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YREFACE

The Regional and Country Studies Branch of the Division for Industrial
Studies, URIDO, within its studies and research programme, is giving
particular attention to the potential of co-operation between developing
countries in the context of sub-regional schemes; emphasis being placed
on the pursuan:e of the most effective modes of co-operation in :he field

of industry.

Thus, as pert of the programme for 1931, a series of issue-oriented
studies or analvses were carried out on various aspects of indaustriai co-
operation within the regional co-operation schemes of ASEAN anZ the
Andean Group. The main objective of the studies was to provide guidance
for future regional and sudb-regional co-operation in industry between
developing countries through analysis of the ASEAN and Andean Group
experience in the various forms of irdustrial co-operation which have

been pursucd.

The ASEAN studies aimed to bring nut and analyse c.itical issues in
the industrial co-operation:; the various forms of co-operation employed;
the methods and modalities used in identifying, prepsiing and analysing
various factors at the branch or products level as well as at the project
level. The studies were not intendad to present a chronological expose
of the industrial co-operation in the region, th: past experience was
lockxed at merely as reference in the analysis of the kXey issues involved,
howv further progress may be achieved and of the various meacures which may
be taken to that effect.

The specific areas in respect of vhich issue-oriented analyticel

studies concerning ASEAN have deen carried out are:

(i) ASEAN industrial cc-operation - a long-term perspective;
(11) ASEAN industrial product or branch co-operation through
indvstrial complementation programmes and technical

co-operation arrangements;

(i11) regional industrial projects - the present large-scale
ASEAF Inductrial Projrcts (AIPs) as well au prospective
ASPAN joint-verture projects spunsored by the priva.e

sectr~;
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(iv) ASEAR co-operation in industrial financing and

promotion.

The present study concerning the develoment of the ASFAR Industrial
Projects (AIPs) has becn prepared for UNIDO by Professor Mohamed Ariff,
Faculty of Economics and Administration, University of Malaya, Kuala

Lampur.

Regional end Country Siudies Branch
Di--ision for Industrial Studies
UNIDO
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CHAPTER 1

INTRODUCTION

The Association of South East Asian Nations (ASEAN) came into
existence on 8 August 1967 with the signing of the Bangkok Declaration.
Although ASEAN remained somevhat languid in the first decade of its
existence, it is remarkable that ASEAN countries were able to stick to
gether 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 1176.

The UN team of experts vhich was invited to study the scope of economic
cooperation in the ASEAN region had recommended the following mechanisms viz.
(a) trade lidberalization through preferential trading arrangements (PTA) to
encourage intra-ASEAN trade, (b) complementation programmes to rationalize
existiang irju~t:i-& Sy introducing complementarity in industrial production
for the sake of gre.ter economic efficiency, and (¢} "package deal” agreements
to launch large-sca’e industries which require a regioral market to be economical-
ly viable, Y ASEAR has adopied the UN stuay as the basis ®or its major co-
operstion measures, i.e., trade liberalization througt preferantial tariff units
on a steadily increasing number of products, industrial complementation among
existing indastiies and initiation of large-scale industrial projects on a

regional basis.

Although economic conperation was stressed as nne of the main

1/ "Bconomic Co-operation among Member Countries of ASEAN" veport of a UN
Btud:” Team wita Mr. G.Kansu as Team Leader and Profeusor E.A.C.Robinson
as Senior Adviser. The report is published in the Journal of Development
Planning, Mumber 7, United Nations, New York, 197k.




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 jinterests appear to daxpen the enthusiamm for
regional economic cooperation within ASEAN. The reluctance on the part
of some of the member countries to grant mutual tarif{f concessions and
the unwillingness to provide free market access to the procucts of ASEAN
industrial projects illustrate the extent of conflicts between economic

reginnalism and nationalism in Southeast Asia.

The present study is concerned with ASEAN industrial cooperation.
7» be more precise, it focuses on the ASEAN industrial projects under the

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

Two basic approaches were initially adopted to promote ASEAN coope-
ration in the field of industrizl development. The first approach seeks
to establish large-scale govcrnment-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 governuents will
assume the responsibility for setting up the AIPs, the promotion of AIC
projects will be primarily the responsibility of ine 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

lare-scale projects involving heavy capital investments.

At the same time it ma’ be statel that the various industrial projects
considered for ASEAN industrial cooperaticn, may de classified into three subdb-
groups:{i) ASEAN private sector proj:cts (ii)_ASPAN jnint. venture prajectn

and (1ii) ASEAK,




industrial projects.

The ASEAN private sector identified six AIC projects for
consideration by the Committee on Iudustry, Minerals and Energy (COIME).
They were magnesium clinker plant, security paper mill, mini tractor,
motor vehicie 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
autcisotive 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 ailocation of

the second package on automotive complemention, as given below:
Indonesia: steering systenm;
Malaysia: headlights for motor vehicles;

Philippines: heavy-duty rear axles for commercial

vehicles;
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Singapore: fuel injection pumps;
Thailand: carburators.

It is also of interest ‘o note thut additional automotive components are

b2ing considered for ASEAN inaustrial 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 ATEAN 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 ACVPs, if accepted by
ASEAN Governments, will introduce a new dimension in ASIAN cooperation in
the field of industrial development. It has been suggested that AJVPs
may be started one at a time without having to encompasc 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 of ASEAN industrial cooperatioa.

Large-scale government-sponsored ASEAN Industrial Projects (AIPs)
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 decisioi: to launch the first five AIPs was reached in 1976
by the ASFAN Economic Ministers. The allocation:of the initial AIPs were

as follows:

Indonesia: urea




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 ach project is in the process of serious evalua-

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

have been vithdrawn. Philippines har presented another project insteead.
Mesanvhile ASEAN Governments are seriously considering other possible AIPs

some of vhich are pyresently undergoing detailed feasidbilitv studies.

The focus of the present study is on AIPs. Two important
observaticns 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 preseat study attempts to provide at least a pertial answer to it.

The concept of AIPs, tie potential for AIPs in ASEAN given the
present economic and industrial structures in the member cc:utries, the
ASEAN mechanism used for the “niciation and promotion of AIPs and lessons
of ASEAN experience are all coveraed in the subsequent chsoters. The final
chapter provides a summary of the discuesion and the wain conclusions of

the present study.




CHAPTER II

THE CONCEPT OF ASEAN INDUSTRIAL PROJECTS (AIPs)

The ASEAN Concord, which was signed during the Bali Summit in
February 197§, spelled out in no ambiguous terms the areas of ASEAN
economic cooperation. Tne Declaration of ASEAN Concord provides, inter
alia, that member couniries "shall co—operate to establish large-scale
ASEA¥ indugc¢rial plants particularly to mest 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 shatl 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 AYEAN industrial
projects was identified and allouated among member ocountries for under-
taking feasibility studies. Thus, the urva projects were alloocated to
both Indonesia and Malaysia, the diesel engine project was assigned to
to .Singapore, the moda ash projsst was sarmarked for Thailand

and the super—phosphate project was allocated to the
-6 -




Philippines. At the next meeting of ASEAN Economic Ministers, held in
Manila in Jamuary 1977, the progress of work on these five ASEAN indus-
trial projects was reviewed and an agreement wvas reached to set up an

expert group to evaluace the feasibility studies of these projecis.

Each of these five industriuni projects was expected to require
an investment of about US250~3%00 million, It was resolved that the host
country would own 60 per cent of the total equity while the remaining
4O 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 mucb as 40 per cent of the host country's
60 per cent, depending upon the attitude of the host country. It was

also suggested thnt 70 per cent of the infrastructural costs of these prolects

vould be financed by foreign aid while 60 per cent of the balance would he met ty
the host country and the other four member countries would be contributing 10 per
cent each. It is also of relevaace to mention the offer of the Covernment of Japan
of a US$1 dillion loan towards the financing of the ASEAN industrial projects.

It nov appears that Japanese finance for the infrastructurs

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 commercial loans. It is

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

or conceasional, would be subject to the viability of the projects being
established by the feasibility studies. It is also of importance to pote

that the ASEAN leaders have indicated time and again that these regional
industrial projects would be implemented only if they are found to be

economically viable.




.

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
out quite clearly in a number of comprehensive studies.-l/ 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

J"'Economic Co-operation among Member Countries of ASEAN" report of a
UN Study Team with Mr. G. Kansu as Team Leader and Professor E.A.C.
Robinson as Senior Adviser., The repcrt 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,
Franus University, Rotterdam, "Projects for regional co-operation: iden-

tification, selection and location™ Industry and Development ,No. 1, 1978,
UNIDO (ID/SER.M.1)} and

Martin J, Staab, IBRD, "The production location problem and the development
of industries on a regional basis in the ASEAN countries", The Journal of
Institute of Developing Economies, March 1980.

-8 -
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trade, (b) industrial complementation programmes to rationalize existing

industries through complementarity agreements to jromote greater economic
efficiency, and (c) the so-called "package deal® agreements to launch '
new large-scale industries which require at least a regional varket 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 this paper, as spelled out clearly at the very outsct, falls on the
package-deal technique. The package deal takes the form cf an agreement

to allocate among the various member countries certain large-scale

industrial projects and tu 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 is
the prominmoe attached to the role of the governments in the identificatiorn,
selection, location and implementation of the industrial projects.
Another interesting aspect of the packar,e deal techmique is that it
partakes of the character o¢f a partial customs vunion-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 markst 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

-9 -
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disadvaniages which exist in most ASEAN countiries.

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 ' .zht on the concept which underyins the package deal approach to

regional co-operation in the field of industry.

It is readily clear that any regiona’ arrangement is inferior
to free trade., But this compavison 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 inthe 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 app:ication 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 iz 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

- 10 -




have been analysed in an UN study.-gl For purposes ¢f illustration,
industries were chosen on the basis of such considerations as the svai-
lability of raw materials within the ASEAN region, the existence of

ready regional markets for the products and the extent of scale economies,
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 establisn>d 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 nvt the geographical distribution of industries within the
region. In these matters, the political considerations are bound to
remain supreme. 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 packsage can make a substantially positive

contribution to economic growth and de-clopment in the region.

The UN study has successfully shown that res* projects
require less investment and less labour per vnit of can do the
national projects. I¢ lLas also besn shown that industrial co-operation
would yield larger posit:.ve trade balances than situations of national

autarky or complete reliance on imports from the third countries,

The relative superiority of regioral co-operation over non-

co~operation may be assessed in terms of cost differences. It has been

SN (ECAFE) Asian Industrial Survey for Regional Co-operatiop,
New York, 1973,
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shown that the cost of weeting a supply deficiency is significantly less
in the case of industrial co—operation than in the case of non-cooperatiom.
It is not surprising that the autarkic system represents the most un-
eccnomical 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 alternstive of importing from nutside the region
at least for some industries. Savings in costs have been estimated to

be substartial 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, an 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 Malaysis
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

- 12 -




are than imports if they are producad for the domestic market and 25
per cent less than imports if Malaysia procuced them for the ASEAN region
as a whole. By the same token, it will cost Malaysia 4.5 per cent less
to have ammonium phosphate imported from the Philippines than to have it
produced locally for the Malaysisr market. Likewise, it would cost 15.k
prer cent less for Malaysia to import transmission cabler from Thailand
than to produce them do-esficallycél 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 warket prices even on a regional basis,
and regional co-operatior in such cases would cause the sources of
imports to be shifted from low=-cost foreign sources to hign-cost partner
sources, vith 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 »ust emerge from their infancy before
cont advantages can bs fully realiged. 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

-Jﬁhcao calculations are based on the data given in the UN (ECAFE) study
ibid, See: Mohamed Ariff "Malaysia's Trade and Industrialization
Strategy with Special Reference to ASEAN Industrial Co-operation", in

Ross Garnaut (ed.), ASEAN in a Changing Pacific and World Economy,
Augtralian Natiomal ﬁhivorcity Fress, Canberra, 1980, pp. 292-293.
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countries. Its products must have duty-free access to the markets of
the aember 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 vperiod 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 th: regional projects, as discussed earlier,
vwill be influenced considerably by equity cons.idorations 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 cther local inputs will be completely ignored, Howeve,
industries caa 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 insigrificant,
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 workablie 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 heen made
earlier to the ASEAN formuls for investment in ASEAN industrial projects.
To be sure, there will be more to say about this in the subsequent

chapters,

- 14 -




(a)

CHAPTER III

THE POTENTIAL 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 economies
of the five member countries, such as the economic and industrial struc-
ture of the individual countries. A survey of the trade and industria-
lization strategies of the ASEAN countries which reflect the factor

endowment patterns of individual countries will be useful,

(i) Trade and Industrialization Policies
of ASEAN Countries

Indoneusia

The Indonesian economy is an open one in the sense that its
economic growth hae been largely export-led. Indonesia's exports, as
pentioned earlier, consist of primary products. Extractives, i.e., pe-
troleua, minerals and lumber, account for 80 per cent of the total exports.
Petroleum of course tops the list, as it formed 67 per cent of Indonesia's
exports in 19?7.1/ In spite of this openness in terms of primary exports,
the Indonesian economy has been somewhat introspective in its trade

policy.

‘Emnqﬂas S. Paauw, "The Indonesian economy in the 1980s"., United Nations,
ESCAP (unpablished), Table 5, p. 19.
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Indonesia is well endowed with a diversity of natural resources
and a large population. Tke existence of & vast domestic market has led
Indonesia to adopt restrictive trade policies aim~d at national self-
sufficiency. Accordingly, Indonesis has pursued an autarkic trade policy
insofar as consumer goods are coancerned. Ironically, however, indus-
trialization in Indonesia has led to severe balance of payments problems,
since its mamfacturing sector is “eavily dependent on the imports of

intermediate and capital goods.

Inport substituting mamufacturing 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 earlies tc later stages of fabrication in the produztion process.
Thus, the Indonesian tariff rates are muck higher for final consumer
goods than those for intermediate or capital goode. 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 avai.able.

S8ince imported inputs are admitted at iow or gero tariff, the effective

- 16 ~




X

rates would be much higher than the nominal rates. Besides, the real cost
of imported inputs would Le much higher than vhat the manufacturers
actually pay, since the Indonesian currency had remained overvalued for

a long time. Market distortions caused by the Indonesian trade policies
are thug likely to bhe subetantial 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 bonanze of the 19708 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 manr final consumer goods. Moreover,
import substitution based on imported inputs and borrowed technology has
failsd 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 wr.ld be comsistent with its factor endowment
pattern. The 33.6 per cent devaluation of the Indoneaian rupiah in

November 1978 is indicative of such a policy re-orientation,
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(v)

Malaysia

Malayeia is a very open economy, with exports accounting for '
abou: 46 per cent of GNP and imports for about 39 per cent of domestic -
aggregate expenditure, The Halaysian economy is ch-oracterised 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 ani to be
very important in total productior, although contribution to total GDP
has tended to decline gradually. 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 and more recently petroleum. Most primary output
is exported in raw or semi~processed forms 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 merket was by and
large oriented toward cornsumer goods and presumably also because domestic

production has less disadvantage for consumer goods. Subsequently,
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industiialisation 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
mst 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
regerves and uncertain long-term price prospects for natural rubber, the
need to assign a more importar’ 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 1960 to 27 per ceat in 1979. Food,
rubber products, induetrial and electrical machinery and wood products
together formed 87 per cent of total manufactured exports of Peninsular

Malaysia during 1970s.

This atate of affair began to change with the classjification

of the tariff schedule in 1959 which also terminated the Commonwealth
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Preference for several items.g/ The Tariff Advisory Committee was esta-
blished in the same year. The Committee's recommendations dealt omly
with "pioneer" industries and by the end of 1962, about 25 tariffs were
in existence for vioneer 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 orL the whole appears to be rather mild in comparison with most
developing countries. Import quotas have been imposed in additZon to
tariffs, but such quantitative restrictions are applied neither strin-

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

mainly as an anti-dumping measure,

There is no doubt that industrialization in Malayeia was faci-
litated to a considerable extent by the protective system, although thle
protective measures were rather mild in nominal terms by modern standards.
Two independent studies of effective protection in peainsular Malaysia
based on the Survey of Mamufacturing Industries for the ysars 1965 and 1970

are available.&/ A more recent studyﬁfgives the atructure of protection

g‘l‘he Commonwealth Preference disappeared altugether in 1967,

3i‘ariff Advisory Board has now become defunct, its role being taken ovsr
by the Tariff Unit in the Malaysian Industrial Development Authority (MIDA).

Eﬁ.H. Power, "The Structure of Protection in West Malaysia', in B. Balassa
(ed.), The Structure of Protection in Developing Countries, JOhn Hopidins,
Baltimore, 1971; and Mohamed Ariff, '"Protection for Manufactures in
Peninsular Malaysia', Hitosubashi Journal of Economics, Vol. 15, No. 2,

Feburary, 1975.

Salaysia, Economic Planning Unit (EPU), an unpublished etudy.
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in Peninsular Maslaysia in 1973 for 4 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
heen significantly high. It is clear that Malaysia's protection system
has undergorne substantial changes in both nominal and effective terms.
Th2 uverage nominal rate for mamufacturing increased from 13 per cent in
1965 to 18 per cent in 1970; the average effective rate for manufacturing
increased from -4 per cent in 1965 to 44 per cent in 1970, and subse-
quently to 55 per cent in 1973. Wide variations in both the nominal
and effective ratec between major industries can also be easily observed.
Rubber products, tex.iles, 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 mamfacturing sector.
It is in this sense that protective system encouraged cert .in industries
by rendering them relatively attractive. It may therefore be concluded
that protection played a significant role in stimulating manufacturing

production in Peninsular Malaysia.

Thers ares evidence of escalation of tariffs with rates tending
to rise fror earlier tc later stages in the production process. Thers
are also evidence of strong bies against exporting in most casee, suggest-
ing thai the mapufacturing production in Feninsular Malaysia has essentia-

11y been inward-looking, largely due to the nature of protection. Even
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(e)

the exemptions frcm 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 He 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 zarket 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 tre system of protection ir Peninsular Malaysia appears
to be leas 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 effcrts have been made to increase the
exports of manufactures. Effective subsidies graated to export-oriented
manufacturing activities have increased with the offer of various invest-

ment incentives to these industries.

The Philippines

In the post-war era, industrialization in the Philippines
assumed mainly the form of fabricating, assembling and processing along
import-~spubstitution 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' impori substitution programme had reached a fairly
advanced stage is reflected by the fact that imp. rts accounted for less
than 5 per cent of the total supply (production plus imports) of manu-
tactured consumer goods in 1965. The Philippines' exports are still
dominated by primary products although mamufactured exports account ..r

a significant proportion of the total exports (14 per cent in 1977).

The dependence on import substitution as the industrialization
st. ategy obviously required a fairly broad protective structure. Until
the 19508 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 ins‘rument of protection, with exchange decontrol. !

The average nominal protection for import competing goods were
30 per cent, although it had a very wide range - irom 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 eftective protection, calculated on the

assumption that price differentials reflect nominal rates, exceed the

- 23~




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 portrty low rates for ma-
chinery, moderate rates for intermediate goods and high rates for finished
consumer goods. The system thus strongly favours productiorn 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 includirg metal furniture, stationery, refrigerators
and air-conditioners, photographs and televisions, representing extreme
casegs of inefficiency. For, imported material inputs cost more than the
imported finished products - which may be interpreted as indicating

abhsolute waste of resources.

A more recent study,élvhich gives a time series of effective
protection rates in the Philippines for the period 1949 to 1971 confiras
the previously noted bias of the protective system in favour of consumer
goods at the expena» of exports, and intermediate and capital goods. It
is also pertinent {0 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,

-%a.‘ldvin (1975), as referred to in Romeo M, Bautista, '"Development of
trade policies -:i tae Philippines and ASEAN econmomic cooperation', in
Seiji Naya and Vinyu Vichit-Vadakan (eds.), ASEAN Cooperation in Trade
Policy, UNAFDI, Bangkok, 1977.
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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
has 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 k
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 Singcapore's
trade policies in the post-war years are entrepot trade and industriali-
zation. Singapore's prosperity had peen closely associated for a long
time with its "tree port" posture. Thus, it has been imperative for
Singapore to ensure that the restrictions on trade flows are reduced o
the minimum. Moreover, protectioniat 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 hase

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 Singupore
than elsewhere, simply because of the extremely limited mize of its
domestic market.

The trade policy of Singapore traditionally has been rather
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libveral, 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 sroducts for revenue reasons., The
protective tariffs on a limited number of itsms were introduced only in
1960. The Tariff Advisory Committee, established in 1962, was instrumental
in extending tariff protection to many i*ems. By the end of 1965, tariffs
were imposed on 155 items of the Standard International Trade Classifica-

tion (SITC).

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

33, 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.z/ The 1970
average level of nomiual tariff protection in Singapore amounted to only
5.1 per cent.g No estimates of cffective rates of protection for

Singapore are availsble,

It was in 1963 that imports quotas were first introduced in
Singapore which was then within the Malaysian federation. By 1969,
import licensing and quota resirictions were extended to cover a total
number of 230 items. Afier the secession from the Malaysian fede. atiom
in August 1965, the number of items under import restrictions wes 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.

ZIChia Siow Yue, "Development of trade policies in Singapore", in Sei ji
Naya and Vinyu Vicrit-Vadakan (eds.), op.cit., p. 265.

¥ ng.
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Protectionist trade policy was subsequenily reviewed in the
light of the changes in the industrialization strategy in favour of
exp~rt orientation. It is therefore hardly surprising chat recent
yesrs had witnessed not only very few additions to the tariff lists but
also the abclition of many of the existing tariffs together with the
scaling-down of some others. A rapid liberalization of import controls
took place in the first half of the 1970s., It was particularly rapid
in 1973 under the pressure of full emplovment and inflation. As a
result, import duties on 153 items were eliminated and tariffs on 58
items were revised. By the end of 1973, the number of protected items
was cut down to 137, and all import quotas were abolished. And, most

nf the goods subject to import licensing were de-licensed by 197S.

The derrolirferation 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
liveral trade policy was necessitated by the realizatior that the
domestic market was too amall for efficient or sufficient industriali-
zation, and the consequent emphasis on export orientation has resulted
in a tariff structure that paies in comparison with those found in
other ASTAN countries where tariffs and quotas have proliferated to a

considerable extent.
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(e) Thailgnd

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 gsystem
and the introduction of export tax and quotas on rice trade. It was in
the 19608 that mild tariff protection was instituted together with
strong investment incentives to promote import-substituting industries.
In the first half of the 19708, 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 intonsified since the
early 1960s. Trade policies have accordingly been adjusted. The 1964
tariff reform, 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
defic:t. Subsequent tariff change., made in 1972 and 1973, were meant
to adjust the protective effects and to offset the rising costs of raw
materials. Thus, turiff rates on such items as white cement, glutamic
acid, paper products, metal wires, plastic materials, carpets, electric
wires and cables, etc., were raised, wbile 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 downward
again to cushion the impact of rising raw material costs. For example,
tariffs for chemical materials and products were reduced from 30 per cemt
to 10 per cent, for steel and non-ferrous metal from 10-30 per cent and

for machinery from about 15 per cent to 510 per cent.

In 1974, the potential nominal rates of protection fell mostly
between 20 to 50 per cent. Por 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 accoumt
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, commetics, 102 per cent for

passenger cars and 132 per cent for monosodium glutamate,

The effective rates were generally higher than the nominal
rates mairly due to lower tariffs on material inputs. In the extreme,
there are several industries with negative value added at world prices,
implying absolute waste of resources., The highly proteoted industries
potentially include meat products, oonfectionery, sweet oondensed milk,
rubber products, clothing, perfumery, cosmetics, eto. These high rates
are mostly due to low prioces of domestioc inputs and high nominal rates

on the finished produots. Industries with least potential effective
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protection are the axport-oriented ones such as petroleum products,
chemical materials, non-ferrous metal basic industries, printing and

publishing and non-electrical machinery.

In terms of realized effective rates, however, the number of
industries with negative value added are considerably reduced. The
results provide evidence of a wide dispersion in the realized 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 beern a %tendency for the potential protection, both
nominal and effective, to escalate from lower to higher degrees of
fabrication. But, when realized effective rates are oonsidered the

differential incentives do not seem to escalate strikingly. The fact

that the realised effective rates are oonsiderably 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 tmcrg/ Thus, the trade policy,
as exemplified by the tariff structures, has been designed mainly to

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

Hn the 19608 7/8 of these were refunded to exporters. Since 1972, 100
per cent exemptions were granted to exporters on imported material input
iteas.
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has obviously led to inductrial excess capacity and high production
costs. PFurther industrial expansion thus requires either extension of
production to the lower levels of fabrication or export promotion for

existing production at the hicher level of fabrication.

(ii) Trends in ASEAR Manufactures

There are unmistakable signs that manufacturers will figure
prominently in the exports of ASKAN oountries, except perhaps Indonesia,
in the 1980s. 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 shown 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 expeocted to decline in favour of
amall-gcale, 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 bemefit from any industrial
restructuring that would take place in advanced industrial countries, in
the sense that several industries which get weeded out in the process may

be relocated in ASEAN sountries in the 1980s.

That the export orientation of industries in the ASEAN region

will increase in the next decade does not necessarily imply a
- 32 -




deproliferation of tariff protection givcn to the import-substituting
industries., Powerful vested interests in the region may prevent %he
relaxation of tariff barriere and other import controls. The tariff
schedules may be modified in such a way as not to alter narkedly the
nomingl 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
19808 in the face of rising labour costs and growing affluence. There
are already signs that Singapore will continue to make structural
ad justments which began in the second half of the 19708 and increasingly
concentrate on capital-intensive, skill-intersive and technology-intensive

iilustries,

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 industrialigzation., Inc.istrial development in
Indonesia seems to be at a standstill, firmly rooted in the initial phase
of import substitution, facilitated by the existence of vast domestic
market ard sustained by restrictive tariff and non-tariff barriers. Con~
sequently, industries in Indonesia have remained inefficient, import-
dependent and uncompetitive. The o0il bonanza of the 19708 seems to have
rendered the promotion of manufactured exports unnecessary. But, it

appears that a turning point will be msoen reached and there are tw.
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compelling reasons forcing a departure from ‘he past pattern. First,
the import substitution straiegy 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 dowm in the first half .f the 1980s. Projections
particularly for petroleum are pessimistict it appears that the preseat
high rate of domestic petroleum consumption (14 per cent per annum) will
not permit net growth of petroleum exports during 1980-1985.!£y Indonesia
may therefore be forced to reorientate its industries towards export
markets. The recent devaiuation of the rupiah nay 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 costs and

prices.

Malaysia, the Fhilippines and Thailand lie between the polar
cases of Singapore and Indonesia. These three ocountries are likely to
pursue the promotion of manufactured exports more vigorously in the 1980s
than in the 1970s. There is no question of going back to the import
subsiitution phase for these countries, since the domestic markets are
already saturated, although one cannot rule 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

Wvan 5. aziz, Sumb L eri_dap Minvel Buni: Peraasn dag
Implikasinyg di Igdoneg;g unpublished thesis, “aculty of Economics,

University of Indonesia, 1978, p. 157 (quoted by Douglas S. Paauw, "The
Indonesian Economy in the 1980;” op.cit. ).
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also stress that it is not going tc be easy. ASEAM comntrien will have
to not only overcome the protectionist barriers in advanced indusiriai
countries but alsd to compete with other developing countries. ASHAN,
as a group, will, of course, continue to press for significant tariff
reductions in advanced oountries through the multilateral trade negotia-
tions (MTW), and for concessionary access to the markets of developed
comtries 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 tha 1980s. ASEAN countries had to

_ face, in the 19708, stiff competition from Hong Kong and the Republic of

Korea . . It however appears that, in the 19808, these countries will
increasingly concentrate on those manufactures which sre intensive in
skill and technology. Thus, ASiLAN's manuracturing sectors in the 1980s
are likely to be complementary to, rather than competitive with thcse of
Hong Kong and the fepublic 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 ihe Republic
of Korea. And, as such, Sin.._,ore may continue to face tough competition

from these two far-eastern couniries,

Tae 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-
cost lgbour-intensive manufactured items is admittedly enormous, it is
unlikely that China will be able to organize its outward~looking manu-

facturing sector quickly and smoothly enough to pose a formidable threat
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to ASEAN countries' exporis of manufactures in the early 1980s. 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 modernizaiion implies
that China will emerge as a competitor to ASEAN in the importation of
capital and technology from advanced countries., ASEAN countries magy then
have cause for concern about a possible slow down in the inflow of ’ reign
inventments in the 19808 or an increase in the cost of foreign capital

and imported technology in the 1980s.

(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
egonomies at different stages of industrial development. The range is
rather wide. At one extreme, there is the Singapore economy which is
poor in natural resources, rich in skill endowments, highly industrialised
and heavily export-oriented »ith an overtly outward-looking development
strategy. At the other extreme, there is the Indonesian economy which
is 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 r.arket oriented, based on an inwaré-looking
industrialization strategy. Between these two extremes lie the eoonomies

of Malaysia, the Philippines and Thailand whose export specialisatiom in
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traditional commodities is gradually giving way to export oriemtatiom 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 imjort suvstitution 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 ney industries under the package deal
should prove to be less difficult than rationalization of existing

industries under the industrial compementation programme.

ASEAN countries, with the possible exception of Indonesia, have
reached an industrialization stage where the manufacturing of intermediate
and capital goods are being considered seriously. It also appearr that
some of thei 3 countries have been contemplating a second round of import
substitution for the production of intermediate and capital goods. However,
these ocountries have learned frca past experiences that import substitution
has serious limitations, given the small size of the individual domestic
market. Industrial oooperation offers a way out of the dilemma. Industrial

projecis which are not competitive on an international basis nor viable on

- 37 -




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

Given the diversity of resource endowments, 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 gppears to be enormous. Each country will then be able
to host an industrial project which is compatible with its owa resource
endowments, serving the entire ASEAN market, and enjoying substantial
scale economie~ in the process. This broad oonclusions is, of course,
based on the assumption that economic rationality prevails over all
other considerations., Economic nationalism is still a rorce to be
reckoned with in most ASEAN ocountries and the question of free market
access to the products of ASEAN projects in some countries may prove to
be a vexing issue. MNuch would, however, depend on the selection and

location of the projeots.




CHAPTER IV

THE ASEAN MECHANISM FOR AIPs

It wvas already seen earlier that counceptually 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 *"Ps, given the stages of industrial
development the five ASEAN countries nave reached. To top it all, there
is the political will which seems to exhibit strong determination on the
part of the member states to have industrial projectes established on a
regional basis fairly quickly. To translate all “‘hese into reality ASEAN
needs a workable mechanism. In this chapter an attempt is made to look

somevhat closely at the ASEAN mechanisa for AlPs.

To begin with, it will be useful to first look at the organiza-
tional structure of ASEAN. The meetings of Heads of Governments of ASEAR
Bstates represent the highest form of ASEAN deliberations although such
meetings are to be held on an ad hoc basis, as and vhen necessary. The
meetings of Foreign Ministers are held anmmially, 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
Ecopomic Mini.ters are held on a regular basis to discues economic matters
of common interest. The meetings of the ASEAN Kconomic 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 contimuing operaticns of
AS:ZAN 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 sccretariat 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 wio is responsible to the Foreign Ministers
and through them, to the Standing Committees. The Secretary General is
charged with the main respomsibilities of (a) initiating plans and
programmes of activities for ASEAN regioral cooperation and (b) harmo-
nizing, facilitating and monitaring progress in the implementation of all

approved ASEAN activities.

The ASEAN Secretariat has three buresus, viz., economic, science

and technology and social and cultural affairs.

ASEAN economic cooperation is being promoted by five economic
comaitt. es 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)
4, Committee on Food, Agriculture and Forestry (COFAF) and

5. Committee on Finance and Banking (CUFA3)

In addition to all these, there are Special Cczmittees and

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

Commitiee 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.

2.

e

Se

Commi ttee on Mineral and Energy ch ired by Indonesia,
Committee on Transport, Tourism and Communications,
chaired by Malaysia,

Committee on Industry and Trade, chaired by the
Philippines,

Committee on Finance and Banking, chaired by
Singapore and

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 ASTZAN

member countries, The ASEAN-CCI was set up, in fact, at the suggesti~n

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 formlate suggestious for considerations in ASEAN govern-
ment fora. It is of relevance to note that the ASEAN-CCI has set up a
mumber of Working Groups such as those on banking, shipping, tourism

etc.

The organizational structure outlined above provides the frame-

work of the machinery for AS:AR regional cooperation.

Prior to the Bali Summit held early in 1976, ASEAN affaitrs
were handled almost eutirely by ASEAN Foreign Ministers. However, that
AS2AM Economic Ministers have played an active role since 1976 is a
clear manifestation of tihe increased imrortance attached to the economic
aspects of ASEAN regional cooperation., At the ASEAN Economic Ministers
lieeting barely two weeks after the Bali oummit, the five ipdustrial
projects, referred to earlier, were identified for possible adoption as
ASEAN industrial projects. a»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 responsidility of

undertaking the feasibility study for each plant was given to the country
wishing to set it up. In 1976, 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 ehould 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 requirad in future ASEAMN Industrial Projects.

ASEAN has adopted a cautious step-oy=-step apyroach involving
protracted and complex procedures and negotiations. There appears to
be at least 10 steps involved, as shown in a UNIDO study.l/ In sequence
of the steps in the case of the urea fertiliser project allocated to

Indonesia, for example, was as follovs:gj

1, Identification of Ind. iesia 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);
L4, Completion of detailed feasibility study;

5. Evaluation of the feasibility study by the Committee
of Senior Officials and formal adoption as on ASEAN

Industrial Project;
6. Negrtiations on the terms of project financing;

7. Discussions and negotiations of the articles of

incorporation and by-laws of the AIP Corporation;

Jéanchoz, Conrado Jr., "Industrial Redeployment in the Context of
Economic Integration among Developing Countries - The Case of ASEAN",
drart (1979) Is/GLO.

géoo: 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. 204, February,
1981, pp. 15-16.
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8. Incorporation of ASEAN Aceh Fertiliser and subscription

by stockholders;

9. Organization of the Board of Directors and Appointment

of lianagement Staff;

10. Finalizing loans, and invitation to bid for equipment

supply and plant construction.

In addition to the Preferential Trading Arrangements (PTA)
which are designed to stimulate intraregional trade within ASEAN, special
trading arrangements are to be worked out in respect of the products of
AIPs. This, however, represents ore 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
rrivate sector is given a gignificant 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 totel 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 wuch as 4O per cent of the host country's 60 per cent,
depending on the attitude of the host country. It has also been agreed
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 be
met by the host country, 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's financing of the infrastructure components of these projects
would be on concessional terms under its Overseas Development . .sistance
(0DA), while its fipancial assistance for purchase of equipment would
be on commercial terms. It is also of importance to note that Japan's
commitwent, 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 i1 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) own 20 per cent of its S$100 m (US$L6m)

paid-in capital. It is now envisaged that the AFC will be actively
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promoting and financing ASZAN 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 ASEAN-Japan Development
Corporation (AJDC) before the end of 1981, The AJDC will focus specifi-
cally on AS:ZAH 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 ASEAN.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 ASZAN-CCI, These
industrial clubs are intended to play an important role in the industrial

complerentation programme.
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CHAPTER V

LESSONS OF EXPERIENCE

That ASEAN ig 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 alead and yet the rate of progress appears to be too slow. The
first package of AIPs seems to have hit serious smags. Of the initial
five projects, two have taken off the ground, one is in the process of
Berious evaluation and two hsve 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 possihl.
packages which would lend themselv:3s 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

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 regicn which depends
heavily on agricultural activities not only to feed ite 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 fertilizers 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 lggical choice
for locating the ASEAN urea prcjects, 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 toms by
1985. About one-half of the ASEAN demand for nitrogen fertilizers is
presently met by imports from outside the region. Tle 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 accountsfor 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 1.4 million metric tons in 1976 to 3.5 million metric toms 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® urea consumption in the AS:AN 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 Palambang 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 280,000 tons per year came into operation in 197k,
In addition, two new plants, PUSRI III and PUSRI IV 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 zach about 57,000 tons of urea per year, whLile the Fast Kalimantan

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

Indonesia accounts for 92 per cent of urea production in the
ASEAN region, while the Philippines and Thailand account for the rest,

ie2ey Solt per cent and 2.7 per cent, respectively. Although there are

]&ndonesia also has planned two plants to produce di-ammonium phosphate
(DAP) and nitrogen-phosphate-potash fertilizers (NPK) which are scheduled
to come on stream in Jamuary 1981, Petrokimia which presently produces
ammoninm sulfate also plans to produce ammonium sulfate as a by-product
of caprolactam by 1982,
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no urea planté under construction in any ASEAN country except Indonesia,
the Philippines has plans for a Fertiphil project to be located at Limay
with a capacity to produce 490,000 tons per year of urea and 33,000 tons
per year of ammonia. Thailand's Mae Hoh Industries producing urea and

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

As mentioned ezrlier, the urea capacity already in existence
or under construction in the ASHAl region will not be sufficient to meet
the whole of AS:All's demand for urea., If the planned ASZAN urea projects
in Indonesia and lalaysia as well as the Filipino Fertiphil project ar-
taken into account, the projected picture will be very different. Total
trea production will increase from 0.5 million retric tons in 1976 to
3.7 million metric tons in 1905, 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 cossumption will grow with the completion of
the AS:AN urea project at iAcheh, Malaysia, which presently produces no
urea, will suffer growing deficits until the end of 1984, and the ASEAN
urea project which is allocated to lalaysia 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 gize 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 met by imports. Thailand's srowing demand for urea
will contimue to be satisfied through imports, since Thailand is expected
to phase out the existing small plant with no planned new capacity for
the future, All in all, it is clear that 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 vroven 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 330,00C ions per year

and an urea unit with a capacity of 570,000 tons per year, at fived
capital cost of US{24k4 million.g/ 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 495,000 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,

-24\0«! Joesoef, "Indonesia's Preparations for ‘he 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, .

The above analysis clearly suggests that there will be a glut
of urea supply in the ASEAN region by 1984 when the planned projects
commence production. Indoresie'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 Halaysian market can possibly absorb. Halaysia, of course, has 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 10> higher capital requirement and 16% higher unit cost of
productionélcompared with the regional plant, but the above analysis does

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

within the ASEAN 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 roor for two ASEAN

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

iﬁnited Nations, Journal of Development Planning, No. 7, 1974, p.109




petitive for extra-regiomml exyorting. That the .ASEAll projects apparently
require tax holidays and common external tariffs to be economically viable,
implies that extra-regional exporting camnot be seriougly courted upon to

solve the surplus mroblem at least in the short run,

While the above analysis suggests that there may be an excess
of supply over demand for urea in the ASEAl 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 570,000 tons of urea and
330,000 tons of ammonia per year, with a total investment of US;32% 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 530,000 tons of urea
and 360,000 tons of ammonia per year, with a capital input of US$245
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 Halaysian market, with the

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

plants are expected to commence operation in 1984,

[




(b) Rock Salt/3oda .'sh Froject: Thailand

Soda ash is an important ingredient in the manufacture of glass;
and infact about one-half ¢f soda ash consumption is accounted for by the
glass mamufacturing industry. Soda ash is also used in a number of
industries including sodium-based chemicals, pulp and paper, and scrap

and detergents.

The Philiprines is the largest consumer of soda ash, accounting
for 4O per cent of the total ASZAN consumption. lalaysia and Singapore
each account for about 22 per cent, while the share of Indonesia and
Thailand together is only 16 per cent.li/ Hevertheless, the share of
Thailand in soda ash consumption is estiiated to have increased to ki

per cent by 1980, The proposed regiomal project has been assigned to |

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

deposits estimated at 2,000 billion tons in the northeast Thailand,

The soda ash project which has been estimated to cost
U33160 million? (with a capacity of 1,200 metric tons per day) has been '
questioned by many Thai ecc ..-.sts who find it economical to import
soda ash from outside the region than to produce it within the region.é/
The main thrust of the argument in favour of the regional soda ash project
is that it will ensure the ASEIN region a regular supply of soda ash at

predictable prices, security situation permitting.

Minited Nations, Ibid., p. 111.

%ichard Hations, "Complexities of Thzi Soda Ash", Far Eastern Economic
Review, January 6, 1973, p. 70.

g.':ee for example, larongchai Alarasanee, 'Economic Cooperations with ASEAN:
A Proposal from the Lconomic Society of Thailand”, paper presented at
the Second Conference of Federation of ASEAN Economic Association,
mimeographed, Jakarta, October 1977,
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“ven 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. Iock salt mining site is to be located at 3armet
Harong about 260 kilometers from Bangkok with estirated reserves of
318 million metric tons, while limestone will be mined “rom a nearby
quarry at Khao Fang Sok with estinated reserves of 10% million mctric
tons. The rock salt and limestone deposits are separated from the new
port of Laem Chabung by a distance of about 430 kilometers. i5 calls
for the construction of a 80 kilometer rail link at an estimated cost
of US320 million and port facilities costing another US315 million to
accommodate 50,000 ton vessels, Under present conditions the project
appears to be uncompetitive, The cost of extracting rock salt itself
seens to be fairly competitive by world standarcs at USS3-l4 per ton.
The transportation cost under present conditions amounts to US;7,mising
the F.0.B. price of rock salt to about US310 per tona-"/ Unless the
transport costs can be halved by the proposed railway developments, the
Thai rock salt cannot be competitive at the world market F.0.B. price
of US37-8 per ton. This would obviously inflate the production cost
of soda ash, Besides, it has been estimated by Japanese amalysts that
the freight costs would have to be kept below USJ60 per tonm in order to

make the Thai soda ash project competitive with salt projects planned

Ui is based on the estimates by Thai Asahi Caustic Soda which operates
a solution salt mine, See: Richard Natiomns, op. cit.




by Indonesia and Sri Ianka.§/

The ASEAN rock salt/soda ash project assigned to Thailand is
planned to have a production capacity of 400,000 metric tons per year.
The project is estimated to require an investment of US3233 million with
a debt/equity ratic oI 70:30. It has been resolved that the host country
will absorb the entire infrastructure costs involved in the comstruction
of rail road and port facilities, without passing these costs on to the

consumers in the form of higher product prices,

The Thai Govermment plans to hold 20 per cent of the equity,
with private sector in Thailand accounting for 40 per cent. The bulk
of the private sector equity in the projec! is going to be taken up by
Thai isahi Glass Co. Ltd., while the Thai Government's share of 20 per
cent will come a0stly from the Japanese $1 billion fimancial aid ear-
mar’ked for the AIPs. Singapore is expected to take up only a nominal 1
per cent share, with the other three metber countries accounting for

13 per cent each.

The first meeting of the chareholder entities for the project
was held in Bangkok in October 1979, but no sigrificant progress has
been made since then. The feasibility survey has been carried out by
Surveyor, Henninger and Chenevert (JNC), a Canadian firm, 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.

yAsian Yall Street Journal, September 9, 1977.




(c ) Superphosphate/Amnonium Sulfate Fertilizer Project: Fhilippines

The selection of phosphatic fertilizer rroduction as an ASLAE
project may be explained mainly in terms of the existimy; and prowing
demand for fertilizers in the i3..AN region, while tie clhoice of the
Philippines for its location was perhaps prompted by the availability
of one of the raw materials, namely sulfuric acid from the Philiprines '
copper smelting project whicn was scheduled to be operationnl by tiue end
of 1979. But, one of the most important raw materials, i.e., nhosphate

rock, will have to be imported from outside tiie region.

Phosphates is second ouly to nitrogen in fertilizer consumption
in the iS4l region. The derand for phosphate fertilizer (1¢205) is
estimated to have reached 416,000 tons by 1930. The current .JZA! cape- ‘.
city in phosphate production amounts to 71,0C0 tons of PZOS’ and
Indonesia has plans to set up a plant with a capucity of 18,000 tons of
PZOS' There was a shortfall of 122,000 tons of P205 in the ASEAN regcion
in 1975 and this shortfall would increase to 287,000 tons in 1900 if no 1
new productive capacities come into existence in the region,‘?/ varranting

a regional phosphatic fertilizer project. Indeed, the growth of demand

is estimated to overtake that of supply leaving the ASLAI 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 ASIAN
superphosphate project may well be small cnough to be easily absorbed

by Thailand, Indonesia and Malaysia, which are the main consumers of

%nited Nations, op, cit., p. 109.
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piosphatic fertilizers in that order of importance, provided prices are

{airly competitive,

It ig, however, extremcly doubiful if the ASZAH project can
be competitive, especially in view of the high cost of imported phosphate
rocke It has been estimated tiiat the production costs per metric ton of
1‘2( 5 would ran-e between USH300 and Uis.379 deponding on raw material
rrices and these estinates compr:i-e rather urfevourably with the world
market nrices of 1,100 - 183 during 1976/1977. The raw material costs
acccunt for rouchly 6C to G5 per cent of the total production costs
depending on tue rav mterial prices.1g Countries which presently have
conparative advantaze in phosphoiric acid production are those which also
~roduce vhosphate roclis. The Fhilipnines, to which the ASEAI super-
phosphate vroject 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 fertilizer project
was to have Leen small relative to what was planned for other ASZAW
fertilizer projects. The phosphoric acid plant with a capacity of 410
netric tons per day (ntpd) would involve an investnent of about US3A44
nmillion, while a nroject comsisting of a 35 mtpd phosphoric acid
(PZOS) and cramlation plants (IF/1Ti) would call for an iavestment of

U365 million,

1—%‘or example, a US,;5 per metric ton charge in the price of phsophate
rock will eifect a US315 change in the cost of Paos.




The viability of the project, however, w:uld depend crucially
upon the cost of inmported raw materials as well as the rerulor suprlies
of these raw materials, esvecially phosrhate rocl, from extra-resional '
sources and above all on the world prices of vhosvhatic fertilizers.
Given the present world prices of phosphatic fertilizers and phosphote
rocks, the project could not be competitive, cver il regular suprlies
of imported raw material can be secured, .‘ssuring, on tie averape, a

product cost of US}3#h per netric :on of I- and a world nrice of

2('5
U5,200 of Paos, the project would have required a cormion cxternzl tariff

protection of more tihan 72 per cent to be commercially viable. Obviously,

there could be no economic rationality in suaeltering such a project. 1t

would be simply uneconomical unless, of course, tite domestic or regional ‘
reserves of phosphate roc, in commercial quantities, are discovered and/ [

or the world mariet prices of vhosnhatic fertilizers show a sharp upword

trend.

The project had also hit another smac. ‘hen tie :nilippines
opted for a phosphate fertilizer project its intension was to use the
sulphuric acid by-product of its proposed copper smelter. Zut with the
world copper market in a doldrum, even the U5.220 million coprer smelter
is by no means a certainty, and it is also relatively cheap to irport

sulphuric acid,

Therefore, it is not surprising at all that the superphosphate
fertiliger project was given up in nid-1978 on the basic of findings of
Japanese feasibility study. /s an alternative, the Flilipi-ines proposed
azmonium sulfate fertilizer project at the 9th CUIlL: meeting in lovembor

1979, The project which was to have cost U53,320 million, was really
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an expanded national project which other member countries were reluctant
to consider as an AIP., Besides, the findings by Arther D, Little and
associates, US consuliants, cast serious doubts about the viability of
the project. The project has been, therefore, abandoned as an ASEAN
vroject, although the Fhilivpines has indicated that it will proceed with
it as a national project. It is of interest to note that the ammonmium
fertilizer project has now been substituted by an integrated pulp and
paper project., This substitution has been agreed upon in principle by
the A5LAN Iconomic liinisters, while a detailed feasibility study is now

being undertalen,

Diesel Engine Project: Sinfapore

The selection of diesel engines for industrial cooperation
in ASEAIl was apparently based on the existing and projected demand for
diesel engines in the region, while the allocation of the project to
Sinzapore was presumably due to the skill-intensity of diesel engine

nanufacturing based on the principle of comparative advantage.

Diesel engines may be classified according to application and/
or HP range. Major stationary applications of diesel engines below 20 IIP
are powver tillers, rice hullers, small pumps and other agricultural
machinery, while larger iiP ranges of stationary variety are used as power
generators, air compressors and as power uaits for tractors, earth-moving
equipment, forklifts and miscellaneous construction machiuery, Marine
ap-lications 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 commercial
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vehicles including light poods vehicles, trucliz @nd buses.

A11 in all, especially in the case of stationary and marine
apllications, diesel encines of less than 20 TI' cunstitute the major
rroportion of tiue total deriand, Tiie demand for diesel engines of less
than 20 lIF is expected to grou at 5 per cent per anmum, although higher

HP ranges are estimated to grow at a much faster rate.

The existing production capacity in the AS=A region is
extremely inadequate when compared with the derand for diesel engines,
This implies a residual denand for diesel engines eswecially in the HP

range below 300 HP range waich is substantially large.

Diesel engine's production capacity in the ASEAN region is
presently confined to less than 300 HF range in Indonesia, Halaysia and ‘
the Philiprines. 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 IHP

range in the ASEAll 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 scveral diesel engine projects which
are alrcady in operation, has firm plans to produce engines up to 20C IIpP,
It is also known that Malaysia has approved a few projects to manufacture
stationary engines up to 1,000 IF and marine engines up to 800 HF. The
Philippines has a number of existin; dicsel engine projects up to 45 HE-
as well as a planned project of automotive category within the range of

L4500 1P which could also be counted for certain non-automotive applica=-

tions. Thailand has definitive plans to manufacture small stationary
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engines within 5=50 i} range and automotive enpines covering the range
of 50-300 :I, which could be converted for non-automotive apilications,
as in the case oI the Philippines. Jingapore does not have any diesel
en;ine plants in existence, although it had nlanned to nanufacture marine

diesel engines of large ilF.

2s it was noted earlier, the residual market for diesel engines
ir tie .5..d region, taling into consideration tihe national projects, is
soricviat suell, Infact, if cne talies account of all planned projects
whicli are scheduled to materialise in the 1900s, the residual market for
diesel engines especcially in the lowest ([F ranges will be extremely narrow,
The adverse implications of this for the projects of the  5.iill diesel engine

project nllocated to Lingapore, is readily clear,

“he nmerntber countries have bheen unwilling or urable to allow
the \5.200 wroject to compete with their national projects. Thus,
Indonesin wanted to restrict entry for ASLAll diesel engines within the range
below 500 I, DBy the same token Halaysia would not allow free entry
for .\G.UAIU diesel engine below 200 il’, and Thailand below 30C IIF and the
Philippines less than 400 HP, Such a restriction would seriously hamper
the viability of the ASUAIN diesel engine project, since it is the lower

HP ranges which constitute the bulk of the demand in the ASJAI region.

It might appear that the AS:All project could still supply the
CKD paciis in the lower lIP ranges to the member countries which only
assemble, and not manufacture, diesel engines of such HP ranges. But

most countries also have planned progressive mamfacturing programmes,

At best, the ASUAN diesel engine project could only attempt

to supply the CKD packs or components where they are not yet produced
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vithin the country, tihe entire COU market wiiich is not served by the
national projects and the residval CUU maritet wiich is already served

by the national projects under some preferential trade arrangerients.

Sut, it became clear that engines of less than 200 HF will not be granted
preferential tariffs. This, in effect, ruled out the production of
agricultural. engines which represents the most inrortant secment of the
diesel engine market, and that Singapore could only concentrate on

marine engines and larger pover penerators. Such restrictions, which
cast serious doubts on the appropriateness as well as the cconomic
viability of the ASEAN diesel engine project, could not justify an invest-

nent of U33200-225 million in Singanore for the project.11/

the . diesel engine project, which was designed to manu-

facture diesel engimes with 5-21,000 HP, witih a planned capocity of
100,000 units per year, has been shelved for good. :it tiie 9th COIME
Meeting in November 1979, Singapore made it clear in no uncertain terms
that the ASEAN diesel engine project assigned to Singapore could not
take-off urtil and unless other menber countries decide not to 50 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 ASIAN diesel engine project was abandoned quietly.

13&‘his figure is from the Vall Street Journal, Official estimate was
US3140 million.




(2)

e

(ii) The Second Package of AIPs

In addition to the five nrojects for industrial regionmal
croveration considered above, iS5l has identified seven new projects,
namelv newsprint, potash, metal worldng machine tools, electrolytic
tin plating, heavy-duty tyres, TV picture tubes and fisheries which
would form tlie second industrial packape for regional cooperation. The
projects “-~ve been allocated for purposes of pre-feasibility studies to

meitber cou:tries as follows:

Indonesia: heavy=duty rubber tyres
FHalaysia: netal working machine tools

Fliiliprines: newsprint and electrolytic

tin-»lating
Singapore: 1V picture tubes
Thailand: potasih and fisheries

lleavy=-Duty 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 A5l repion, but also because the region itself is the major pro-
ducer of the basic raw material, natural rubber. Althoush scale economies .
vill justify the setting up of a large regional plant rather than a
rultiplicity of small national plantc, the member countries either have
domestic rubber tyre capacities already in existence or have planned

;apacities at various stages of commitment and iriplementation.

Indonesia has two rubber tyre plants in operation, mroducing

about 10,000 units per year., In addition to these two, a new plant,
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namely the Indone¢sia Tire, with a capacity of 4,00C units per year is
being planned to begin operation in the early 1980s. ilthough the classi-
fication of rubber tyres is not readily availavle, the percentage share
of heavy-duty tyres in Indonesian rubder tyres output is apparently

. small, for Indonesia is known to meet its demand for heavy-duty tyres |

mainly by imports from the United States and Japan.

Malaysia is the only ASZ\UI country which exports heavy-duty
tyres. Malaysia h: . plant, the existing capacity of which is 22,500
units per year. An expansion of the capacity amounting to 45,000 urits
of heavy duty-tyres has recently been completed. Malaysia has a fairly
strong prima facie case to bid for the AS:ZAN 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 2 sizeable proportion of national requirement is
met through importation. Thailand's existing capacity for tyre produc-
tion being smwall, 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 vroject has been
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assigned, is presently undertaking 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 5.0 resion.

lietal 'orking liachine Tools: HMalaysia

Trere are consideravle scale economies in the mamfacturing
of macitire tools and tne ASEAIl market for these machine tools is fairly

substantial, tius warranting a pre-feasibility study as am ASEAN project.

Indonesia presently does nct manufacture any machine tools.
However, a worlishop constructed to recondition machine tools has recently
come into operation. “his workshop has been designed to meet only about
1055 of the total domestic requirements. Indonesia's curreat demand for
machine tools are met by F-ports mainly from Japan, Taiwan, Germany,

China and Hons 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 2,720 units per year are nearing completion., The Philippines,
however, will have to continue importation of machine tools to mee* its
shortfall. There are several firms in Singapore currently producing and

exporting lathe drilling and grinding machines and Singapore has a mumber
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of machine tools projects already under comnstruction. Cn tiis basis it
would appear that Singapore is an economically idea) centre for machine
tools mamufacturing in the ASEAN region. In Thailand there are five
small firms engaged in the production of lathe drilling and shaping
machine., But, Thailand depends also on imports for meeting h.r domestic

demand for machine tools.

Malaysia was initially keen on hosting the ASEANl metal working
machinery project. The pre-feasibility study seems to have revealed that
the metal working machine tools mamufacturing industr: consists of a
large mumber of sub-sectors which are at various stages of development
i1 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 ASEHAN
industrial complementation scheme. It is learned that Falaysia has in-
fact, suggested the coversion of the project from AIF to AIC status and

COIME is seriously _ooking into the Malaysian proposal.

Newsprint: Philippines

Southeast Asia has enough tropical timber resources which could
be utilised in the production of newsprint for which there is alrcady 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 mamufacture newsprint meant for domestic consumption. The project,
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ernvisared capocity of waicu is about 35,00C petric tons per year is
expected to be in operation by 1985. The Indonesian newsprint project
to be located in iotor in Central Java, will make use of local raw

naterial, long-fibered Finus Kerkussi.

halnysia's denand for newsprint is satisfied by imports from
Canrda, liorway and Japan. It is of interest to note that Halaysia has
sirnalled her interest to host the ASZA! newsprint project with a proposed

capacity of 70,000 netric tons per year.

The Philippines, 4hich is also a keen candidate for hosting
the ASEA! newsprint project, has an existing capacity which turms out
84,000 metric tons of newsprint output per year which is barely sufficient
to meet the domestic resuirerients. About 9% of the country's require-
ments is met by supplies from one large manufacturing firm under 30%
tariff protection., This firm is presently using a 100% mixed hardwood
puln for its production. The present capacity is to be expanded to
105,000 metric tons by 1979. The Philippines has proposed to set up an
integrated newsprint mill based on wood pulp and/or local materials such

as cugar cane, rice straw, etc,

The Philippines has already conducted a pre-ieasibility study
of an ASZAll newsprint project and has a proposal to put up an integrated
mill with a zapacity of 350,000 metric tons per anmum which is substan-
tially larger than minirum economic-sized plant of 200,000 tons suggested
by UNIDG. The AsLAN market appears to be Jarge enough for a project of

such an ambitious scale.

Sinpapore is the only ASEAN country which has no existing or

planned ncwsprint capacity. Its newsprint requirenents are met by imports.
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Thailand, which has no exsting newsprint capacity, plans to establich

an anmual capacity of 60,000 metric tons.

Presently, the AS:AN region relies heavily on foreign sources
for supplies of newsprint. Supplies from within the region form lescs
than one-fourth of the total requirements of the region. However, with
the implementation of the ASEAN newsprint project the region can supply

itseif about 86 per cent of its total requirements.

Although four possible locations in ASZAN have becn considered
seriously for establishing the newsprint project, it is the I'hilippines
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.

Electrolytic Tin ilates: Philippines

Despite the fact .SEAL countries, especinlly Malaysia,
Indonesia and Thailand are the major producers of tin, th> 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

80 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 bcen planned.

There are also plans to expand the capeacity to 50,000 metric tons in the
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near future.

Malaysia, world's largest tin procucer has mo tin plating
plants and apparently has no plans to undertake such plants in the near
future, Mslaysia's demand for electrolytic tin plates, which represent
16 per cent of the region's totai demand is met by imports mainly from

Japan, Australia and the United States.

The Philiprines is the largest consumer of tin plates in the
ASZAMN 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 Philipnines is keen to host the ASG:AlL electrclytic tin plating project,

as it has the experience and expertise in the field,

Singapore, which is the most industrialised among the AScAN
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-

quirerer s,

Even if the planned capacities of Indonesia and Thailand
material se in the early 19803,the ASEAN would only be able to meet about
60 per cent of its 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 platiog project has been assigned, has sought muitilateral

assistance for undertaking a detailed study.

(e) Colour TV Picture Tubes: Singapore

is much as 70 per cent of ASEAN's demand for TV picture tubes
(black & white and colour) is already being met by mational supplies within
the region. However, rapic exransiorn. of demand would significantly lower
the level of self-sufficiency ir the region despite a planned expansion of

capacity by 224,000 units.

Indonesia immorts most of its TV picture tubes painly from
Japan, Taiwan, the United States and the 3enelux countries. There is one
existing plant producing black and white TV rizture tubes in I[ndonesia
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 44,000 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 victure tubes per ycar. DBut Singapore's imports of TV picture tubes
are substantial, owing to its entrerot trade. Thailand does not manu-

factiire TV picture tubes and imports its recuirements 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 AS=AN requirement. Singapore
has, therefore, made it clear that she is not interested in pursuing the

project as an ASUAN industrial project.

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 larpgest 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 14 per cen: of total ASEAN potash
consumption, and has a potash plant with a capacity of 10,000 metric tons

per year,

Yalaysia which is second largest consumer of potash in the
AGLAL region, has no existing or planned capacity for the production of
potacn. The country's entire domestic requirements are being met by
supplies irom Canada, Africa, West European and the Middle-east courtries.
The Philippine's domestic requirements are met by imports from the United

States, Canada and Israel, there being no local production of potash,
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Singapore does not produce any pota:ih and consumes potash only in nerli-

gible quantities,

Thailand, as noted ~hove, is the largest jotash concumer and
thus apparently qualifies to host the AS 'All potash plant, —ven though
Indopesia already has a small votash rlant which surnnlins & part of its

domestic requirement,

There is a close link between the potash proj:ot of the second
package of AIPs and the rock salt/soda ash project of tie initial nackage
of AIPs, Although it is known that vast quantities of rocit salt and
potash ieposits exist in the Mortheast Thailand, the proven ‘epecits of
potash have asot been accurately determined, Nevertheless, the chances
of successful establishment of the potash project as an ..I!' appear to be
bright for a mum.2r of valid reasons. rirst, there is a ranidly growing
narket for potash not only in the ASLA but also in the rest of ‘sia.
Second, there is hardly any existing potash producing rlant in the AS.AlL
region wvith the exception of the small Indoncsian plant to which refereuces
were made earlier. Finally, and perhaps most importantly, production
costs could be minimiced so that the product would be internationally
competitive now that rock salt and potash could be extracted sirmultancously

from the same sites in the liortheastern 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. 7The existing c.pacities in the .:S-All countries

are based on traditional methods which are responsible for the low produc-
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tivity in the f{isheries sector. The establishment of capital and tech-
nologyr iniensive modern fisheries will help increase the harvest at
reduced costs. 'This seems to malie sense especially because of the

aprarently rich fishing ground in the ASZAIl region.

Indoncsia and Falaysia do have commercial fisning fleets,
although no data are readily availabie regarding their capacities,
Kalaysia imports fish from Thailand, Taiwan and Japan while the Philippines
imports from Japan, lorocco, the United Gtates, Peru, Thailand and Japan,
Singapore depends almost completely on imports while Thailand is the only

AS.3U! country which exports fresh water and marine fish,

Thailand has a developed special expertise and skill in fishing
so much so that other .iGLAN countries lag far behind Thailand in the
field of fishing. Thailand, in fact, can be rightly regarded as the
fishing nation in the ASZAl: region. it/hile Thai fighing experience,
expertise and si:ill render Thailand as the most elipible candidate for
hosting the A5 .all fighery project, there are formidable political problems
to be overcome. Thais are often accused of encroaciing into the fishing
rrounds of its neiphbouring countries and it is unlikely that other ASEAK

countries would allow their fishing crounds to be exploited by the Thais

even for the sake of industrial cooperation.

- 14 -




(iii) Problems and Prospects

(a) Market constraints

The main thrust of tie arsument in favour of paclkaoge dead
agreeeents is that they would pave tihe way for the establishment of '"new"
industries on a scale which cannot otherwise be accommodated on a
national basis. But, the contents of ti:e industrial packases are not
totally new to the ASEAN region in that there are alrzady existing or
planned capacities in one or more member countries. It is the presence
of such capacities wnich cast serious doubts cn the viability of the
ASCAN projects. For, countries which already possess or have firm plans
to put up such plants, will be unwilling or unable to opern their ma-kets

to the products of the ASEAN project.

This indeed was the case with the propcsed ASunll diesel engines
project. Indonesia has already indicated that it will close its market
to diesel engines below 500 HP, while lMalaysia and the thilippines would
follow suit by closing their markets for AS.\il: diesel engines below 200 Ll
and 400 HP, 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, 1V picture tubes seem
to have encountered similar problems. It therefore appears that no package
can be designed with the entire Asi/AN market in mind., All that these
projects can possibly aim at is the residual .\3LiN 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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A5 .0 nerber countries,

‘This rroblem can be totally avoided by designing the package
in sucn a w3 a3 not to ster on the toes of any project which is already
in :xisterce o1 wiaich is rirmly plunned in any member country. This
ap roae:l would however scriousl: linit thie range of indusiries. For, many
uzeful »rojccis vailci: can be better orjanized on a regioral basis are
alread; bein: considered on a national basis. The problem can be resolved
in the lon,. run if tiie members agreec to phase out existing domestic capa-
cities and to serap nlanned. capacities. This however presupposes the pre-

Fad

valence of a strong; spirit of regicnalism within Aodd.. Such a possibility

is clearl;s far-letcned in t..e present Srnali contest.

~olitical realitics

taciiae deal agre:nonts are considered suitable for introducing
n2v infustrien that do not at precent exist in .wEii. Package deal
arraenents will helv set up giant industrial projects that cannot be
sustained on a national basis, i.e., projects that entail substantial
savin'= stemin; fro~ scale econoniies, with stror; polarizing effects,
Yoliticallw 4.t appears to be ecasier to initiate package-leal agreements
for industries that do not exist than to implement complenentation pro-
grannes for rationalization of existing industries which are complicated
by tne existence of pressure croups ir the membar countries. This explains
vy an automobile complenientation cieme proposed by the Philippines has
apyrarently lailed tc win wide support irn tle ASwAl, circles. A3iMAN has
chosen to avoid in tie initial stares dangers of disagrecomcnts that are
likely to arise {rom any comnlenentation prograrnesanc to concentrate on

)

packkage deal ajrecients certainly kuies good sense. e that as it may,

<
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both the first package of five projects as well as the second package of
seven rrojects seem to be running into serious practical dilficulties

wiich may be ascribed to the political realities of the AS.AL region.

Despite the gradually rising tide of regiomalism in southeast
Asia, ASEAN countries are strongly nationalistic in their outlook and
apprroaches. ASEAN has found it easier to cooperate with eaci otuer on
external issues of comwon 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
nember 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 tiie salke of
industrial cooperation. It is mainly for this reason that seweral ..IFs,
including diesel engine, machine tool and colour TV tubes projects, have

suffered abortive take-offs.

Alternative approaches

It is possible to identify two different ajyproaches to regional
industrial cooperation. Ume aprroach calls for industrial planning which
determines the choice, location, financing and other aspects of industries,
wilile the other seecl:is private market solutions. The former approacii requires
specific trade policies to facilitate intra-regional movenient of goods of
selected industries through reduction if not elimination of intra-regional

tarif{f and non-tariff barriers and to protect the c..osen regional industries
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from extra-regional competition through the establishment and enforcement
of cormon external tariffs. The second ap roach, on the otner hand,
assigns a more active role to trade policy which will then provide an
economic environment conducive to regional specialisation in mamfacturing

rroinction and trade.

That AS:..\I' has opted for the first approach is manifest from
the manner in which the first package of five projects has been identified
and allocated arion:; member countries. The experirnce so far with these
five projects has brought to light some of the shortcomings of this
aprroacih. It appears in retrospect that the Eali 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 %ali decision was merely to allocate the projects among member
countries for the purjose of examining the feasibility of establishing
the five plants.ig/ Implicit, however, was :-he understanding that the
countries which undertook thes feasibility ctudies would also hest their
respective projects if they were found to be economically viablee.
This was tantamount to placing the cart before the horse in the sense
that the projects vere allocated befoie 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 i.J it is to be located in
country X, which undertakes the feasibility study, but may well be

ecotiomically viable if it is to be located in country Y, and the chances

1-—?H[\rdnt:, H.W., "Malaysia and ASIAlL Economic Tnoperation', Acian Studies
Asgociation of Australia and National Conference, Sydney (mimeo), 1978.
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are that the project will be thrown overboard in the process; country

% which is keen on project C and which urdertakes the feasibility study
may make a case for it, even if its economic viability is in serious
doubt, and use its political influeace te persuade other members to
extend preferential {reatment which would render the project financially
viable. These dangers can, however, be mininised 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. Some others may be implemented for political
reasons. Some of these projects are reparded with an air of scepticism
in the AGEAN private sector, the active role of which is crucinrl for

their successful implementation.

It is still possible, although unlikely, #r some people t0 be inplanatted fx
political reasons. They inay be ~upported 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 gencrrl 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.

Qegional industrial cooperation should not necessarily be left
entirely to private markets., ILfficiency is not the only criterion for
assessing any regional industrial project, and in any case, political
realities may not pernit tue free play of private forces within the
regional framework. These realities impose constraints upon the second
approach, but they do not render it inspplicable. Complete removal of
all trade barriers is too ambitious a goal, but selective trade libera-
lisztion 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 partial, of intra-regional

trade barriers facing tihese industrial products.

3., Declaration of governr.int policy eupport (effective
subsidy) for investrent in these areas (that is, how
much society is willing to pay ov-. and above woil?d

market prices and tor how long).

Lo

« Zesponse from the private sector.

5. Institutional arrangements to impose such conditions
as way be required to achieve other goals such as

equitable distribution of benefits and costs.
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ociated with the vresent aclae of

4]

Some of the probleris as
five industries would not airgse if such an ariroach vare alor led. dut
conflicts of notional interests and political is ues canrot Ue avoided
totally. If it is necesszar; i find solutions that acc cor letelr
acceptable to all puarties, the ranze o¢f elifivle i-dustrioz vil? Ye so
narrow that the full benefiis of recional cooperation will not e sccured,
and regional cooperation itself will bocene a futile ciercise. .. require-
rent that no merber covntry fecls that it iz Lurt b anr sinsle industrial
project would clecarly ve the antithesic or the sririt of regional co-
operation. .ilthouph one member country may not terelit Iror on individual
project, it is possitle for thie nation to jain fror a rro-ramne o. industrial
cooperation of which the project forms apart, witl the ne;ntive effects
associated with a given project more than offset bty the positive efrfects

associatec¢ with some other project.
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CHAPTER VI

SUMHARY AND CONCLUSION

Letueon the anglicl: Yeclaration in 1707 and the Zali Concord
in 1975 .5 ¢ had renained rather inactive in the field of economic
cocperation in gencral and industrial cooperation in particular. After
a long sestaticn neried, 45..\ has finally taken positive measures to
rromote regional cooperation in the Zi2ld of industrial development.
The "paclase deal” ap:roach towards establishing large-scale AS=AN
‘ndustrial iroiects (.\lis) has so far provided the main thrust in the

direction of industrial cooperation.

“he concapt of ..Ii & secns to be theorctically sound. It
certainlyy mnkies 2 lot of sense for a grou: of covntries which already
nave had considerahle experience in industrial development. Zconcmies
of scale previle tie main agument for the setting up of industrial
proiects whichh would serve the entire region. Lnormous savings in costs
and capital investments for regional rrojects vis-a-vis national projects

are 1o0ssible,

AS.0AIL countries are apparently at different stages of indus-
trial develornient. This variation coupled with considerable variety
found in resource cndowrients, would permit a fair degree of complementarity

in new industrial projects which can be set up under the package deal

programme, Folitically, too, it appear:t that it would be a lot easier

to initiate "new' pacage-deal projectc than to reorpaniee or rationalise
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the existing indurtries.

Theoretically, therefore, the prospecte for .lis apyrear to be
fairly good. Inspite of all tnis, the progress of .IFs has been only
modest. Of the initial five pro;ects, diesel engine and scuperriosphates
projects allocated to Singarore and the Fhilippines, respectively, have
been abandoned. Cf the threce sirviving projects, the Indonesian and
Malaysiaa urea projects have alrecady reached the implementation phase,
while the rock salt/soda ash project allocatel to Thailcrd is now under
close scrutiny, ASL.. experience with .iIl's thus seerms to sugzest tihat

theory and practice are somewhat at variance.

Zxplanations for tuis "variance'" are not diffic' 1t to find.

In the first place, ASzAll exhibited consideratle haste in t'ie initial
vtage in identifying; and allocating .\I¥s. =« lot of embarrassrient could
have becen avoided if preliminary studies had been urdertalicn vefore
public announce:.ents were made, It ruct however be pointed out tihat
although ASZAN had shown haste in tle identification and alle-ation of
AIPs, ASFEAN was not hasty in implemencing tliem. This restrain of the
part of ASHEiN has prevented costly mistakes in the case of sone projects,
especially the superphosphate project, which were found to be uneconomical.
It is also of interest to note that all these projects have ubeen subject
to close scrutiny and that no uneconoriic projects are bein;; bulldozed for
political reasons in the name >f regionalism. .Zven in the case of urea
projects where some excess cajacity is indicated in the feasibility
studies, the ventures scen to be comnetitive enough for the product to

be marketed outside the region eventually.

vhile it is comforting to note that th» A3LZ\l cooperation
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rnachinery ensures thal no ureconcnmical projects would be impleriented,

it is disturhin~ to observe that ..l7..i. is not strons enougb to overcome
nationalisn i nenter countries, that thwarts the establisiment of good
industrial projecis on a rezional basis. ieferences may be made in this
context to e Jiczel erncine project in the first package and the colour
™V picture tubes rroject in the secnnd packarse, which could not be set

ur simly because sore neber countries were unwilling: to wind up un-

econonic national vrojects to nalize way for the regional project.

It apirears in retrospect that the projecls chosen for industrial
cooperation v.re not "comonly acceptanle', Some projects, which were
acceptavle to sone nerver courtries where no similar national projects
vere in exi~tence, were unacceptable to others wiere similar nzational
projects were eitiner in existence or bein: planned. This "commonality™
criterion would require tnat .IkFs shonld be carefully chosen so as to
avoid those industrics wnich are already in o eration or in the advanced

planning stas;e, on a national basis, in any member country.

liowever, tie commonality criterion, which excludes projects
that are likelr to bring national and resional interests into open
conflicts, innoses serious constraints upon the scope for ASUAN industrial
cooperation. .hile it is desirable to avoid such clashes or conflicts
between regional and national projects esrecially in the beginning, the
inevitability ol sterxping on each other's toes in the process of indus-
trial cooperation should also be appreciated. Otnerwise, many useful
projects will te unnecessarily excluded, rendering regional economic

cooperation a meaninglesc exercise.
Also, it is important to take a macro view of economic
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cooperation and to consider project packages as a whole, because a
strictly micro vi.w of individual projects and a cost-bcnefit evaluation
of individival projects in isolation can be highly misleading. lor, a
rewber country ma} lose a little in one project and gain a lot in another.
Zvery member cannot expect to gain in every regional project, UBesides,
vegional cooperation is not a zero-sum game. Seen in its entirety,
regional economic ccoperation can be worthwiile for all mermbers, although
some mewbers may gain more than others in the  rocess. Uhat is sadly
missing and badly needed in ASL Ii is the spirit of give-and-take, It is

in this sense that S-AN still secms to be immature,

So far, the private sector resronse to the Ailis has been some-
what lukewarm, partly because the private sector participation in vlanning
and decision-making has beer almost nil. Irivate busi-essmen are not
harpy to let the bureaucrats riake investment decisi~ns for them. It is
therefore necessary that orivate sector is consulted at every stare, if
the private sector were <o play any importent rele in the promotion of
.I's, DBut, the ASEAN approach seems to deny the private sector such a
role in so far as AlPs .ve concerned. In this regard, A\5il\l! appears to
rely heavily on central planning. The gelections of industrial projects
and the geographical allocation of them are strictly programmed, although
the role of the market is not eliminated in the implementation phasz, The
danzer inherent in this approach in terms of allocative inefficiency are

fairly clear. Besides, such a heavy reiiance on central planning requresa strorg

regional bureaucracy which ASEAN does not have.

The wisdom of customs union treatment for these projects

throuch the imposition of common external tariffs can be questioned
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seriously on hoth economic and nolitical grounds. oconomically, it is
undesirable as it might shelter inefficioncy; politically, it may not

be possible fer all members with dififerent trade regimes to agree to

ary comron external tariff. .n aiternative a;rnroach would be to eliminate
trade barriers and create a climate conducive to investnent so that the
piivate sector can exnloit the business oplortunities in such a way as

to bring about cfficient allocation of resources in the region, with
Coverrnents nlayins an importunt role in »rovidins funds, infrastructural
and other suprortive feoeilities., Cther policy objectives such as equitable
distribution of projects may be achieved through other neans in such a

way as not to stifle market forces.

“hat iIis require the rrivate cectors' sup-ort and participation
in their inplementation is readily obvious. ‘hile the need to :onsult the
rrivate socior seems to be generally acceptad by the A3 il Governnients,
the present arranrgencnts for consultation between the A5...Ii-CCI and the
ASSML Governrents are inadequate. It is imrortant that AS.AN-CCI is
vlaced in such a position that it can associate closely at various

stages in the deliberations and decision-maliing process.

It is also important that decisions arrived at by the ASIAN
Governnments lilter down fairly quickly through out the bureaucracy.
r‘here is no doubt that political will necessary for regional cooperation
exiends to the ministerial level of the ASLAll Governments, but this is
not reflective of their entire bureaucracies, The political will
neccssary to promote regional cooperation must permeate the whole
governnent burcaucracy. Thus, there is a need to develop closer linkages

not only between the Governnments and private sectors but also among the
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various levels of the Movernment sector.

Faving said all these, one must hasten to add in aii faimmess
that AS:iN's achievements S0 far are Yy no means insignificant. No
douot, ASLAN's experience in industrial cooperation shows that there is
much left to be desired, but the strength of AS.AF 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-tack to dampen its spirit to try

somethins new.

The atmosphere within AS.AY is now fertile and conducive for
effective economic cooperation. Thorns in interstate reiations nave
been removed, misunderstanding and distrust between menmber countries
have been largely cleared, and tecthin_ troubles have bocn successfully

overcome,

All these provide a basis for optimism. The ASLAN market is
expected to grow by 2.3 times its present size in 10 years and to gquad-
rupple by the year 2000, According to the World Bank projections, ASLAM
consumption will expand four times to US$250 biliion; investments will
rise 4.5 timee to US$80 billiion; exports will grow 1.5 times to US$55
tillion; and imports will increcase 1.5 times to US362 billion during the

19808, It is important to note that none of these projections take into

account the impact ASEAN regior.al cooperation could have in the 1980s.

ASEAN economic cooperation particularly in the field of industrial
development oun be expected to multiply literally the economic opportuni-
ties within the ASEAM region far heyond those depictcd in the above
projections. This would further enhance the scope for AIPs. For,

notking succeed: like success.
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