertilizer at all. With the implementation of the ASEAN urea project, 

Indonesia and Malaysia will develop substantial surpluses which will not 

only meet the deficits in Philippines, Singapore and Thailand, but also 

leave an overall surplus which needs to be marketed outside the region.

The demand for urea, in particular, is expected to increase
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from îmk million metric tons in 1976 to 3»5 million metric tons by 1985« 

Urea output from plants which are already in operation and under cons­

truction in Indonesia, the Philippines and Thailand will not be sufficient 

to meet the urea demand of the whole ASEAN region. In fact the rate of 

growth o.r urea consumption in the ASEAN region is expected to outstrip 

the rate of growth of urea output from th~ existing plants and plants 

which are already under construction, so that the region's deficit is 

estimated to grow substantially by 1935»

Indonesia presently has two urea plants, i.e. PUSRI I and 

PUSRI II, at Palwibang in South Sumatra. Pusri I with a capacity of 

100,000 tons per year has been in operation since 1963, while PUSRI II 

with a capacity of 380,000 tons per year came into operation in 197^.

In addition, two new plants, PUSRI III and PUSRI IVi which are also 

located at Palembang, are known to have reached completion. Two more 

urea plants are under construction: the KUJANG plant at Cikampek in

West Java, and the East Kalimantan Plant which were scheduled for comple­

tion in 1979 and 1981 respectively. All these four new plants will pro­

duce each about 57»000 tons of urea per year, while the East Kalimantan 

plant will also produce 165,000 tons of ammonia.^

Indonesia accounts for 92 per cent of urea production in the 

ASEAN region, while the Philippines and Thailand account for the rest, 

i.e., 5.4 per cent and 2,7 per cent, respectively. Although there are

Indonesia also haw planned two plants to produce di-ammonium phosphate 
(DAP) end nitrogen-phosphate-potash fertilizers (NPK) which are scheduled 
to come on stream in January 1981. Petrokimia which presently produces 
ammonias sulfate also plans to produce ammonium sulfate as a by-product 
of caprolactam by 1982.

-  49 -



no urea plants under construction in any ASEAN country except Indonesia, 

the Philippines has plans for a Fertiphil project to be located at Liaay 

with a capacity to produce *+90»000 tons per year of urea and 33*000 tons 

per year of ammonia. Thailand's Mae Moh Industries producing urea and 

ammonium sulfate is expected to be phased out by the end of 1981.

As mentioned earlier, the urea capacity already in existence 

or under construction in the ASEAK region will not be sufficient to meet 

the whole of ASEAN's demand for urea. If the planned ASEAN urea projects 

in Indonesia and Malaysia as well as the Filipino Fertiphil project a n  

taken into account, the projected picture will be very different. Total 

urea production will increase from 0.5 million metric tons in 1976 to 

3.7 million metric tons in 19o5. The deficit in urea will disappear by 

1984 when the planned plants are expected to begin operation. In fact, 

the ASEAN region as a whole will have surpluses over and above regional 

urea requirements from 1984 onwards. This surplus is estimated to reach 

its peak of 0.6 million metric tons by 1986.

Indonesia ran into surplus in urea for the first time in 1979 

when the Kujang plant came on stream. Excess of production of urea in 

Indonesia over Indonesian consumption will grow with the completion of 

the ASIAN urea project at Acheh. Malaysia, which presently produces no 

urea, will suffer growing deficits until the end of 1984, and the ASEAN 

urea project which is allocated to Malaysia will render Malaysia a net 

exporter of urea. The Philippines which presently has a small urea 

capacity is expected to remain in the deficit, although the size of the 

deficit will be reduced considerably if the Fertiphil project materialises 

by 1981 as planned. Obviously, Singapore has only a tiny market for urea
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which will have to be net by imports. Thailand's growing demand for urea 

will continue to be satisfied through imports, since Thailand is expected 

to phase out the existing final 1 plant with no planned new capacity for 

the future. All in all, it is clear tliat the Philippines and Thailand 

will provide the markets for the surplus urea from Indonesia and Malaysia 

although they cannot absorb the entire surplus. The net results is 

that ASEAN will have to look for extra-regional markets for the excess 

urea.

The ASEAN urea project allocated to Indonesia is to be set up 

in Acheh where large proven reserves of natural gas are available. The 

proposed plant will consist of two modern large-scale, singe-train units 

incorporating an ammonia unit with a capacity of 33°«OOC tons per year 

and an urea unit with a capacity of 570,000 tons per year, at fixed 

capital cost of US£2Mt million.^ The Filipino urea project designed to 

cater to the Philippine's domestic market also consist of an ammonia 

unit with a capacity of 330,000 tons per year and a urea unit with a 

capacity of *f95|000 tons per year. The ASEAN urea-ammonia project, 

allocated to Malaysia and based on Bintulu natural gas, is also designed 

to have a capacity similar to the ASEAN project to be located at Acheh 

in Indonesia.

With the implementation of the planned urea projects the ratio 

of urea in total fertilizer production in general and the ratio of urea 

in nitrogen fertilizer production in particular will rise sharply by 1985

^ a o e d  Joesoef, “Indonesia's Preparations for the Development of ASEAN's 
Project on Urea", Mohd. Ariff, Fong, R. Thillainathan (eds.) ASEAN 
Industrial Cooperation, Kuala Lumpur, 1977*
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The relative importance of Indonesia, as an urea producer which presently 

accounts for nearly 92 per cent of ASEAN urea production, is likely to 

decline with the emergence of Malaysia and the Philippines which are 

expected to jointly account for about 25 p^r cent of total urea produc­

tion in the ASEAH region by 1985»

of urea supply in the ASEAH region by 198^ when the planned projects 

commence production. Indonesie's national urea projects will render 

Indonesia more than self-sufficient in the early 1980s. The ASEAN 

project allocated to Indonesia would therefore have to rely on the 

regional market outside Indonesia. Malaysia's dilemma in this respect 

is fairly obvious. The planned urea capacity is much larger than what 

the Malaysian market can possibly absorb. Malaysia, of course, ban to 

choose between a smaller national urea plant with a higher unit cost and 

a larger regional urea plant with a lower unit cost. At the first sight, 

the second choice would seem to be economical, as the alternative national 

plant entails 10ÇÎ higher capital requirement and l6çé higher unit cost of

not suggest that it is also practical in view of the expected glut of urea 

within the ASEAH region. However, if the Philippines does not go ahead 

with her Fertiphil project, Malaysia should opt for a bigger plant to 

exploit the scale economies. There appears to be no room for two ASEAN 

urea projects, unless of course the ASEAN urea can be sufficiently com-

^United Nations, Journal of Development Planning. No. 7I1971», p .109

The above analysis clearly suggests that there will be a glut

with the regional plant > but the above analysis does
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petitire for extra-regional exporting. That the ASKAIJ projects apparently 

require tax holidays and ooaon external tariffs to be econonically viable, 

ioplies that extra-regional exporting cannot be seriously counted upon to 

solve the surplus ¡robin at least in the short run.

While the above analysis suggests that there nay be an excess 

of supply over deaand for urea in the ASEA1I region as a result of the 

setting up of the ASEAN urea projects, there is no doubt that Indonesia 

and Malaysia provide the ideal locations for these resource-based projects. 

The cost advantages presented by the availability of raw materials and 

the political will to initiate regional projects provide the compelling 

reasons for the establishment of these projects. The Indonesian Acheh 

Plant (North Sumatra) has a planned capacity of 370,000 tons of urea and 

330,000 tons of ammonia per year, with a total investment of US$323 million. 

Indonesia accounts for 60 per cent of the equity of the Acheh plant while 

Malaysia, Philippines and Thailand account for 13 per cent each, with 

Singapore contributing a nominal 1 per cent of the total equity.

The other ASEAN urea project allocated to Malaysia, i.e., the 

Bintulu plant (Sarawak) has a planned capacity of 330,000 tons of urea 

and 36O,OCO tons of amnonia per year, with a capital input of US$2*t3 

million and a debt/equity ratio of 70:30. The Bintulu project which 

was formally approved by the ASEAN Industry Minister's Meeting at Bali 

in September 1980, will rely mainly on the Malaysian market, with the 

Philippines absorbing most of the excess. Both the Acheh and the Bintulu 

plants are expected to commence operation in
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(b) Rock Salt/Soda Ash Project: Thailand

Soda ash is an important ingredient in the manufacture of glass; 

and infact about one-half of soda ash consumption is accounted for by the 

glass manufacturing industry. Soda ash is also used in a number of 

industries including sodium-based chemicals, pulp and paper, and scrap 

and detergents.

The Philippines is the largest consumer of soda ash, accounting

for bO per cent of the total ASEAN consumption. I Malaysia and Singapore

each account for about 22 per cent, while the share of Indonesia and
bfThailand together is only 16 per cent.- Nevertheless, the share of 

Thailand in soda ash consumption is estimated to have increased to 2b 

per cent by 1980. The proposed regional project has been assigned to 

Thailand despite a bid by the Piiilippines because of the huge rock salt 

de]x>sits estimated at 2,000 billion tons in the northeast Thailand.

The soda ash project which has been estimated to cost 

U3^160 million^(with a capacity of 1,200 metric tons per day) bop been 

questioned by many Thai eco — .-— sts who find it economical to import 

soda ash from outside the region than to produce it within the region.^ 

The main thrust of the argument in favour of the regional soda ash project 

is tliat it will ensure the ASEAN region a regular supply of soda ash at 

predictable prices, security situation permitting.

United Nations, Ibid., p. 1 1 1 .

■Richard Nations, "Complexities of Thai Soda Ash", Far Eastern Economic 
Review. January 6, 1973, p. 70.

^See for example, Narongchai Akrajanee, "Economic Cooperations with ASEAN: 
A Proposal from the Economic Society of Thailand", paper presented at 
the Second Conference of Federation of ASEAN Economic Association, 
mimeographed. Jakarta, October 1977.
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¿•Jven if one is prepared to accept that the security problem 

in the northeast Thailand where the rock salt deposits are concentrated 

is not serious, the heavy infrastructural cost of the project appears 

to be formidable, Hock salt mining site is to be located at 3ar.met 

Harong about 260 kilometers from Bangkok with estimated reserves of 

318 million metric tons, while limestone will be mined "rom a nearby 

quarry at Khao Pang Sok with estinated reserves of lot million metric 

tons. The rock salt and limestone deposits are separated from the new 

port of Laem Chabung by a distance of about kilometers. This calls 

for the construction of a 80 kilometer rail link at an estinated cost 

of US320 million and port facilities costing another US-315 million to 

accommodate 30,000 ton vessels. Under present conditions the project 

appears to be uncompetitive. The cost of extracting rock salt itself 

seems to be fairly competitive by world standards at US£3~*t per ton.

The transportation cost under present conditions amounts to USC7,raising 

the F.O.B. price of rock salt to about US310 per t o n ^  Unless the 

transport costs can be halved by the proposed railway developments, the 

Thai rock salt cannot be competitive at the world market F.O.B. price 

of US37-8 per ton. This would obviously inflate the production cost 

of soda ash. Besides, it has been estimated by Japanese analysts that 

the freight costs would have to be kept below USJ60 per ton in order to 

make the Thai soda ash project competitive with salt projects planned

■2fchie is based on the estimates by Thai Asahi Caustic Soda which operates 
a solution salt mine. See: Richard Nations, op. cit.
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by Indonesia and Sri Lanka,

The AS SAN rock salt/soda ash project assigned to Thailand is 

planned to have a production capacity of *»00,000 metric tons per year.

The project is estimated to require an investment of US$233 million with 

a debt/equity ratio of 70:30. It has been resolved that the host country 

will absorb the entire infrastructure costs involved in the construction 

of rail road and port facilities, without passing these costs on to the 

consumers in the fora of higher product prices.

The Thai Government plans to hold 20 per cent of the equity, 

with private sector in Thailand accounting for *»0 per cent. The bulk 

of the private sector equity in the project Is going to be taken up by 

Thai Asahi Glass Co. Ltd., while the Thai Government's shore of 20 per 

cent will come mostly from the Japanese S1 billion financial aid ear­

marked far the AIPs. Singapore is expected to take up only a nominal 1 

per cent share, with the other three meuber countries accounting for 

13 per cent each.

The first meeting of the shareholder entities for the project 

was held in Bangkok in October 1979* but no significant progress has 

been made since then. The feasibility survey has been carried out by 

Surveyor« Nenninger and Chenevert (JNC), a Canadian firn, under a tech­

nical assistance grant from the Asian Development Bank (ADB). The 

project is now said to be still being evaluated by JICA of Japan.

8 /
JAaian Wall Street Journal, September 9» 1977.
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(c ) Superphosphate/Amooniun Sulfate Fertilizer Pro.ject: Philippines

The selection of phosphatic fertilizer production as an ASS.'J: 

project may be explained nainly in terms of the existing and crowing 

demand for fertilizers in the uhlAN region, while the choice of the 

Philippines for its location was perhaps prompted by the availability 

of one of the raw materials, namely sulfuric acid from the Philippines ' 

copper smelting project which was scheduled to be operational by the end 

of 1979* one of the most important raw materials, i.e., phosphate

rock, will have to be imported from outside the region.

Phosphates is second only to nitrogen in fertiliser consumption

in the ASSAII region. The demand for phosphate fertiliser (1- 0_) is2 5
estimated to have reached ^16,000 tons by 19S0. 'Hie current .ITM'JI capa­

city in phosphate production amounts to 71,000 tons of I’o0r, and 

Indonesia has plans to set up a plant with a capicity of 18,000 tons of 

Fo0c. There was a shortfall of 122,000 tons of P-0_ in the A3EAN region 

in 1975 and this shortfall would increase to 287,000 tons in 19G0 if no 

new productive capacities come into existence in the region,^ warranting 

a regional phosphatic fertilizer project. Indeed, the growth of demand 

is estimated to overtake that of supply leaving the ASITUI region in a 

bigger deficit by 1985 compared with the situation in 1980. The surplus 

that the Philippines would run into with the implementation of the ASiîAH 

superphosphate project may well be small enough to be easily absorbed 

by Thailand, Indonesia and Malaysia, which are the main consumers of

United Nations, on. cit.. p. 109.
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phosphatic fertilisers in that order of importance, provided prices sure 

fairlj competitive.

It is, however, extremely doubtful if the 1S2AJI project can 

he competitive, especially in view of the high cost of imported phosphate 

rock. It lias been estimated tliat the production costs per metric ton of

r would range between US$30S and U3w379 depending on raw material
J

prices and these estimates compare rather unfavourably with the world 

market prices of Uh,)1o0 - 1oo during 1976/1977« The raw material costs 

account fer roughly 6C to 65 per cent of the total production costs 

depending on the raw material prices.1-^ Countries which presently have 

comparative advantage in phosphoric acid production are those which also 

produce phosphate rocks. The Philippines, to which the ASEAI! super­

phosphate project was assigned, would have to rely on imported phosphate 

rock from California unless of course domestic or regional sources of 

phosphate roc's are discovered.

The size of investment in the phosphatic fertiliser project 

was to have beer, small relative to wli&t was planned for other AS3AN 

fertilizer projects. The phosphoric acid plant with a capacity of VlO 

metric tons per day (ntpd) would involve an investment of about USSVf 

million, while a project consisting of a mtpd phosphoric acid 

(P2C^) and granulation plants (HF/lTlO would call for an investment of 

U3J65 million.

1-^or example, a UGv5 per metric ton charge in the price of phsophate 
rock will effect a USS15 clw.nge in the cost of P20,_.
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The viability of the project, however, w.uld depend crucially 

upon the cost of imported raw materials as well as the re;,-ulrx supplies 

of these raw materials, especially phosphate rock, from extra-regional 

sources and above all on the world prices of phosphatic fertilisers.

Given the present world prices of phosphatic fertilisers and phosphate 

rocks, the project could not be competitive, ever, if regular supplies 

of imported raw material can be secured. Assuming, on the average, a 

product cost of USj3 ^  per metric :on of 1- Cr and a world price of 

USS200 of P205, the project would have required a common external tariff 

protection of more than 72 per cent to be commercially viable. Obviously, 

there could be no economic rationality in sheltering ouch a project. It 

would be simply uneconomical unless, of course, the domestic or regional 

reserves of phosphate rock, in commercial quantities, are discovered and/ 

or the world market prices of phosphatic fertilisers show a sharp upward 

trend.

The project had also hit another snag, -dien the Ihiliprines 

opted for a phosphate fertilizer project its intension was to use the 

sulphuric acid by-product of its proposed copper smelter, hut with the 

world copper market in a doldrum, even the IS,,220 million copper smelter 

is by no means a certainty, and it is also relatively cheap to import 

sulphuric acid.

Therefore, it is not surprising at all that the superphosphate 

fertilizer project was given up in nid-1973 on the basic of findings of 

Japanese feasibility study. As an alternative, the tt-ilip ines proposed 

ammonium sulfate fertilizer project at the 9th COHA. meeting in Hovemb.>r 

1979» The project which was to have coat U3J32G million, was really



an expanded national project which other member countries were reluctant 

to consider as an AIP. Besides, the findings by Arther D, Little and 

associates, U3 consul! ants, cast serious doubts about the viability of 

the project. The project has been, therefore, abandoned as an ASEAN 

project, although the Philippines has indicated that it will proceed with 

it as a national project. It is of interest to note that the amonium 

fertilizer project has now been substituted by an integrated pulp and 

paper project. This substitution has been agreed upon in principle by 

the ASEAN Economic Ministers, while a detailed feasibility study is now 

being undertaken.

(d) Diesel Engine Project: Singapore

The selection of diesel engines for industrial cooperation 

in ASEAN was apparently based on the existing and projected demand for 

diesel engines in the region, while the allocation of the project to 

Singapore was presumably due to the skill-intensity of diesel engine 

manufacturing based on the principle of comparative advantage.

Diesel engines ¡nay be classified according to application and/ 

or HP range. Major stationary applications of diesel engines below 20 IIP 

are power tillers, rice hullers, small pumps and other agricultural 

machinery, while larger HP ranges of stationary variety are used as power 

generators, air compressors and as power units for tractors, earth-moving 

equipment, forklifts and miscellaneous construction machinery. Karine 

applications include the main propulsion and auxiliary engines for various 

types of marine craft ranging from small boats to coastal vessels. 

Automotive applications are mainly for passenger vehicles and comnercial
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vehicles includine licht goods vehicles, trucia cjid buses

All in all, especially in the case of stationary and marine 
applications, diesel engines of less than 20 IIP constitute the major 
proportion of tue total denand. The demand for diesel engines of less 
than 20 IIP is expected to grow at 5 per cent per annum, although higher 
IIP ranges are estimated to grow at a much faster rate.

The existing production capacity in the AShAi: region is 
extremely inadequate when compared with the demand for diesel engines. 
Tliis implies a residual denand for diesel engines especially in the HP 
range below J00 HP range which is substantially large.

Diesel engine's production capacity in the ASEAI! region is 
presently confined to less than 500 HP range in Indonesia, Malaysia and 
the Philippines. Thailand and Singapore do not manufacture or assemble 
diesel engines. If one takes into account the new production capacity 
which is already underway, the residual for diesel engine below 20 HP 
range in the ASEAI! region will be considerably less.

Indonesia presently produces diesel engines up to 120 HP and 
it is also known to have firm plans to produce diesel engines up to 
500 HP. Malaysia, in addition to several diesel engine projects which 
are already in operation, has firm plans to produce engines up to 200 IIP. 
It is also known that Malaysia has approved a few projects to manufacture 
stationary engines up to 1,000 HP and marine engines up to 800 IIP. The 
Philippines has a number of existing diesel engine projects up to 5̂ HP 
as well as a planned project of automotive category within the range of 

5̂-^00 IIP which could also be counted for certain non-automotive apjxLica- 
tions. Thailand has definitive plans to manufacture small stationary
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engines within 5-50 HI range and automotive engines covering the range 
of 50-300 :d-, which could be converted for non-automotivc applications, 
as in the case of the Philippines. Singapore does not have any diesel 
engine plants in existence, although it had planned to manufacture marine 
diesel engines of large IIP.

As it was noted earlier, the residual market for diesel engines 
ir. the AS .fill region, tailing into consideration the national projects, is 
soncwliat sr.iall. Infact, if one takes account of all planned projects 
which are scheduled to materialise in the 19o0s, the residual market for 
diesel engines especially in the lowest IIP ranges will be extremely narrow. 
Tlie adverse implications of this for the projects of the Ao.f'J! diesel engine 
project allocated to bingapore, is readily clear.

Hie member countries have been unwilling or unable to allow 
the Ab.l'j: project to compete with their national projects. Thus,
Indonesia wanted to restrict entry for A3HAII diesel engines within the range 
below 500 Id . By the same token Malaysia would not allow free entry 
for Ab. i\i: diesel engine below 200 Id5, and Thailand below HP and the 
Philippines less than kOO HP. buch a restriction would seriously hamper 
the viability of the ASliAK diesel engine project, since it is the lower 
HP ranges which constitute the bulk of the demand in the ASiiAII region.

It might appear that the A3HAII project could still supply the 
CKD packs in the lower IIP ranges to the member countries which only 
assemble, and not manufacture, diesel engines of such HP ranges. But 
most countries also have planned progressive manufacturing programmes.

At best, tiie ASiiAN diesel engine project could only attempt 
to supply the CKD packs or components where they are not yet produced
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v/ithin the country, the entire CBU market which is not served by the 
national projects and the residual CBU market which is already served 
by the national projects under some preferential trade arrangements.
But, it became clear that engines of less than 200 HP vn.ll not be granted 
preferential tariffs. This, in effect, ruled out the production of 
agricultural), engines which represents the most important segment of the 
diesel engine market, and that Singapore could only concentrate on 
marine engines and larger power generators. Such restrictions, which 
cast serious doubts on the appropriateness as well as the economic 
viability of the ЛЗЕЛК diesel engine project, could not justify an invest­
ment of lToS200-225 million in Singapore for the project.^

rhe V  diesel engine project, which wan designed to manu­

facture diesel engines with 5-21,000 HP, with a planned capacity of 
100,000 units per year, has been shelved for good, at the 9th C0IKE 
Meeting in November 1979» Singapore made it clear in no uncertain terms 

that the /iSSAI i diesel engine project assigned to Singapore could not 

take-off until and vinless other member countries decide not to go ahead 

with their planned national diesel engine projects. However, Indonesia, 

Thailand and the Philippines made it equally clear that they were going 

to implement their plans for their national projects. Consequently, 

the ASEAN diesel engine project was abandoned quietly.

-^his figure is from the Wall Street Journal. Official estimate was 
US'jl̂K) million.
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(ii) The Second Package of AIPs

In addition to the five projects for industrial regional 
cooperation considered above, A3.AJI lias identified seven new projects, 
namely newsprint, potash, metal worthing machine tools, electrolytic 
tin plating, heavy-duty tyres, TV picture tubes and fisheries which 
would form the second industrial package for regional cooperation. The 
projects ’-»ve been allocated for purposes of pre-feasibility studies to 
member cou: tries as follows:

Indonesia: heavy-duty rubber tyres
Malaysia: metal working machine tools
Philippines: newsprint and electrolytic

tin-plating
Singapore: IV picture tubes
Tliailand: potash and fisheries

(a) Ileavy-IXity Tyres: Indonesia
Apparently, the selection of heavy-duty tyres is most appropriate 

not only because there is a large and growing demand for heavy-duty tyres 
in the AS'.I'd. region, but also because the region itself is the major pro­
ducer of the basic raw material, natural rubber. Although scale economies 
will justify the setting up of a large regional plant rather than a 
multiplicity of small national plants, the nember countries either have 
domestic rubber tyre capacities already in existence or have planned 
.'apacities at various stages of commitment and implementation.

Indonesia lias two rubber tyre plants in operation, producing 
about 10,000 units per year. In addition to these two, a new plant.,
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namely the Indonr-sia Tire, with a capacity of *t,OOC unite per year is 
being planned to begin operation in the early 19S0s. Although the classi­
fication of rubber tyres is not readily available, the percentage share 
of heavy-duty tyres in Indonesian rubber tyres output is apparently 
small, for Indonesia is known to meet its demand for heavy-duty tyres 
tna-i nly by imports from the United States and Japan.

Malaysia is the only ASHAII country which exports heavy-duty 
tyres. Malaysia hi.  ̂plant, the existing capacity of which is 22,500 

units per year. An expansion of the capacity amounting to ̂ 5,000 units 
of heavy duty-tyres has recently been completed. Malaysia has a fairly 
strong prima facie case to bid for the ASliAh heavy-duty tyres project, 
for Malaysia is the principal producer of natural rubber of SIIR (which 
is ideal for heavy-duty purposes) variety with considerable experience 
in producing and exporting heavy-duty tyres at competitive prices, 
although the prefeasibility study of the project has been assigned to 
Indonesia.

The Philippines presently has an existing plant which produces 
rubber tyres including heavy-duty tyres, but there are no plans for the 
expansion of this capacity. A substantial proportion of the demand for 
heavy-duty tyres in the Philippines is met by imports mainly from Japan 
and the United States. Singapore produces heavy-duty tyres mainly for 
it domestic market but a sizeable proportion of national requirement is 
met through importation. Thailand's existing capacity for tyre produc­
tion being small, the bulk of her demand for heavy-duty tyres is satisfied 
by imports mainly from Japan and the United States.

Indonesia, to which heavy-duty rubber tyres project has been
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assigned, is presently undertakine a pre-feasibility study. However» it 

appears the study has been constrained by lack of pertinent data on market 

projections and expansion plans of existing manufacturing facilities

in the ASA All region.

(b) Iietal '.forking I Machine Tools: Malaysia

There are considerable scale economies in the manufacturing 

of machine tools and the ASEAK market for these machine tools is fairly 
substantial, thus warranting a pre-feasibility study as an ASEAN project.

Indonesia presently does net manufacture any machine tools. 

However, a workshop constructed to recondition machine tools has recently 

come into operation. A M s  workshop has been designed to meet only about 

10£> of the total domestic requirements. Indonesia's current demand for 

machine tools are met by ' nports mainly from Japan, Taiwan, Germany,

China and Hoag Kong.

Malaysia, which is known to be bidding for the ASEAN machine 

tools project, currently has no plants to produce machine tools. Its 

entire demand is met from imports, the major sources of which are Japan,

Taiwan and China.

The Philippines began to produce machine tools only in 1976 

when the plant producing lathes started operation with a capacity of 

1,900 units per year. In addition, two drill press plants with a total 

capacity of 2,120 units per year are nearing completion. The Philippines, 

however, will have to continue importation of machine tools to meet its 

shortfall. There are several firms in Singapore currently producing and 

exporting lathe drilling and grinding machines and Singapore has a number
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of machine tools projects already under construction. Cn this basiG it 
would appear that Singapore is an economically ideal centre for machine 

tools manufacturing in the ASEAN region. In Thailand there are five 

small firms engaged in the production of lathe drilling and shaping 

machine. But̂  Thailand depends also on imports for meeting h>.r domestic 

demand for machine tools.

Malaysia was initially keen on hosting the A3EAII metal working 

machinery project. The pre-feasibility study seems to have revealed that 

the metal working machine tools manufacturing industry consists of a 

large number of sub-sector6 which are at various stages of development 

ix the ASEAN member countries. The situation appears to be somewhat 

similar to that existing in the diesel engine manufacturing industry.

It is therefore unlikely that the project will ever materialise. However, 

the metal working machinery manufacturing may lend itself to ASEAN 

industrial complementation scheme. It is learned that Malaysia ha^ in­

fact, suggested the coversion of the project from All to AIC status and 

COBLE is seriously looking into the Malaysian proposal.

(c) Newsprint: Philippines

Southeast Asia has enough tropical timber resources which could 

be utilised in the production of newsprint for which there is already a 

large market in the region. The inclusion of the newsprint project in 

the ASEAN regional industrial package is thus appropriate.

Indonesia presently does not produce newsprint and relies 

completely on imports. However, a project is already underway in Indonesia 

to manufacture newsprint meant for domestic consumption. The project,
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envisaged capacity of wliicii is about 3b,C0C metric tons per year is 
expected to be in operation by 1985* The Indonesian newsprint project 
to be located in I-otog in Central Java, will make use of local raw 
material, long-fibered Pinus Kerkussi.

Malaysia's demand for newsprint is satisfied by imports from 
Carada, Norway and Japan. It is of interest to note that Malaysia has 
signalled her interest to host the AS'iAII newsprint project with a proposed 
capacity of 70,000 metric tons per year.

The Philippines, which is also a keen candidate for hosting 
the ASEAN newsprint project, has an existing capacity which turns out 
8U,000 metric tons of newsprint output per year which is barely sufficient 
to meet the domestic requirements. About 95% of the country's require­
ments is met by supplies from one large manufacturing firm under Jff/o 
tariff protection. This firm is presently using a 100% mixed hardwood 
pulp for its production. The present capacity is to be expanded to 
10S,000 metric tons by 1979» Hie Philippines has proposed to set up an 
integrated newsprint mill based on wood pulp and/or local materials such 
as sugar cane, rice straw, etc.

The Philippines has already conducted a pre-ieasibility study 
of an A3SAI." nev/sprint project and has a proposal to put up an integrated 
mill with a capacity of 350i000 metric tons per annum which is substan­
tially larger than minimum economic-sized plant of 200,000 tons suggested 
by UNIDO. The A.JEAN market appears to be large enough for a project of 
such an ambitious scale.

Singapore is the only ASEAN country which has no existing or 
planned newsprint capacity. Its newsprint requirements are met by imports.
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Thailand, which has no existing newsprint capacity, plans to establish 

an annual capacity of 60,000 metric tons.

Presently, the ASEAN region relies heavily on foreign sources 

for supplies of newsprint. Supplies from within the region form lees 

than one-fourth of the total requirements of the region. However, with 

the implementation of the ASEAN newsprint project the region can supply 

itself about 86 per cent of its total requirements.

Although four possible locations in ASEAN have been considered 

seriously for establishing the newsprint project, it is the Philippines 

which is bidding most strongly for it. It is also of interest to note 

that a FAO study on the prospects for the development of pulp and paper 

industries has been adopted as a planning guide.

(d) Electrolytic Tin Plates: Philippines

Despite the fact ASEAN countries, especially Malaysia,

Indonesia and Thailand are the major producers of tin, th2 region has 

not been producing electrolytic tin plates, except in the case of the 

Philippines- Since the region has abundant supplies of tin as well as a 

fairly large market for tin plates, it is perhaps timely that the pro­

duction of electrolytic tin plate is considered in the regional context 

so as to exploit scale economies which are substantial.

Indonesia accounts for about 2."% of total demand for electro­

lytic tin plates in the ASEAN region. All of Indonesian requirements are 

presently met by imports from Japan, Australia and England. Three plants 

with a combined capacity of 40,000 metric tons per year have been planned. 

There are also plans to expand the capacity to i>0,000 metric tons in the
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near future

Malaysia, world's largest tin producer has no tin plating 

plants and apparently has no plans to undertake such plants in the near 

future. Malaysia's demand for electrolytic tin plates, which represent 

16 per cent of the region's total demand is met by imports mainly from 

Japan, Australia and the United States.

Hie Philippines is the largest consumer of tin plates in the 

ASEAN region, accounting for about one-third of the total, region's 

consumption. The Philippines meets its requirements from its domestic 

supplies, the present capacity of which is 150,000 metric tons per year.

The Philippines is keen to host the ASEAN electrolytic tin plating project, 

as it has the experience and expertise in the field.

Singapore, which is the most industrialised among the ASEAN 

partner nations, is second only to the Philippines in tin plate consumption. 

But all of Singapore's requirements are presently met by importation.

Thailand accounts for 16 per cent of ASEAN consumption of 

electrolytic tin consumption. There is a plan to put up a plant capable 

of producing 80,000 tons per year, sufficient to meet her domestic re- 

quiremer ¿8.

Bren if the planned capacities of Indonesia and Thailand 

material se in the early 1980s, the ASEAN would only be able to meet about 

60 per cent of it6 requirements and the shortfall of more than 193*000 

metric tons is large enough to warrant an ASEAN electrolytic tin plating 

project.

The Philippines, to which the feasibility study of the electro-
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lytic tin plating project has been assigned, has sought raulbilateral 

assistance for undertaking a detailed study.

Colour TV Picture Tubes: Singapore

As much as ?0 per cent of ASEAN's denand for TV picture tubes 

(black & white and colour) is already being met by national supplies within 

the region. However, rapid expansion of demand would significantly lov/er 

the level of self-sufficiency in the region despite a planned expansion of 

capacity by 22^,000 units.

Indonesia imports most of its TV picture tubes mainly from 

Japan, Taiwan, the United States and the Benelux countries. There is one 

existing plant producing black and white TV picture tubes in Indonesia 

and there is also a plan to expand this capacity to 200,000 units per year 

in the near future.

Malaysia meets all its TV picture tube requirements through 

importation, the major sources of which are Holland and Japan. There are 

no firm plans to produce TV picture tubes locally.

The Philippines produces only black and white TV picture tubes 

and there are three existing plants with a combined capacity of 260,000 

units per year. The Philippines is thus able to meet its domestic demand 

for black and white TV picture tubes. There is a plan to expand this 

capacity to b8Ut000 units per year. This might however result in a glut 

of TV picture tubes in the Philippines, unless the products are competitive 

enough to be exported.

Singapore currently produces 360,000 units of black and white
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TV picture tubes per year. But Singapore's imports of TV picture tubes 

are substantial, owinc to its entrepot trade. Thailand does not manu­

facture TV picture tubes and imports its requirements mainly from Japan,

Singapore has, however, found that the ASEAN market for colour 

TV picture tubes is too small to support an economic-size ASEAN plant.

It is also of interest to note that Singapore is already in the process 

of implementing a national project to manufacture colour TV tubes for 

the world market, which can also supply the ASEAN requirement. Singapore 

has, therefore, made it clear that she is not interested in pursuing the 

project as an ASEAN industrial project.

(f) Potash: Thailand

The region's entire potash consumption is currently met by 

imports. The average consumption per head is estimated to 1.6 kg. per 

head. Thailand is the largest potash consumer, accounting for about 41 

per cent of total ASEAN consumption, while Singapore's consumptions on 

the other extreme is negligible.

Indonesia accounts for about 1̂ + per cent of total ASEAN potash 

consumption, and has a potash plant with a capacity of 10,000 metric tons 

per year.

Malaysia which is second largest consumer of potash in the 

A3EAI: region, has no existing or planned capacity for the production of 

potash. The country's entire domestic requirements are being met by 

supplies from Canada, Africa, i/est European and the Middle-east countries. 

The Philippine's domestic requirements are met by imports from the United 

States, Canada and Israel, there being no local production of potash.

-  72 -



Sij^apore does not produce any potash and consumes potash only in neri'’ - 

gible quantities.

Thailand, as noted 'hove, is the largest potash consumer and 

thus apparently qualifies to host the AS .d; potash plant, •.-ven though 

Indonesia already has a small notash plant which supplì os a part of its 

domestic requirement.

There is a close link between the potash project of the second 

package of AIPs and the rock salt/aoda ash project of the initial package 

of AIPs.. Although it is known that vast quantities of rock salt and 

potash deposits exist in the Northeast Thailand, the proven ’cpesit3 of 

potash have not been accurately determined. Nevertheless, the chances 

of successful establishment of the potash project as an .JI appear to be 

bright for a number of valid reasons. First, there is a rabidly growing 

market for potash not only in the ASLAN but also in the rest of Asia.

Second, there is hardly any existing potash producing plant in the ASLAN 

region with the exception of the small Indonesian plant to which references 

were made earlier. Finally, and perhaps most importantly, production 

costs could be minimised so that the product would be internationally 

competitive now that rock salt and potash could be extracted simultaneously 

from the same sites in the Northeastern Thailand.

(g) Fisheries: Thailand

The ASEAN countries import substantial quantities of fresh 

water and marine fish, owing to the poor harvest which is insufficient 

to meet the domestic demand. The existing capacities in the AS'¿AI! countries 

are based on traditional methods which are responsible for the low produc-
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tivity in the fisheries sector. The establishment of capital and tech­

nology intensive nodern fisheries will help increase the harvest at 

reduced costs. This seems to make sense especially because of the 

apparently rich fishing ground in the A3iu\I' region.

Indonesia and Malaysia do have comnercial fishing fleets, 

although no data are readily available regarding their capacities.

Malaysia imports fish from Thailand, Taiwan and Japan while the Philippines 

imports from Japan, Morocco, the United States, Peru, Thailand and Japan. 

Singapore depends almost completely on imports while Thailand is the only 

AS.-LU! country which exports fresh water and marine fish.

Thailand has a developed special expertise and skill in fishing 

so much so that other .iSiAl.' countries lag far behind Thailand in the 

field of fisliing. Thailand, in fact, can be rightly regarded as the 

fisliing nation in the ASiiAK region. V/hile Thai fishing experience, 

expertise and shill render Thailand as the most eligible candidate for 

hosting the AS .All fishery project, there are formidable political problems 

to be overcome. Thais are often accused of encroaching into the fishing 

grounds of its neighbouring countries and it is unlikely that other ASEAN 

countries would allow their fishing grounds to be exploited by the Thais 

even for the sake of industrial cooperation.

-  74 -



(iii) Problems and Prospects

(a) Market constraints
The main thrust of the argument in favour of package deal 

agreements is that they would pave the way for the establishment of "new" 
industries on a scale which cannot otherwise be accommodated on a 
national basis. But, the contents of the industrial packages are not 
totally new to the ASEAil region in that there sure already existing or 
planned capacities in one or more member countries. It is the presence 
of such capacities which cast serious doubts cn the viability of the 
ASEAN projects. For, countries which already possess or have firm plans 
to put up such plants, will be unwilling or unable to open their markets 
to the products of the ASEAN project.

This indeed was the case with the proposed ASEAl! diesel engines 
project. Indonesia has already indicated that it will close its market 
to diesel engines below 500 HP, while Malaysia and the Philippines would 
follow suit by closing their markets for ASEAN diesel engines below 200 III 
and **00 IIP, respectively, to protect their national diesel engines projects 
of corresponding HP ranges which are either in operation or being planned. 
Many of the projects contained in the second industrial package, especially 
newsprint, machine working tools, heavy duty tyres, TV picture tubes seem 
to have encountered similar problems. It therefore appears that no package 
can be designed with the entire AsEAfi market in mind. All that these 
projects can possibly aim at i6 the residual ASEAN market. The size of the 
residual market will of course depend on the project in question, i.e,, 
whether it competes with the existing or planned projects in any of the
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• VJj - . .1 nenber countries

This problem can be totally avoided by designing the package 
in such a way <us not to step on the toes of any project which is already 
in existence or which is firmly planned in any member country. This 
ap roach would however seriousl; limit the range of industries. For, many 
useful projects u licii can be better organized on a regional basis are 
already heir;, considered on a national basis. The problem can be resolved 
in the Ion, run if the members agree to phase out existing domestic capa­
cities and to scrap planner capacities. This however presupposes the pre­
valence of a strong spirit of regionalism within Ao.iii.. Such a possibility 
is clearly i'ar-fetched in t».e present »Sh.d; contest.

() Political realities

Package deal agreements are considered suitable for introducing 
new industries that do not at present exist in .iSiLu . Package deal 
agreements will help set up giant industrial projects that cannot be 
sustained on a national basis, i.e., projects that entail substantial 
savin'-s stemming frc~ scale economies, with strorg polarizing effects. 
Politically ¿t appears to be easier to initiate package-deal agreements 
for industries that do not exist than to implement complementation pro­
grammes for rationalization of existing industries which are complicated 
by the existence of pressure groups ir the member countries. This explains 
why an automobile complementation scheme proposed by the Philippines has 
apparently failed to win wide supiort in the AoFAP circles. AdK'VN has 
chosen to avoid in the initial stages dangers of disagreements that are 
likely to arise from any complementation programme}and to concentrate on 
package deal agreements certainly i,iiir.es good sense. be that aB it may,
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both the first package of five projects as well as the second package of 
seven trojects seem to be running into serious practical difficulties 
which may be ascribed to the political realities of tlie AG-JUi region.

Despite the gradually rising tide of regionalism in southeast 
Asia, ASEAN countries are strongly nationalistic in their outlook and 
approaches. ASEAN has found it easier to cooperate with each other on 
external issues of common interest, than on intra-regional matters. 
Experience has shown that ASEAN countries are not ready yet to make 
economic "adjustments" which seem to be painful in the short run, 
although such adjustments may well be in the lonr-term interest of all 
member countries. The inability or the unwillingness to grant preferential 
treatment to the AIP products simply because it would hurt existing 
domestic industries, is evidently clear. Gome ASEAN countries have been 
unwilling or unable to abandon national projects which are still in the 
planning stage, let alone phase out the existing plants for the sake of 
industrial cooperation. It is mainly for this reason that several .;IFs, 
including diesel engine, machine tool and colour TV tubes projects, have 
suffered abortive take-offs.

(c) Alternative approaches

It is possible to identify two different approaches to regional 
industrial cooperation. One approach calls for industrial planning which 
determines the choice, location, financing and other aspects of industries, 
while the other seeks private market solutions. The former approach requires 
specific trade policies to facilitate intra-regional movement of goods of 
selected industries through reduction if not elimination of intra-regional 
tariff and non-tariff barriers and to protect the c.iosen regional industries
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from extra-regional competition through the establishment and enforcement 
ox common external tariffs. The second approach, on the other hand, 
assigns a more active role to trade policy which will then provide an 
economic environment conducive to regional specialisation in manufacturing 
production and trade.

That AS..1.11-' has opted for the first approach is manifest from
the manner in which the first package of five projects has been identified
and allocated among member countries. The experience so far with these
five projects has brought to light some of the shortcomings of this
approach. It appears in retrospect that the Bali decision on the projects
was made too hastily, prompted by political will rather than by any
serious preliminary study. In fairness, however, it may be pointed out
that the Bali decision was merely to allocate the projects among member
countries for the purpose of examining the feasibility of establishing 

12/the five plants. — Implicit, however, was the understanding that the 
countries which undertook the feasibility studies would also host their 
respective projects if they were found to be economically viable.
This was tantamount to placing the cart before the horse in the sense 
that the projects were allocated before their feasibility could be 
established.

The Bali-type approach contains two possible dangers: a good
project may be rejected and a bad one may be implemented. For example, 
project A muy not be economically viable if it is to be located in 
country X, which undertakes the feasibility study, but may well be 
economically viable if it is to be located in country Y, and the chances

1-̂ \rdnt, H.W., "Malaysia and ASE/Ui Economic Cooperation", Asian Studies 
Association of Australia and National Conference, Sydney (mimeo), 1978.
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are that the project will be thrown overboard in the process; country 
Z which is keen on project C and which undertakes the feasibility study 
nay make a case for it, even if its economic viability is in serious 
doubt, and use its political influence to persuade other members to 
extend preferential treatment which would render the project financially 
viable. These dangers can, however, be minimised if feasibility studies 
are undertaken by a supra-national body prior to project allocation.

As discussed earlier, the industrial projects, except for the 
urea project allocated to Indonesia, seem to be heading towards impasse 
even in the initial stages, iiome others may be implemented for political 
reasons. Some of these projects are regarded with an air of scepticism 
in the ASEAi; private sector, the active role of which is crucial for 
their successful implementation.

It is still possible, although unlikely, fcr seme people to be iEpkneited fcr 
political reasons. They nay be supported by trade and other policies 
which are incompatible with efficient allocation of regional resources.
The danger here is that trade policies might cause price distortions 
which affect adversely the economic welfare of society in gencrpl and 
cf consumers in particular.

The second approach presents an almost diametrically opposite 
strategy for regional industrial cooperation. Under this approach, 
trade liberalisation becomes a prerequisite for industrial cooperation 
in the sense that free intra-regional trade will provide an atmosphere 
in which opportunities for efficient investment become apparent to private 
investors. The fact that the initiative comes from the private sector 
without solutions being imposed on it will facilitate an efficient
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allocation of resources and the successful implementation of industrial 
projects.

Regional industrial cooperation should not necessarily be left 
entirely to private narkets. Efficiency is not the only criterion for 
assessing any regional industrial project, and in any case, political 
realities may not pernit the free play of private forces within the 
regional framework. These realities impose constraints upon the second 
approach, but they do not render it inapplicable. Complete removal of 
all trade barriers is too ambitious a goal, but selective trade libera­
lisation would preserve important elements of the second approach. The 
establishment of regional industries may proceed along the lines suggested 
by the following sequence of steps:

1. Identification of large-scale 'infant' industries 
which require a regional market to be viable during 
infancy.

2. The removal, complete or partiell, of intra-regional 
trade barriers facing these industrial products.

3. Declaration of governr..?nt policy support (effective 
subsidy) for investment in these areas (that is, how 
much society is willing to pay «ver and above world 
market prices and lor how long).

k m Response from the private sector.

3. Institutional arrangements to impose such conditions 
as may be required to achieve other goals such sis 
equitable distribution of benefits and costs.
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Some of the problems associated with the présent pacha e of 
five industries would not arise if such an approach t.ere a :o; fed. Sut 
conflicts of national interests and political is uos cannot he avoided 
totally. If it is neccssar; t- find solutions that arc cor: letely 
acceptable to all parties, the range of eligible industries ail"! be so 
narrow that the full benefits of regional cooperation will not be secured, 
and regional cooperation itself will become a futile cuercise. . require­
ment that no member country feels that it is hurt by nr.y :;in; 1 c industrial 
project would clearly be the antithesis of the spirit of l'egional co­
operation. filthough one member country nay not benefit from an individual 
project, it is possible for the nation to gain from a jro~ranne o. industrial 
cooperation of which the project forms apart, with the negative effects 
associated with a given project more than offset by the positive effects 
associated with some other project.



CHAPTER VI

SUKKARY AND CONCLUSION

Between the angkok declaration in 1?67 and the Bali Concord 
in 19?o liad remined rather inactive in the field of economic
cooperation in general and industrial cooperation in particular. After 
a long gestation period, Ad, .Ah has finally taken positive measures to 
promote regional cooperation in the field of industrial development.
The "package deal" approach towards establishing large-scale ASEAN 
industrial Irojects (Alls) lias so far provided the main thrust in the 
direction of industrial cooperation.

The concept of i.Iis seems to be theoretically sound. It 
certainly makes a lot of sense for a croup of countries which already 
have had considerable experience in industrial development. Economies 
of scale provide the main argument for the setting up of industrial 
projects which would serve the entire region. Enormous savings in costs 
.and capital investments for regional projects vis-a-vis national projects 
are jossible.

ASEAN countries are apparently at different stages of indus­
trial development. This variation coupled with considerable variety 
found in resource endowments, would permit, a fair degree of complementarity 
in new industrial projects which can be 6et up under the package deal 
programme, kolitically, too, it appears that it would be a lot easier 
to initiate "new" package-deal projects than to reorganise or rationalise
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the existing industries.

!Hieoretically, therefore, the prospects for .ills appear to be 
fairly good. Inspite of all this, the procress of .IPs lias been only 
modest. Of the initial five projects, diesel engine and superphosphates 
projects allocated to Singapore and the Philippines, respectively, have 
been abandoned. Of the three s irvivinc projects, the Indonesian and 
Malaysian urea projects have already reached the implementation phase, 
while the rock salt/soda ash project allocated to Thailand is now under 
close scrutiny. ASEdi experience with Alls thus seems to suggest that 
theory and practice are somewhat at variance.

Explanations for this "variance" are not diffic It to find.
In the first place, aSEAI! exhibited considerable haste in tie initial 
ttage in identifying and allocating Alls.  ̂lot of embarrassment cou]d 
have been avoided if preliminary studies had been urdertakcn before 
public announcements were made. It must however be pointed out that 
although ASEAN had shown haste in the identification and allegation of 
AIPs, ASEAN was not hasty in implementing them. This restrain of the 
part of ASEAN has prevented costly mistakes in the case of some projects, 
especially the superphosphate project, which were found to be uneconomical. 
It is also of interest to note that all these projects have been subject 
to close scrutiny and that no uneconomic projects are being bulldozed for 
political reasons in the name ef regionalism. Even in the case of urea 
projects where some excess capacity is indicated in the feasibility 
studies, the ventures seen to be comnctitive enough for the product to 
be marketed outside the region eventually.

V/hile it is comforting to note that th? AEEAIi cooperation
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machinery ensures tliat no unecononical projects t/oulcl be inplenented,

it is disturb: ng to observe that .o-!..!. is not strong enough to overcome 
nationalise iu. nenber countries, that thwarts the establishment of good 
industrial projects on a regional basis, References may be made in this 
context to the <7iesol engine project in the first package and the colour 
TV picture tubes project in the second package, which could not be set 
up singly because some neber countries were unwilling to wind up un­
economic national projects to make way for the regional project.

It appears in retrospect that the projects chosen for industrial 
cooperation v. .re not "com. .only acceptable". Some projects, which were 
acceptable to sone member countries where no similar national projects 
uere in existence, were unacceptable to others where similar national 
projects were either in existence or being planned. This "conmonality" 
criterion would require that Alls should be carefully chosen so as to 
avoid those industries which are already in o eration or in the advanced 
planning stage, on a national basis, in any member country.

however, the commonality criterion, which excludes projects 
that are likely to bring national and regional interests into open 
conflicts, imposes serious constraints upon the scope for ASMAN industrial 
cooperation. ..hile it is desirable to avoid such clashes or conflicts 
between regional and national projects especially in the beginning, the 
inevitability of stepping on each other'6 toes in the process of indus­
trial cooperation should also be appreciated. Otherwise, many useful 
projects will be unnecessarily excluded, rendering regional economic 
cooperation a meaningless exercise.

Also, it is important to take a macro view of economic

8k -



cooperation and to consider project packages as a whole, because a 
strictly nicro vi -v of individual projects and a cost-benefit evaluation 
of individual projects in isolation can be highly misleading. For, a 
member country may lose a little in one project and gain a lot in another. 
¿very member cannot expect to gain in every regional project. Besides, 
vegional cooperation is not a zero-sum game, Seen in its entirety, 
regional economic cooperation can be worthwhile for all members, although 
some members may gain more than others in the rocess. What is sadly 
missing and badly needed in ASB Ji is the spirit of give-and-take. It is 
in this sense that .VSEAN still seems to be immature.

do far, the private sector response to the Alls has been some­
what lukewarm, partly because the private sector participation in planning 
and decision-making has beer, almost nil. krivete busi-.essmen are not 
happy to let the bureaucrats make investment decisions for them. It is 
therefore necessary that private sector is consulted at every stage, if 
the private sector were :o play any important role in the promotion of 
.1:3. But, the ASEAN approach seems to deny the private sector such a 
role in so far as AIPs c.’-e concerned. In this regard, ASEAN appears to 
rely heavily on central planning. 'Die selections of industrial projects 
and the geographical allocation of them are strictly programmed, although 
the role of the market is not eliminated in the implementation phase. The 
danger inherent in thi6 approach in terms of allocative inefficiency are 
fairly clear. Besides, such a heavy reliance on central planning requires a strong 
regional bureaucracy which ASEAN does not have.

The wisdom of customs union treatment for these projects 
through the imposition of common external tariffs can be questioned
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seriously on both economic and political grounds. Economically, it is 
undesirable as it might shelter inefficiency; politically, it may not 
be possible for all members with different trade regimes to agree to 
any comnor. external tariff. An alternative a}proach would be to eliminate 
trade barriers and create a climate conducive to investment so that the 
private sector can exploit the business opportunities in such a way as 
to bring about efficient allocation of resources in the region, with 
Governments playing am important role in providing funds, infrastructural 
and other supportive fertilities. Other policy objectives such as equitable 
distribution of projects may be achieved through other means in such a 
way as not to stifle market forces.

Tliat Alls require the private sectors' sup ort and participation 
in their implementation is readily obvious, while the need to consult the 
private sector seems to be generally acceptad by the AS IAN Governments, 
the present arrangements for consultation between the A Si_.II-C C I amd the 
ASEAN Governments are inadequate. It is important that AS.iAN-CCI is 
placed in such a position that it cam associate closely at various 
stages in the deliberations and decision-mailing process.

It is also importauit that decisions au-rived at by the ASEAN 
Governments filter down fairly quickly through out the bureaucracy, 
fhere is no doubt that political will necessairy for regional cooperation 
extends to the ministerial level of the .ASEAN Governments, but this is 
not reflective of their entire bureaucracies. The political will 
necessary to promote regional cooperation must permeate the whole 
government bureaucracy. Thus, there is a need to develop closer linkages 
not only between the Governments and private sectors but also among the
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various levels of the Oovernment sector.

Raving said all these, one must hasten to add in ail fairness 
that ASLAN's achievements so far are ty no means insignificant. Ko 
doubt, ASLAN's experience in industrial cooperation shows that there is 
much left to be desired, but the strength of AS. .AN lies in its capacity 
to avoid costly mistakes, its courage to retreat if it is in the common 
interest of all, and not to let any set-back to dampen its spirit to try 
something new.

The atmosphere within AS A!' is now fertile and conducive for 
effective economic cooperation. Thorns in interstate relations have 
been removed, misunderstanding and distrust between member countries 
have been largely cleared, and teething troubles have been successfully 
overcome.

All these provide a basis for optimism. The ASLAN market is 
expected to grow by 2.3 timeB its present size in 10 years and to quad- 
nipple by the year 2000. According to the World Bank projections, ASLAN 
consunption will expand four times to US$250 billion; investments will 
rise 4*3 times to US$80 billion; exports will grow 1.3 times to US$55 
billion; and imports will increase 1.5 times to IJSÎ62 billion during the 
1980s. It is important to note that none of these projections take into 
acoount the impact ASEAN regional cooperation could have in the 1980s. 
¿SEAN economic cooperation particularly in the field of industrial 
development oan be expected to multiply literally the economic opportuni­
ties within the ASEAN region far beyond those depicted in the above 
projections. This would further enhance the scope for AlPs. For, 
nothing suooeedi. like suooess.
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