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PREFACE

The Regional and Country Studies Branch cf the Division for Industrial
Studies, UNIDO, withian its studies and research prograrme, is giving
particular attention to the potential of co-operation between developing
countriec in the context of sub-regional schemes; emphasis being placed
on the pursuance of the most effective modes of co-operation ia the field

of indusiry.

Thue, as part of the programme for 1981, & series of issue-oriented
studies or analyses were carried out on various aspects of injustrial co-
operatior within the region81>co-oper§tion schemes of ASEAN azd the Andean
Group. The main ovdbjentive of the studies was to provide guidance for future
regional and sub-regional co-operation in industry between developing coun-
tries through analysis of the ASEAN ard Andean Greup eaerience in the various

forme of irdustrial co-oper~aticn which have been pursyed.

The ASFAN studies aimed to bring out and analyse critical issues in
the industrial co-operation; the various forms ~f cn-or-zration employed; the
methods and modalities us-d in identifyirg, prei..ing and analysing v-rlious
Tactors at the branch or products level as well as at the prcjéct level, The
studies wei'e not intended to present a chronological expose of the industrial
co-operatior in the region; the past experience was looked at mere1y>as
reference in the analysis'of the key issues involved, how further ,rogress

may be achieved and of the various measures which may be taken to that effect.

The specific arees in respect of vhich issue-oriented analytical studies

have bezen carried out are:

(Z+ ASBAN industrial co-operation - & long~term perspective;
(14) ASEAN industrial product or dranch co-nperation tlirough industrial

somplementetion programmes and technical co-operation arrangements;

(i12) regional industriel projects - the present large-scale ASEAR
Industrial Projiecta (AIPs) as well as prospective ASEAN joint-

venture projects spoansored by the private gector;
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(iv) ASEAN co-operation in industrial financing and pramotion.

The present study concerning the ASEAX Industrial Joint Viulures
(AIJVs) in the private sector has heen @repared for UNIDQ ty Frofessor
Lee Sheng-Yi, Departnent of Buriness Administration, Watioral University

of Singapore; Kent. Ridge, Singapore.

Regiopel and Country Stvdies Branch
Division for Industrial Studies
URIDO




Chapter I

IRTRODUCTION

(a) Overview

ASEAN indus+tirial co-operation has evolved into three types of projects

up tr the vresent stage:

(i) ASEAN Industrial Prolects (AIPs), whereby each country was assigned

a large industrial project;

(ii) ASEAN Indusirial Complementation (AIC), whereby each ASEAN country
manufactures some parts or componeants of an industry and exchanges
those components amoug themselves under Preferential Trading
Arrangemants {PTA};

(iii) Private sector ASEAX Industrial Joiut Ventures (AIJVs), which is
tue subject of this paper.

ASEAN Industrial Projects (AIPs) refers thus to iarge-scele government-
sponsored inuustriai projects, the first (and as yet oniy’] "puckuge" of which
wvas announced in earliy 1977 comsisting of urea rrojects for Indonesia and
Malnysia, soda ash project for Thailend, semmonium s;ul_rrluate rnojent, for tlre

Philippines and diesel engines prcject for lingapore.

Hitherto, also the work on ASEAN Industrial Complementation has pro-
ceeded to large externt from government level ic the private mector. It has,
however, early deen recognized thet the private sector can take the initia-
+ive and can suggect concrete wars >f ASEAN Inductrial Cowplementation. The
ASEAN Automotive Federation proposad and the ASEAN Economic Ministers
aprroved in 1960 the first and secoud packages of eutomocive complementatica

projects ., L/

The private sector has, however. fouand it 4iZficult to identify other
induatrial complementation projects similer to the automotive one, in wvhich

all five ccuntries are involved in the manufacture of the component parts

1/ See Annex C of the study 'ASFAN Industrial Complementation’ trepared
for UWIDO by Vicente T. Paterno (document UNIDO/IS.282 of 25 Janusry
13992.

]
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with roughly equal distribution cf benefit. Besides, the rete of industrial

co-overetion would be very slow.

Because cf such difficulties, Wee Cho Yaw, the ASEAN-CCI President,
Proposed & nevw concept, called "ASEAN Industrial Joint Ventures",l/
wheredby even two or three ASEAN partners from éhe rrivate scctor can form
a joint veniure, and the capitel rund for one project may not be too zveat.
These A1JVs can also be alloted -o different ASEAN countries on an equity
princirle, &nd conditions ané ruies which ere more flexible in order to

speed up the rate cf industrial co-operation.

The AIJVs are thus different from the ASEAN Industriel Complementation
(AIC) proj=cts, because the former are individual projects and not usuelly
considered together with othe. projects in a package manner or with cther
restrictive conditions which may perhaps hamper the speed of industrial co-
operation. AIJVs can be approved individually by the ASEAN Economic Ministers
who will have to maintein an equitable distribution of benefits accruing from
the ALJVs in the long run. The proposed guidelines on AIJVs, the draft Basic
Agreement, is analyzed in Chapter III. A comparative analysis between AIJ'Vs
and AIC prolects is given in Chapter VI

The ASEAY-CCT meeti=gs i: Manila in June 1931 and in Bangkok in
November 1981 saw much deli wre*i a cn the ATJVs. The various ASFAN
industry clubs and federsiirnz, snch as ASEANW Chemical Industries Club.
ASEAR Iron and Steel Industry Feaeration, ASEAN Automotive Federation, and
ASEAN Federation of Textile Industries vere requested to identify potential
Joint ventures. The prowosals will be sutmitted to the COIME and hence to

the A3SEAN Fconomic Ministers.

{b) Metkadnlogy used in the research study

The methodology used by the Counsultant for the research and study

comprises the following:

(1) Information gathering thrcugh interviews with industrialists,
dbusinessmer, gbvernment offici.1ls and scholars in the ASEAKN
cot..cries. The Consultant visited Jekarte. Kuala Lumpur, Bangkok,

and Manila on 1L June - 1 July 1981. In private talks aome of

——-

1/ See his address to the 1lith ASEAN-CCI Council Meeting, heid in Jakarte
on 11 December 1980, as rcported in the ASEAN-CCI Newsictter, June 1981,
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the true focling and wirrles may Ve expressed, wnicn are not

explicit ir official meetings or announcemerts.

Participation in & series of ASFAN-CCI meetings in Manila on 24 June -
1 July 1981. The Consultant took part in these meetings as e

delegate ané adviser of singnéore Chirnese Thamber of Comrmerce and
Industry. Ir the meepings, various views of different ASEAN dele-
gates were expréssed, which were not necessarily recorded officially
in the reports on the proceeuings of the meetings (including that

of thc 10l Plenary Meeting ofvthe Working Group on Industrial

Complementation).

Anelysis of statistical and other information. Tarlff levels of
the ASEAN countries and the tariff rates of the products of potential
Joint ventures were studied. In oréer to identify the potential

Joint ventures, three approaches were considered:

(a) From the trade statistics of the ASEAN countries, the import
and export values and quantities of the products of potential
Joint ventures of each couitry in the recent years, and hence
the total ASEAN countries can be escertained. Similariy
atlempts can be made to find ocut the quantities end velues
of those products, menufactured locally. Import plus local
production wculd be equal to the requirsment of a country.
From the aggregated import demand of ASEAN, estimaies may be
made of firstly, the impcrts from other ASEAN countries end,
secondly, the o1ports from outside the ASEAN. Theoretically,
it may thus be possible to identify those products vhich can
be suitable to joint ventures with a enlarged ASEAN market.
But unavailability cf data limits the practical applization
cf this approach. Names of commodities in trade statistics
vary from country to country.l/ Furthermore, tne ASEAR
countries do not have comprehensive statistics of local manu-

factures in Juch a vay az 10 enable a cmmrmilation of local

The ASEAN countries use either the SITC (Standard International Trade
Classification) or the CCN (Customs Co-opacation Cour~il Nomenclature,
Tformerly known as Brussels Tarif: Nomcnclature or BTN) in trade statistics.
Philiprines uses their owr PSCC Grouping (Phi’ippines Standard Commodity
Classification) vhich 1s close 0 the SITC. In ASLAN countries there is

g trend towvards changing from SITC to CCCN and also a dispersior of tariff
lines at the 6- and 7-digit level. The ASEAN Economic Ministers have
agreed to adoot the T-digit CCCN Code.




manufacture and trade {igures within one country and to have

inter-~country comparison.

(b) The second approach Is to stuly the lists of mriority industries
encouraged by the five ASEAN countries and to see what indus-
tries are commonly encouraged by them, and what industries, if
any, are reserved for domestic enterprises. Generally speak-
ing, machinery and equipments, chemicals, and some intermediate
goods are in the higl priority liste of &ll ‘vhe countries.

The marufacture of those products may therefore be suitable
for potential ASFAN Joint ventures. However, the broad group-
ng of priority industries would cause great difficulty in

specifying & certain commodity for the ASEAN joint venture.

(¢} A more pract.cal approach is to enlist the support of the
various ASEAN industry clubs or federations to propose such
joint ventures because industr.slists in the same business may
xnow much better the technical aspacis ¢f co-operation, arnd

the ways of avoiding a clash of interest among themselves. At

the same time, this approach may be supplemented with statis-

tics and analysis as envisaged u:rder (a) sad (b).

The last approach is the one used in the research study, and the
potential AIJVr, presented in Chapter V, were in fact suggested by the ASEAN
industry clubs or federations,




Chapter II

Industrial development strategies of the five ASEAR countries affecting

ASEAN co—operation

It is very important to understand the background of the ASEAN indus-
trial co-operation, the different stands of the individual ASEAN countries,
and the conflict be‘ween naticnal and regional interests in a reslistic
manner in order to assess the possibility of success ir the potential AIJV
and hence the rate of prcgress of industrial co-operation. Accordingly, a
trief review of the position and outlook of industrializetior in the indi--

vidual ASEAN countries is given below.

Indonesia has the biggest home market of 150 million pecple. Its
industries are mainly for import-substitution. Most of the industrialists
interviewed are intcrested in the local market of Indonesia, rather than in
the hopefully enlarged ASEAN market. As one government official remarked
clearly: "we do not want ASEAN economic co-operatiof just for the sake of
co-operation, but first and foremost our national interest .ust be safe-
guarded". What Indonesia worries about is that ASEAN ro-operation may
adversely affect her infant ‘ndustries, which wouid have greet socio~
zconomic impact on the economy. ASEAN Tndustrial Complementation or ASEAN
Industrial Joint Ventures can only be acceptable 1o Ilndonesia so lorg as
they Ao not Jeorardise the development of national industries. To Indonesia,
the enlarged ASTAN market is something of a distant advantage. The
immediate impact, it is feared, is that their infant industries may suffer,
because of their lesser competitiveness (except for scme resource-based indus-
tries) vis-a-vis industries of other ASEAN countries. The Indonesian
economy can be s8aid to be a highly regulated cne with a relatively high
degree of protectionism; her industries were develop:d under a substantial
tariff wall. Her comparative advantage lies in resource-based industries,
such as petroleum-related industries, wood jadustries and food processing
industries. Potential projecte for Indosesian AIJVe might be concentrated

in these fie=lds.

The Philippines is also a rather protect2d econcmy. Traditionally
the industries were developed under a tariff wall for import-substitutiocn.
1 the 1950's, such industries were rapidly established. But in th§
1960's and 1970's, the scope of import-substitution seemed to be rather




exhausted as the local market of 48 million people was limited. The country's
exports of sugar, timber, coconut products, copper, etc. are mainly to the
USA and Japan. The country has not yet to significant extent deveioped export
sarkets in South East Asia. Thus ASEAN economic co-operation and enhanced
ASTAN trading relationships are enthusiestically promoted. ‘Yhe Philippin.s
.00k an active part in prorosing the potential AIJVs, such as the projects

of security-peper, mini-trsctcr, ferroalloy, and chemicals.

Singapore is in a different position. The country has a small popula-
tion of 2.k million. Apart from the three specific import items of tobacco,
liquer &nd petroleum, its tariff rates approech zero, as protective tariffs
vhich were set up in the early 1960's for new manufacturing irdustries have
been gradually dismantled during the 1970's in the country's effort of export-
orientation. Hen~. with respect to ASEAN Preferential Trading Arrangements
(PTA), she has little to offgr to other ASEAN partners in order tc divert
imports from non-ASEAN source to ASEAN source. From the side of other ASEAN
countries the ideas of "external tariff" ar "mandatory source” may possibily
be put forward. The former means that if there is no tarif: rate cn a
product, Singapore may put up & tariff for import froum non-ASEAN source,
following the example of E.:7, The latter means that there can be & regula-
tion .hat a certain proportion of import of a product muet come from ASEAN
source. Such measures would show preferences or favour to ASEAN cour ries.
But, apparently Singapore is not inclined to accept either one of them, as
that would hinder the development of Singepore as a tradir_; and financial
rentre. Singapore has practically no natural resources. Its comparative
advantage does not lie in resource-based industries as in other ASEAN
countries, but in service - and ~ skill industries, such as engineering,

chemical and petroleum industries. An erlarged ASEAN market is obviously
the aspiration of Singapore. :

Malaysia's development strategy is more export-oriented or ouvtward
looking than that of Indonesia and the Philippines. Malaysia is keen to
develop its resource-based industries and is interested in the AIJV

mechanism,

8imi2arly, Thailand is interested in developing its resource-based
industries which nave a comparative #dvantsge. The country is active in
proposing AIJVs, such as the magnesium clinker and mini-tractor projects.




The proposed guidelines on AIJVs

The Committee on Industries, Minerals and Energy (COIME) in conjunction
witn ASEAN-CCI is drafting the Bmsic Agreement on ASEAN Industrial Joint

Ventures with the following general principles:

(a) Participation in an AIJV will comprise at least two ASEAN countries
but is not limited to only 23EAN countries, provided that member-
ship by the ASEAd nationals is at least 51 per cent. (Article I
of the draft Basic Agreement). ASEAN investors in AIJV projects
are to be a>corded national status by the host countrs for the

purpose of qualifying the projects for nat onal trea‘ment.

(b) An approved AIJV product is to be granted ASEAN Preferential Trading
Arrangements (PTA) to the extent of 50 per cent preferential treat—
ment; further tariff cut can be negotiated.among the participiting
ASEAN countries.l/"LSEAN countries may consider not to encourage

new or additional capacity for approved AIJV products for a period

of two rears for existing products and 3 to 4 years for new products”

(Article IV). This exclusivity with resp:ct to production and

-ﬁarketing is rackoned as from the date of actual production.g/

This exclusive preference is exempted from the Most #avcured Nation

(MFN) Clause of the ASEAN Preferential Trading Arrangements (PTA)

{¢) The host country, where the AIJV is located, will accord to it a
treatment no less favourable than that enjoyed by her own nationals
provided that ASEAN nationals' ownership ratios meet the host
country's nationsl ownership investments requirement (Article
IV, Clause L).

1/ This was the decision of ASPAN Econcmic Ministers in a meeting in Jakarta
on 29-30 May 1981.

' COIME proposed originally "as from the data of ASEAN Economic Ministers'
final approval”. but ASEAN-CCI desired to change to "as from the date of
actusl production”.

g




(d) Other ASFEAN countries, which choose not tc join the AIJV, zre
free to de so but their similar products cannot enjov such a

exclusive and special tariff preferance.

(e} COIME will recommend for the consideration of the ASEAN Feonomic
Ministers (AEM) the allocation of AIJV projecis to the particive-

ing countries.

(£) "Without prejudice to the right of identification by ASEAN Govern-
ments, the ASEAN-CCI shall identify AIJV products for possible
allocation to member countries” (Article II). The princirie is
to have equitadle distribution of benefits for the ASEAN countries.
"Whenever feasible, AIJV products are to be ecuitably allocated to
the participating ASEAN countries" (Article III).

(g) "An AIJV product shall be of internal ‘cnally accepted quality,
the pricc should be relatively comvetitive and there should be
an assurance of continuity of supply' (Article III).

It is evident that much flexidbility for easier implementation has been
sought in .he draft Basic Agreement. For instance, at least two ASTAN
countries can propose an AIJY; this can be considered as & further extensicn
of the "five minus one" principle, as originally proposed by Mr. Lee Kwan

Yev, the Prime Minister of Singapore, for AIC.

Another indication of flexibility is that foreign enterprises or multi-
nationa. corporations are allowved to participate in an AIJV provided that
their shares would not exceed L9 per cent, i.e. they are not to be majority
gshare-holders, It is gecognized that the developing ASEAN countries need
technical knc r~how, management skill, overseas marketing connectious, and

capital funde of multi-naticnal corporations.

The proposed AIJVe would seem to rely mucﬁ on ASEAN Preferential
Trading Arrengements (PTA) and exclusivity arrangements vith respect to
production and marketing as catalysts to start such projects; the idea
being to create a protected and enlarged ASEAN market for products of ASEAN
joint ventures. Concern may, hovever, bte expressed that at the end of the
exclusivity pericd. politiral ‘oboying, particularly in the country where




the AIJV is located, may induce the exclusivity period to be extended further
and further, sc that the regional vrotection may become & permanent fesature.
This would defeat the ultimate objective of regional co-operation, i.e. to
exploit the economy of scale in an enlerged market for the sake of efficiency
and productivity. It is in this view that Mr. Wee Cho Yaw, the ASEAN-CCI
President, once reaarked that it would be better if the AIJVs would not rely
too much on PTA and other protective measures for their successful implementa-

tion, and that reelly competitive jJoint ventures have to be identified.

One further aspect of flexibility is shown in point (d) above of the
general principles, i.e. each ASEAN country is free io join a certain AIJV

or not to join, in accordance with its own circumstences.

In this early stage, the approach is towards regioral import substitu-
tion, although in country terms there is an enhanced encouragenment for exports
from one ASEAN country to anbther. No attention has yet been given for
regionel export-orientation, ji.e. to encourage exports to non-ASEAN countries.
This idea is, however. very desirable, beceuse, firstly, exports to non-ASFAi
countries would avaoid the cont.ict against national interest owing to the earnest
desire of each ASEAN country to develop its own industries: ani, secondly, the
acid test of competitiveness and efficiency is the capability of exporting to the
non-ASEAN countries without ihe regional protectionism. Hence, tax incentive
measures for exporting to the non-ASEAN countries may perhaps be considered for
possidle inclusion in the Basic Agreerent. For example, & reduced income tax or
even tax holidays for euch exports can be included so that the ATJVs mav be
encouraged to look for markets in the non-ASEAN countries es well. Hovever,
that would involve the final decision of the home country concerned. Perhaps,
in the later stage, vhen some AIJVs have been set up, the ASFAN cou tries may

amend the basic Agreem~nt to encourage regional export orientation.

The location of a certain AIJV may affect to certain extent its efficiency
and competitiveness, because, firstly, ASEAN countries may have different
philosophies of management -- some giving wore emphasis on productivity end
efficiency; vhilst others may be giving relatively more weight to social
and political considerations. Secondly, factor endowments in ASEAN countries
are different. Here arises the conflict between efficiency and equity. One
of the guiding principles of ASEAN co-operation is that the benefits should
be equitably distributed among the ABEAN conntr!ss. How to strike an optimum
balance between efficiency and equity may be a problem of ASEAN co-operation-




Items (f) and (g) of the general principles may perhaps be in conflict in
practical implementation. It seems that the ASEAN count:ies collec“ively
tend towards emphasising equitable distribution of benefits, rather than

the efficiency aspect. Fu .hermore, the concent of equity in ASEAN co-opera-
tion may vary from country to country. If the criterion is based on the

local market of an ASEAN country, measured by the size of its population only,
then Singapore with its tiny population of 2.4 million people has certainly a
limited roie. If >n the cther hand, the ~riterion is based on the practical
contribution of an ASEAN country in cerms of service, skill, organization,
management and income per capita, Singapore would play & much greuter part

in ASEAN co-operation.l/

In the ASEAN-CCI meetings in Manila in June 1981, a view was expressed
by & Philippine minister, which was echoed by the Philippine delegates that
there shou.l be "ASEAN Joint Ventures" (AJVs) instead of "ASEAN Indust: al
Joint Ventures" (AIJVs},meaﬂing the scope to be widened to include other

economic activities.

These are the deliberations, dilernas and difficulties. In spite of all
comments, ihe proposed guidelines on AIJVe should be heralded as an important
milestone on the road of ASEAR industrial co-operation. Schemes have to be
implemented step by step. At this early stage, the draft Basic Agreement
may serve the purpose of starting the AIJVs. The aforesaid comments may help
to realise the ultimate target and stimulate thought for future amendments.

The heart of the matter may not really lLie the Basic Agreement on AIJVs,
but rather the identification of potential AIJVs and the implementation of

these joint ventures by ASEAN tusinessmen who invest their capital and work

together.

1/ Mr. Vicente Paterno in his study on ASEAN Industriel Complementation has
put forward the suggestion that, while dietribution among countries of
"hoimary" production projects should be made according to efficiency and
availability of major resource inputs, the allocation of "secondary” and
"tertiary" complementation projects to an ASEAN country should be in
accordance to its market contribution, that is, the production volume'of
its complementation projects (relative to all countries' complementation
projects) should equal the (similarly relative) market volume made
access: hle for complementation projects frcm the otner countries.

(Ref. “ASEAN Industrial Complementation" prepared by Mr. Vicente Paterno,
UNIDO/IS.282, aated 25 January 1982.) In practice, it may, however,

be difficult to estimate the product volume and market volume of each
ASEAN country.
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Chapter IV

Suggested principles of identifying AIJVs and general characteristics

In order to avoid conflicts of netional and regional interests, it would
be better to move rather cautiously, so that each AIJV would have the whole-
hearted support from the ASEAN countries end consequently a better chance
of success. Some of the guiding principles for selecting the AIJVs can be

suggested as follows:

(e) Although the draft Basic Agreement for AIJVs covers both exist’ng
and nes products, it might be bdetter if initially new products'
rather t" an existing ones are selected. This is because if the
AIJV is ..axclusively favoured with the SO per cent or more tariff
preference, the products of other existing producers can only
enjoy the usual PTA of 20/25 per cent in the ASEAN countries and
hence cannot compete on equal ground with those of the AIJV. There

would be much complaint and politicel lobb§ing.

(b) It is advisable to select producer or intermediate goods, rather
than consumer goods, because in each of the ASEAN countries in
their early phases of industrialization a wvide variety of consumer
goods industries heva slready been set up mainly for import-
substitution. The ASEAN countries, however, have generally not yet
come to the manufecture of producer or intermediate goods because
of the economy of scale, and of the need of s higher level of
technology. To illustrate, it would be difficult for the ASEAN
textile industries to pro,ose any yarn spinning mill for the AIJV.
Even though most of the spinning mills in, say, Malaysia produce
IS counts or under, they would not like to see an AIJV to be set
up to produce 100 counts fine yarn or above, because they claim
that if they were given that exclusive preference they could proluce
such high-quality fine yarn themselveés. The industry is more inter-
ested in organizing AIJVs for manufacturing spareparts and accessories
for the textile uachinery.
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(2) For the similar reasoning, an AIJV should be of a fairly large
or medium-size scale ir order to exploit the cconomyv of scale
of regional co-operation, but non small-scale, which cen be
achieved by national plants. An AIJV may not be as digh a
project as the AIP tvpe, but may be bigger than the small nationel
plents.

With those suggested principles in mind, we may envisage the general
characteristics of the ALIV, at least initially, to be for a new prodret,
an intermediste goods, and of medium-size scale. AIJVs with such characteri-
stics may be expected to be easier toc implement eevrly, which may lead the
way tc {urther develorment of ASEAN joint ventures, once the confidence of
industrial co-operation has been gained. The AIJVe for magnesium clinker,
and grephite elesctrode, may provide a ground of co-ope.ation in the ASFPAH
iron and steel industries; similarly the AIJVs for mini-tractors and ferro-
alloy, in the ASEAN metal and machinery industries; the AIJVs for the five
chemicals (se» the subsequent Chapter V), in the ASEAN chemical industries;
the AIJVs for the cpareparts of textile machinery, in the ASEAN textile
industries. It is a noteworthy characteristic that the identified potentinl
ATJVs aim primarily at import substitution in the ASEAN markets and only
secondarily at exporting to the non-ASEAN countries. As already noted, the
draft Basic Agreement (Chapter III) has no provision for tax incentives or
other measures to encourage exports to non-ASEAN countries., Nevesytheless,
for example, among tae potential AIJVs revieved in Chapter V below, titanium
dioxide may have a high pcténtial for exporting to non-ASZAN countries, &s
tin tailings are available in good supply in Malaysia, Indonesia und Thaile-~
Magnesium clinker can be competitive in World market if dolomite and nat
gas are found in pleatiful supply in Thailard and other ASEAN countrie
Perrosilicon may have a prospect of exporting to non-ASEAN countries, if
available rav materiel resources are effectively utilized and the hydro-
electric potential in Mindanao developed. Other proposed AIJVs such as
spare and accessory parts of textile machinery, mini-tractors, security
paper, and graphite electrode may have less posiibility of exporting to the
non-ASEAN market at least in the early stage, because “heir protuction
involves ligh technology and it would be difficult for them to compete with
well-established manufacturers in developed countries.

Unless the AIJV products are competitive in price ¢~d ouality, it would
be aifficult or un=conomical to compel ASEAN industries to use those products.
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It is realistic to presume that the proposed AIJVs may only command about
60-70 per cent of the ASEAR markets of those products, but not 100 pe:r cent.

In revieving the potantial AIJVs in the subsequent chapter, we would realise
that in most cases the optimum or minimum scale of production of those products

exceeds considerubly the volume of demand ir “he whole ASEAN-region. Therefore
the balance quentitites have to be exported to the non-ASEAN countries. This
explains why the ASEAN countries have to pay attention to the potential
non-ASEAN markets in thc lomg-run prospective —- i.e. ASEAN export-oriented
strategy inctead of merely ASEAN import-substitution strategy. This implies
that the praduction must be very efficient and competitive in the world

narket, which is indeed a challenging task.

It can be argued that the industriaiization of many countries, such
as the Federal Republic of Germany, USA, and Japan, in their long history,
&nd, for instance the Republic of Koreea in recent years, started from import-
substitution strategy and shifted to export-oriented strategy as their
infant industriec became weil esteblished with technical skill and marketing
connections. Likewise, we may apply the same argumeﬁ% to the ASEAN indus-
trial projects, so that in the short run or in the early phase of establish-
ment the AIJVs can orly work primarily on the basis of import-substitution
in the ASEAN markets. But in the long run, as they gein experience in
technology and marketing, they may attempt to export more and more to the
non-ASEAN countries. Nevertheless, it is important that the ASEAN countries
shouid emphasize productivity and efficiency rather than merely equity in
benefit, and should provide some tax-incentives for exporting to non-ASEAR
markets in the Basic Agreement, and should consider the potertial of non-
ASEAN marekts as vell as the ASEAN markets. This also means that the AlJVs
would have to go through a long gestation period and the participants have
to be prepared to take a long-term view on t{heir venéure capital.

Is it possible to establish an AIJV with the main purpose of exporting
to the non-ASEAN countries? To be rcalistic, the ASEAN-CCI takes a cautious
view by aiming at ASEAN import-substitution first. In future, vhen the
ASEAN industrial co-operat:ion has gained momentum, it may pernaps be fruit-
ful to think of an AIJV of the nature of export-or’ .atation to the non-ASEAN

markets.




Chapter V

Potential AIJVs

ASEA.. industrial clubs or federations are requested (according to the
draft Basic Agreement) to identify potentisl AIJVs. For example, the ASEAR
Iron and Stesl Federation has proposed the magnesium clinker,l/ granhite
electrode and ferro-alloy pfojects. They sunbort proposed feasibility studies
of the AIJV projects. The ASEAN Agricultural Machinery Federation has pro-
posed the mini-tractor vroject. The ASEAN Pulp and Paper Industry Club has
proposed the security paper project. The ASEAN Chemical Industries ..ub has
proposed five projects, namely, chlorinasted parafin wax, acetylene black,
high test souium hypochlorite, titanium dioxide, and feron. The Institute
of Textile Technology at Bandung has been requested to identify potential of

manufacture of srare and accessory parts of textile machbinery for AIJVs.

It is interesting to note that the projects so fgr proposed, have con-
formed to the principles in Chay:.er IV. Although new as well as existing nro-
ducts are acceptable according to *he AIJV guidelines, existing ones are in fagt
svoided. The proposed projects are, furthermore for new products of a nature of
intermediate goods. The volume of demand from one individual ASEAN country is
not great enough to warrant the establishment of a project, because of the
economy of scale. NHence the projects are fairly large or medium-size ones,

appropriate to ASEAN co-uperation.

The 13t.. Meeting of the Committee on Industry, Minerals and Energy
(COIME) in Xusle Lumpur in January 1981 agreed to recommend the pre-feasibility
studies on a magnesium clinker plant, mini-tractor plant and security paper
mil1l for UNDP/UNIDO assistance. This assistance proposal has been included
in the 1982-86 UNDP Inter-Country Programme for Asia and the Pacific, for
execution by UNIDO.

1/ This proposal) has also been endorsed by the ASFAN Cement Manufacturing
Pederation. ‘




(&) Magnesium clirnker

Megnesium clirker ieg a raw material for basic refractory, i.e. it is
vsed for maxing heat-resistent bricks for the furnaces of the iron and
steel industry and cement industry. Furified sea-water, dolomite and energy
{petroleun, natural gas or 2lectricity, for burning the materials) are
regquired for the manufacture of megnesium clinker. Dolomite, which is a
mine~gl containing calcium éarbonate and megnesiun carbonate, is found in
Thailand and perunaps in other parts of ASEAN countries. According to the
proposed project document,;j in steel reproductio, about 1l kilograms of
basic refractors per ton of steel are consumed, of which avout 9 kilograms

are magnesia-besed..

The current avparaent steel consumption in the five ASEAN countriea i
totals about 8 million tons ﬁer year vhile the projec*ed steel demand in
the region, according to the Southeast Asia Iron and Steel Institute, by
1985 is 11.3 million tons and 23.1 miliion tons by the year 2000 (Table 1).
However, even after edjustment for expansion plans, the total ASEAN produc-
tion of crude steel by electric arc furnance is expected to be about
3 million tons in 1984 (Table 2).2/ If we apply the requirement of 9 kilo-
grans of magnesium clinker per ton of steel to the 3 million ions of steel,
the volume of demand for magnesium.clinker in the ASEAN steel industries can

be estimated to be about 27,000 tons.

1/ See Report of the Proceedings of the 8th Council Meeting of the ASEAN
Iron and Gteel Industry Federation (AISIF) in Kuala Lumpur, on 11 March
1981, Annex 6 "Proposed Project Document for the Pre-Feasibility Study
of an ASEAN Magnesium Clinker Project” p.2. This document wes prepared
by Dr. Kasem Palajiva of Thailand.

2/ Dr. Kasem Balajiva's document, op.cit stated "a total of about 8 million
tons per year are planned and can be presumed to be produced within the
region by the electric steel making process......". Mr. Kek Soon Fng
of Singapore has subsequently in a more detailed analysis of data derived
from SEAISI newsletters and querterly journals arrived at the forecast
production figure of 3 million tons, instead of 8 million tors by 1984
Table 2).
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Tatle 1. ASWAN demend for crude steel, 1678-2000

(m1llion metric tons)

1978 1985 2600
Indonesisa 2.1 (15) 3.3 (20) 8.5 (27)
Malavsia 1.3 (100) 1.8 (120) 3.8 (180)
Philippines 1.7 (39) 2.4 (45) L.9 (63)
Singapore 1.1 (L90) 1.2 (520) 1.7 (550)
Thailand 1.6 (36) 2.4 (4s) L.2 (5k)
Tctal ASEAN 7.8 (30) 11.3 (3%) 23.1 (56)

Source: Journal of the South East Asia Iron and Steel Institute 'Steel
3tatistics for Member Countries; Guide to Possible Future Steel
Derand in the Region", Quarterly Issue, April 1979 issue. See
also Dr. Kasem's report, op.cit.

Note: Figures in parenthesis show the steel consumption per capita in kg.

The present production of cement in the ASEAN countries is estimated
to be 21 million tons per year, and if the annual growth rate is assumed
t0 be 10 per cent, the total cement production by 1985 would be 37 million
tons. According to the general practice in most countries, the cement
xiins a2: < lined at the hot zones with fire-stabiiized dolomite bricks;
dolomite rimming compositions being used for patching ovurposes. For the
pormal campaign life of cement kilns of conventional sizes, about 1 kg. of
dolomite refractory per ton of ce=men. produced would be reqpired.;/

Por the production of onc ton of steel, 1,5 kg. of dolomite and 9 kg
of magnesium clinker are required. To produce one kg. of magnesin, 2 kgs.
of dolomite are required. Hence the requirement of'magnesium clinker in the
cement industry is a sort of derived demand, and also the production of the
dasic refractories of magnesia and dolomite can be a complementury or inte-

grated process.

1/ Quoted from the "Proposal for an ASEAN Industrial Complementation Project
on Establishment of a Regional Basic Refractory Industry', submitted by
Dr. Kanem Balajiva for the Thai Delegation in September 1979. Bes also
Dr. Kasem's document on ASFAN Magnesium Clinker Project, op.cit.




Table 2. Production of eruls steel by electric arc furnance in ASEAN countries, 1067-168h'

(metric tons)

Indonesia Malaysia Philippines Singarore Thailand ASFAN total
1967 37,040 12,k4C0
1968 35,070 114,808
1969 56,790 11k ,000 22,888
970 66,570 114,000 153,329
1971 10,000 160,000 91,510 130,000 169,960 561,470
1972 30,000 187,000 91,4k0 198,000 282,628 789,068
1973 50,000 180,000 128,660 211,000 323,52k 863,184
1974 80,000 157,672 148,700 194,000 326,159 906,531
1975 100,000 182,592 198,280 196,000 250,011 927,783
1976 139,000 189,613 241,590 203,000 280,721 1,053,924
197T 250,000 194,330 234,440 215,000 308,532 1,202,303
1978 225,000 203,217 237,870 231,000 385,2L2 1,332,329
1979 305,000 216,000% 286,000% " 326,000 363,000%/ 1,495.,000%
1980 360,0005/ 227,0005/ 311,0005/ 350,000 381,0003/ 1,629,0005/
1931 379,0005/ 237,0009/ 336,0005/ 339,0005/ hoo,oooﬂ/ 1,691,0002/
1982 423,000%/ 27 ,000%/ 361,000% 358,000 4180002 1,807,000%/
1983 h61,0005/(761,ooo)9/ 251,0005/: 386,0005/ 378,0005/(h50,000)9/ h37,oooﬁf 1.925,0005/(2.297,000)9/
1984 511,0005/(911,000)9/ 267,000% (717,000)%/ 412,000 3980002/ (500,000)% hss,oooﬂf(sss,ooo)hf 2,043,000% (3,205,000

tute (SEAISI) Newsletter, 2 February+1981.

Indonesia

Malaysia

Philippines-

Singanore
Thailand

Note: a/ = forecast, based on trend equations
b/ = figures

in parenthesis are the forecaat.after adjusting for expansion plans:
Krakatau Steel will expand capacity by about 1 million tons per year by 1983/84
the DRI plans will enhance capacity of about 750,000 tons per year by 1984

o basis to modify

expected to ‘ncrease output by about 247,000/255,000 tons by 1983/84
incremental capacity is expected to be 301,000/400,000 by 1984,

Source: Kek Soon Eng of Singapore 'Working Paper on the Graphite Electrode Project", and South East Asia Iron and Steel Insti-
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Th:e requirement of refractory materials in the ASEAR countries is

sumrarized as {ollows:--
(1) '“agresia requirement:

Steel industry (9 k. per ton steel) = 27,000 tons magnesia,

{2) Dolomite reguirement:

Yagnresia production (2 tons of dolomite
(per ton of magnesia)

54,000 tons dolomite

Steel industry recuirement (5 kgs. of
dolomite per ton of steel) = 15,000 tons dolomite

Cement industry requirement (1 kg. of
dolomite per ton of cement)

37,000 tons dolomite

106,000 tons dolomite

It should be noted that the dolomite recuirement includes the magnesia

requirement.

Considerable advantage, therefore, would be gained if a fully integrated
Aclomite refractory and sea water magnesia plant were to be considered to
maximize the use of the manufacturing equipment and machinery. Any surplus
of the sea water magnesia produced in the early years of operation could be

aimed for the export market.l/

The investment cost of the project depends much upon the scale of
production, location of the project, fuel charges, labour costs, ect. A
preliminary estimate of total investment is of the order of US $40 million
for a workable size. The cur-ent price of magnesia is Us $300 per ton and

+hat of doiomite refractory is about US $247 per ton.

(v) Mini-tractors

Attention is focused on the agricuitural type of mini-tractors project vhich
was proposed by the ASEAN Agricultural Machinery Federation. In Thailand
and Indonesia there are many small tractors in the rice fields and in other
agricultural areas, and the two countries have some small assembly plants

for the small tractor:. Indonesia plans also to have a larger national

1/ Quoted from Dr. Kasem's Perposal, ov.cit.
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rroject. "By 198k, u-wheel tractors from 15-40 horsepower are expected
to be wholly manufactured in Indonesia. The Indonesis govermment is
expected to protect local industry, bu® it is .elso encouraging private

nl/ It is envi-

companics to participate in its manufrcturing programme.
saged that the mini-tractor of an AIJV would be of about 15-25 horsepowers,

with a low cost of production and is simple to operate. It can be applicable

‘for wet-and-dry land farming.

The demend for mini-tractors is expected to increase year after yec-,
in view of the schemes of egricultural mechanizztion in the ACEAN countries.
It is preliminarily estimated that atout 10,000 units would be demande<:

every year ir the ASEAN countries.

If the mini-tractor AIJV is established, the surplus z.oduction may
possibly be exported to other developing agricultural countries in Asia

and Africa.

The project will help to improve the technological capability in agri-
cultursl eguirment manufacturing end will stimulate to the manufacture of other
agricultural machinery and components. The project will result in substan-

tial foreign-exchenge savings through import-substitution.

(c) Security oaper

The ASEAN security paper mill project would involve the manufacture :
of security paper for bank notes, bank cheques, legal tender currency,
certijicates of indebtedness, stock certificates, revenue and postage
stumps, contracis, legal documents, lottery tickets, postal money order,
rtc. The porject was initiated by the Philippines in view of the
availebility of principal rav materials (i.e.'abaca, a long-fidbre plant)

in the reslon.

It is extremely difficult to estimate the ASEAN demand for security
paper, which cannct be Gefined precisely, as high quality paper can be used
as security p.per. Some countries have their legal tender notes printed

treditionally in England, USA, or some other distant land for security reason.

1/ Quoted from the Report on the Proceeaings of the 3rd Council Meetin~ of
the ASEAN Agricultural Machineiy Federation (AAMAF), held in Manila on
2k June 1981.




(d) Graphite =lectrode

Grephite -~lectrode is used for the electric are furnance in steel
production. It is in the form of solid round cylinder with the diumeters
of 12, 14, 16, 18, 20, 22 and 2k inches and the length of ebout 1.5 meters.
Electrode consumption per ton of crude steel is about 5.5-7.0 kgs. The
total ASFAN demand for graphite electrode is ebout 10,000-11,000 tons in
the current year 1981, and-is expected to go up to 19,000 tons by 195L,;/
as Indonesia, Malaysia, .Mmailand and Singapore implement their expansicn

plans (sce Table 3).

For the production of graphite electrodes the following inputs will

be of crucial importance:

(a) Metallurgical coke (if suitable, in place of petroleum coke).
(b) Fuel cost
(¢) Labour cost

Hence it is often & by-product of the petro-chemical .industries.

It has been estimeted that the optimum scale of production for the
ASEAN region is about 20,000 tons per year, with thé capacity of expension
up to 30,000 tons.g/ The capital cost of the plant would be about US $20n
million. Petroleum coke can be made available but metallurgical coke cannot
be used, or suitable in the ASEAN countries. The cost of petroleum coke
is about US $1,000 per ton and the pitch cost is about US $500 per ton.

The fuel cost and lebour cost would depend upon the loeation of the AIJV.
The current price of graphite electrode is about US $2,500 per ton. ASEAN
countries usually import from USA, Japan, Federal Republic of Germany, Italy

and United Kipgdom.

The import duty in the ASEAN countriss is rather low, ranging frcm zero
in the case of Singapore, to 10 per cent, in the case of Philippines (see
Table 6) as all the ASEAN countries have the policy of low tariff rates for

intermediate goods in order to encourage manurscturing industries.

1/ See Report on the Proceedinge of the 8th Council Meeting of the ASEAN
Iron and Steel Industry Federation (AISIF) in Kualea Lumpur on 11 March
1981, Annex XI, "Working Paper on the Graphite Electrode Project", by
Mr. Kek Soon Eng of Singapore.

2/ Source: Union Carbide Asia Ltd., Singapore.




Table 3. Actual

and forecasted consumption of graphite electrode in ASEAN countries, 1979-84

(metric tons)

Indonesia Malaysia Fiilippines Singapore Thailand ASEAR total
1978 1,350 1,219 1,427, 1,686 2,311 7,99k
1979 1.830 1,296 1,716 1,956 2,178 8,516
1980 2,160 1,362 1,866 2,100 2,286 9,7Th
1981 2,274 1,k22 2,016 2,03k 2,400 10,146
1982 2,538 1,482 2,166 2,148 2,508 10,842
1983 2,802 (4,602)% 1,su2 2,316 2,268 (2,700)% 2,622 11,550 (13,782)%
19684 3,066 (5.h66)5/ 1,602 (h,302)5/ 2,u72 2,388 (3,000)5/ 2,730 (3,990)5/ 12,255 (19,230)5/

Source: Table 2 and sdaptation from Kek Soon Eng "Working Paper on the Craphite Electrode Project"

Nroe:

The es*imate is based on the consumption rate of 6 kgs. of graphite electrode per ton of crude steel

produced. .

a/ figures in parenthesis are the forecast after adjusting for expansion plans.

Qta_
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At the 8th Ccuncil Meeting of the ASEAN Iron and Steel Industry Federa-
+ion (AISIF), .r. Kek Scon Eng of Singapore presented a working mnaper on the
grephite electrode project. After some discussion, the meeting decided to
rejuest the Indonesia Nelional Committes to conduct a pre-feasibility study
cn the possibiiity of establishing a graphite electrode plant as an ASEAN

project in viewv of the availability of raw materials and energy in Indonesia.

Two foreign grapite electrode manufacturers heve expressed their
interest in the project, i.e. Great Lekes Carbon and Union Carbide.
The manufacture of graphite electrode is included in the list of ~orojects
to be given priority in Indonesia. A private investor has filed an eppli-
caticn to build graphite electrode plent in Indoneisa and their license is

nov being reviewed by the Indonesian Government,

Thus, if Indonesia decides to have a national plant for graphitz electrode

that would be in conflict with the proposed AIJV.

(e) Ferro-alloy

In the 9th ASEAN Iron and Steel Industry Federation (AISIF) Council
Meeting held in September 1981, the Philippine delegation proposed to form ..
en AIC package for steel-related products.l/ The Philippines, through Maria
Chraistine Chemical Industries Inc. (MCCIL proposed that ferrosilicon be the
Philippine product in the AIC package. The Philippine Ferro-Alloy Associa-
tion is being formed. The other ferro-alloy vroducers include Electro Alloys

Corporation (EAC) and Ferro-Chemicals Inc.

Ferrosilicon is one of the ferro-Alloys vital and necessary to st el
making. It is used as an alloying additive.and a deoxidizer in the production

of most grades of fine and nemi-fine ste ',

Demand in the ASEAN region is about 12,000-15,000 tons. The Philippines |
(with MCCI and EAC) is a producing country, exporting scme aquantities to
Japan, and other countries in the Asie-Pacific region. Other ASEAN countrics

1/ See Proceedings of the 9th AISIF Council Meeting held in Manila on L
September 1981, Annex XIX, "Discussion on the Viorking Paner Made by the
Philippine Delegation regarding the Ferro-alloy". The Philippines
position paper was dated 10 June 1%81.
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import ferro-silicon from countries with low-cost power, includine Norway,
Venezuela, Iceland, Brezil, and Australia as well as some centrally-planned

economy countries.

Bacsic inputs to the production of ferro-silicon include:

(i) electric power

(ii) rawv materials
- reductents (charcoal, coal or coke)
- silica guartz
- iron (mill scale or steel scraps)

(iii) manpover

For every ton of ferro-silicon 75 per cent, about ©,000 KWh of electric
power is consumed, and 1.5 mt of reductants, 2.1 mt of silica quartz and
about 300 kgs. of mill scele iron eare needsd. Direct labour input per

metric tom of product is about 8 man-hours.

Philippines claims to have comparative advantage in the production of
ferro-silicon, because (&) the country has tremendous hydroelectric potential
uow being developed in Mindenao; (b) it has man-nower and technology; MCCI
has experienced p~rsonnel in electro-metallurgical operations and has been
active in this field for more than 25 years; and EAC has Japanese technologf
through Nippon Denko, and (c) she has abundant raw msterial reserves. There
are large sources of charcoal found in waste wood from logging areas and
lumber yards, as veil as trees felled in clearing for resettlement areas
and mangrove wood cut in clearing for fishpond areas. Large quantities of
charcoal are also genersted frcm coconut 211s and industrial tree farms.
Various coal sources are also available. Silica quartz is found in many
parts of the Philippines. Iron sources, such as mill scale (a waste product

in the rolling of steel billet), scrap iron and iron ore are reedily available.

In short, Philippines declares that ghe has confidence t-~ meet the
three criteria for AIC products, namely, (a) internationally accepted quality,

(b) competiveness in prize and (c) continuity of supply.

The AISIF hasg directed the Philippines to prepare a project proposal
on the ferro-alloy plant, based on the COIME format for such a project, which
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should include & complete study on the potentials of the project not anly
within the South East Asian region but also related to internetional markets.

(f) Chemical projects

Cholorinated perafin wax is used as a secondary plasticizer, flame

retarded additive, axtreme pressure additive and other industriel uses.
Parafin wax is a by-product of the petro-ctemical industry; chlorine is then
compounded into it to form the cholorineted parafin wax. Singapore and
Indonesia have refinin: .apacity of rarafin wax. Imperisl Chemical Industries
(ICI) Ltd imports egularly chiorinated parafin wax in shipments of 500 tons
each from the United Stetes, Japan and Chine to be distributed in the ares

of Singapore and Melaysia. It is in liquid form packed in drums. The
current price is about US $800 per ton. It is e.timated that the potential
demand in Singapore is about 2,000 tons per year a.d that in the ASEAN region,
about 10,000-15,000 tons.l/ The minimum economic capacity or production ic
about 20,000 tons per year. So if the AILJV is set up, it must aim at export-
ing a substantial portion of the product tc the countries outside ASEAN,

u.7lying that it must be very'competitive in price and quality.

Acetylene black is used for making (a) dry cell batteries (b) dbattery

parts (electrodes of all forms), and (c; lubricants. It is in the form of
fine black'povder, imported from Japan, USA and Australia. Carbon is extracted
from coal, graphite or other materials and is then treated to form acetylene
tic k. The volume of demand in the ASEARN countries is estimated to be 4,000
tons per year. A Philippine/Thei joint venture has been pronosed. The
Philippines' existing 500 tons/year acetylene black plant would be expanded
to 2,000 tonr & year to serve the domestic market plus Indonesiem, A second
2,000 tons plant would be constructed in Thailand to-provide the Thai market
vith 80" tons, Singapore withL 700 tone, and Malaysia 300 tons. The project's
cost is estimated at US $6 miliion. However, Singapore has recently objected
to the AIJV for acetylene black in the meeting of the ASEAN Chemical Indus-
tries Club; possidbly it plans to have a national plant in the downstream f
its petro-chemical complex.

1/ Information from Mr. Paul Tan, executive of ICI, Singapore.
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High test sodium hvrochlorite is used for making bleaching prover. Tt

is produced in small-scale in Singapore and Ha.laysiaz/

Titanium dioxide is a mineral ilmenite recovered from tin teilings.

It is used for making white paint pigment. Malaysia with many tin mines
produces about 200,000-300,000 tons of ilmenite or 52.000-100,000 tons of
finished products.g/ Thailand and Indonesia produce scme quantities. The
price of ilmenite is about $15 - $20 per ton and that of finished product
ranges from $1,000 to $2,000 per ton. As there are numerous tin mines in
ASEAN countries, the Large amount of ilmeni’e produced may support ar AIJV
in a titanium dioxide pigment plant. However, competition in this commodity

is rather keen in the world.

Freon. There are two major types, namely, solvent freon and refrigerator
freon. The refrigerator freon is used for cooling purvoses. The solvent
freon is a fluorinated solvent for metal degreasing, flux removal and gFeneral
purpose production cleaning. Dupont Far East Inc. (en importer) and jts
distributor, L.E. Tels Ltd. Sirgapore report that the volume of demand for
freon in Singapore is around L4-5 million pounds. It is & fluorcardon
and is a by-product of petro-chemical industries. The input materials for
its manufacture includa fluorspar, chlorine and carbon tetrachloride. Theji-

land has made a pre-feasidility study on the freon manufacture. Fluorspar
is found in Thailand. But all other materials have to be imported. A full-

fledged feasibility study is needed to see vhether the ASEAN market big
enough to support a freon AILJV, vhat the pianned volume of production and
the production cost would be and vhether the vroduct would de competitive
in price and quality.

All the adbove-mentioned five chemical projects bave been discussed in
the ASEAN Chemical Industries Clud. i

1/ The Chemical Iadustry (Par Bast) Ltd., Singapore imports the ingredients
and produces the sodium hypochlorite.

2/ Information from the Straits Trading Company, Singapore.
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(g) Srare and accessary parts of textile machinery

It is expected that after careful study the Institute of Textile
Technology, Bandung will propose some spare and accessory parts of textile
machinery for AIJV. The number of spindles in the ASEAN countries is around
5 million - Indonesia, 2 million; Thailand, 1.2-1.k million; Pnilippines,

1.2 million: Malrsia, 400,000; and Singapore 150,000-200,000 (Table k).

Table 4. Numbers of spindles snd weaving looms in the textile

industries in ASEAN countries

Ro. of spindles '000 No. of looms '000
Indonesis 2,000 T0
Malaysia Loo 9
Philippines 1,200 25
Singapore 150/ 200 1.5
Thailand 1,200/1,400 50/60
ASEAN total 4,950/5,200 155.6/165.6

Source: Information from Textile Association in ASEAN, and from
Mr. John Lu of South Grand Textile, Sinpavore

There areAﬁome spareparte vhich are worn out rather quickly and may be
considered for the AIJV - namely, (a) spindle tape, (b) bearing, and (c)
travellerl/. The manufecture of bearing and traveller involves very high
technology and, besides, the famous brands for bearing, sucl. as SKF and
NTN, are very vell established in the world market. It would be difficult
for the developing ASEAR countries to establish AIJVs for those spare
parts to compete in quality with those firms that have had so many

years of experience in technology and research. Serious consideration
may, howvever, be given to a spindle tap:~ producing AIJV, because this

manufacture does not requir-e such a high technology.

1/ This was the impression acquired during visits to Kuala Lumpur,
Bangkok and Jakarta. In particular._Mr. John Lu of South Grand
Teftile, Singapore kindly provided with relevant technical informa-
+oion.
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The number of weaving looms in the ASEAN countries is around 160,000
(Table L); in Indonesia, there are 70,000; Thailend, 50,000-60,000;
Philippines, 25,000; Malaysia, 9,000 end Singapore, 1,500. The spare s.d
accessory parts for the weaving looms, which mey be considered for AIJVs,

include (a) shuttle, (b) reed and (c¢) picking stick.

There are no manufacturing industries producing those spare and

accessory perts in the ASEAR countries.
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Chapter VI

Analvsis of teariff rates and supporting measures for AIJVs

At thie Juncture, it is important to analyse the tariff levels of
the five ASEAN countries, and in particular, the tariff rates of the
products of the prospective AIJVs, because the different tariff levels
would enable us to understand the attitudes of the ASWAN countries
towards the proposed expansion of intra-ASFAN trade as well as their

attitudes toward industrial co-operation.

Singapore, being an international port, has adopted a policy of
maintaining the lowest level of tariff rates. Apart from the traditional
items of liquor, tobacco.and petroleum, there is practically no imvort
duty on other items, including the products of the prospective AIJVs. 3ince
the 1970's, Singapore has gradulally eliminated the vrotective import duties.
which were set up in the early 1960's to protect the infant manufacturing
industries. Philippines, Indonesia and Thailand have much higher levels

of tariff rates (Table 5). Malaysia in in-between.

Table 5. Levels of tariff rates in ASEAN countries, 1976

Simple average Weighted average

(%)
Indonesia 33.0 20.2
Malaysia 15.3 6.6
Philippines 4.2 23.0
Singapore 5.6 3.7
Thailand 29.4 30.4
ASEAN total 25.5 20.9

Source: Republic of Philippines, National Economic and
Develomment Authority, Tariff Commission, Tariff
Profiles, January 1979 Table I(b).

Table 5 provides a picture of average tariff levels in the ASEAN
countries with respect to 1976. Since 1976, Singapore has progreseively
eliminated the protective duties; Philippines has reduced the level of
tariff rates to the "simple average” of alLout 27 per cent whereas Indonesia

and Thailend have increased some of their tariff rates, because of balance
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ol payments difficuities. Tfence the éifference in tariIf levels may

deviate to some extent from what Table 5 describes. "Simple average"
in Table 5 means the simple average tariff rates of all items, whereas
"weighted average" means the average weighted by the volume of import

trade.

The simple average of 25.5 per cent is greater than the weipghted
average of 20.9 per cent, because whenaver a tariff rate is high, the
import of that commodity fends to be lower, which is in fact a result of
the normsal protection of domestie manufactuvring industries. For this
reason, the simple average is the better indicator of the degree of nominal
protection than the weighted average.l/ Singapore had in 1976 a simple
average of 5.6 pcf cent, and a weighted average of 3.7 per cent, only as
a consequence of the import duties on liquor, tobacco and petroleunm.
Philippines had the highest simple average, LL.2 per cent (now 27 per
cent); Indonesia, 33 per cent, Thailand, 29.4 per cent and Malaysia, 15.3
per cent. However, in terms of wveighted average, the order was slightly
changed -- Thailand, 30.4 per cent; Philivpines 23 ver cent; Indonesia

20.2 per cent; and !alaysia, 6.6 per cent.

As the ASEAN countries have the common policy of low tariff rates

for intermediate goods for encouraging mzzufacturing industries, the
tariff rates on the cormoditiss of the proposed AIJV are not great.
Therefore, tariff preference is really not a very effective supportive
measure for the joint venture. Secondly, the industries' demand for those
intermediate goods may not be elastic with respect to price, because the
expenditure on the intermediate goods may not constitute a large proportion
of the total cost of the product. Hence, & favourable price consideration
on account of the tariff preference may not be a great inducement for the
ASEAN industries to purchase their requirement from the AIJV. Instead,
they would be more concerned with the quality of the AIJV prcducts.

© Thirdly, the tariff preference would have no or little effect on Singapore
and Malaysia. whilst it may have some effect on the relatively high t.riff

1/ The degree of protection should be more aporopriately measured in terms
of effective tariff rates by taking into consgideration the value-added
of import-substitution industries and the import duties of accessary
parts used in domestic manufacturing. However, no study has ever been
made on the effective tarir! rates of the ASTAN countries.
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countries of Tnilijpines, Indongsia and Thailan the favour-

ra, avouy
able effect would depend largely upon the demand for those intermediate

goods of the latter three countries.

Table 6 shows that the tariff rates of the prospective ANV commodities
are in harmony with the levels of tariff retes with respect to the ranking
of high or low tariff among the ASEAN countries (Table 5). On one extrenme,
Singapore has no import duty on all those prospective ATJV commodities.
Philippines has the teriff rates of 10-100 per cent on those cormodities
(simple average = 30 per cent); Indonesia, 5-60 per cent (simple average
of import duty = 1T7.3 per cent plus import sales tex of 5-100 per cent):
Thailand, 3-30 per cent (simple average = 18.9 ver cent). Malaysia imposes
no tariff on the majority of those vommodities (simple average = about
5.5 per cent). The implication is that the preferential tariff cut may be
a supporting measure for tﬂe joint ventures in the relatively high tariff
countries of Philippines, Indonesia and Thailand. In the case of Singapore
and Malaysia to a great extent, those commodities are Imported free from
duty, no matter vhether they are from ASEAR or non-ASFAN sources., No
deep research stu’y has yet been made on the non-teriff dbarriers in the
ASEAN countries, but according to several United Nations studies, non-
tariff barriers are even more restrictive than tariff barriers. Perhaps,
with the full support of the ASEAN governments, the possible elimination
of non-tariff barriers on the AIJV and AIC products may be of very great
importance fcr the develomment of the projects,

Another copsideration of the supporting measures for the AIJVs is by
wvay of finance. The ASEAN Finance Corporation has been launched in
Singapore in June 1981, with the main objective of financing industrial
projects in the ASEAN countries.l/ The paid-up capital is S$100 million,
divided equally among the five ASEAN countries. The Corporation operates
as & merczhant bank in a market economy, with a regional characteristic.

1/ Por a critical review, see Lee Sheng-Yi, "ASEAN Finance Corporation”,
8ingapore Chinese Chamber of Commerce and Industry Souvenir Magazine,
for the ' commemoration of the 75th Anniversary, 1981.




Indonesia
AIJV commodities Malaysia Philinpines Singapore Thailand
(CCCR Code No.) Imo. du:‘iﬂ_ (I:::t.‘)u.les tax (per cent) (rer cent)
1. Magnesium clinker 13 5 N{l 10 Nil 1n
(2519000)
2. Minf-tractor 20 10 20% for pedestrian 30 mi1 5
(87101910) sontrol types
) Nil for other tyres
3. Security peper 60 10 5% 100 nil 30
(4815900)
L. Crarhite electrode S 5 5% 10 nil 3
(3801100)
5. Ferro-alloy 5 S 35% for ferro-silicon, 30 nil 5
(7302100, T302200 T302200
Or 7302900) Ril for ferro-mansa-
nese and other tvpes
[}
6. Cholorinated parafin 20 5 Nil 50 Nil 30 w
vax (3919900) -
'
7. Acetylene black 10 S Kil S0 Ril 30
(2f03200)
8. Hih test sodium 1s 5 M$2hG.05 per ton 10 KRil 30
hvrochloride
(2831200)
9. Titanium dioxide 15 S Ril 20 Nil 30
(2825000)
10. Preon 15 5 Ny 10 nil 30
{2902500)
11. Spare parts of 10 10 Nil 10 Nil 30
teatile wachinery
(8438100)
Sogxrces: 1. Customs Tariff emd Import Stxtistics, October 1979 {Indonesia)
2. Tiade Massification and Cusvoms Tariff, 1978 (Maleysia)
3. Tariff and Customs Code of 1978 Presidential Decree Mo. 1h6L (Philipoines)
4. Singapore Trade Clagsificatior and Customs Duties 1970
S. Customs Tariff and Business Tax (Thailand)
Fote: 1. Tariff rates in percentages are on ad valoream basis. .
2. CCCR = Customs Co—operation Council Nomenclature (formerly Jmown as Pruseels Tariff Nowenclature or BTY)
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At the 15th ASEAN-CCI meeting in Manila in June 1981, Philippines
delegates propo. = the estabdlishment of an "ASEAN Investment Cormoration"”
with the sole task of identifying and organizing potentiml jJoint ventures
in order to implement the AIJV echeme effectively. Subsequently, at the
16th ASEAN-CCI reeting in Bangkok in November 1981, a concept paper of
"ASEAN Trading and Investiment Corporation" was submitted by Jose Concevncion,
Jr. The scope of the Corporation is thus widened to include both trading
and industrial investment ﬁctivities. The proposed authorized capital
is S$100 million to be divided equally asmong the five ASEAN countries,
and the provosed initial subscribed capitel is S$20 million. It is
proposed that the capital investment of each ASEAN countrj should be
offered to as many enterprises ead individuals in industry, agriculture
and trade as possible. "The responsibility for overall policy-making and
decision-making of the proposed ASEAN Trading and Investment Corporation
shall be lodged with a Board of Directors consisting of 15 members elected
proportionately to the shareholdings of the member countries. The Board
may designate five of its members to an Executive Committee to whom the
Board may delegate its pover and authority. The Board shall elect a
Chairman and appoint a President who shall perform the day-to-day adminis-

tr.tive and management tasks.";/

Apart from some princinal objectives and proposed activities, there
is no concrete programme for the setting up of such an ASEAN Trading and
Investment Corporation. However, a steering committee has been formed
in order to prepare the establishement of the corporation. Whether the
Corporation can successfully support the AIJVs depends much ﬁpon the
attitude of ASEAN businessmen who have to invest their capital funds and
vork together. This corporation is expected to complement the function
of ASEAN Finance Ccrporation in the sense that it would organize ASPAN
Joint ventures and would be a borrover of funds, whilst the ASEAN Finance
Corporation wvould be a lender, ‘

Intensive discussions have been held during the last 2-3 years with
the Japanese financial and business community, & result of which ia the
establisiment in November 1981 of the ASEAN-Japan Development Corporation
(AIJDC). The AJDC il to 50 per cent owned by AFC and 50 per cent by the

1/ Quoted from the concept paper "ASEAN Trading and Investment Corpora-
tion".
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Javan ASEAN Investment Co. (JA1C), whieh in turn is owned by 100-125
leading Japanese firms, ir~luding the city banks, the leading secruites
companies and other major trading and industrial companies. The AJDC will
strengthen the financial co-operation between ASEAN countries and Japan.
It is hoped that AJDC will provide some "soft" loans and may help-the

AIJVs in a direct or indirect way.

An . AST N-USA financial conference was held in Kuala TLumpur in
November 1981. One of the items discussed was "finencing investments

in ASEAN". It is hoped that USA may play & role in financin~ the ALTV,

A third consideration of the supporting measures is to reguest the
ASEAN Governments to participate directly in AIJVs so thet the jJoint ventures
include the eguity interest of both public and private sectors. The
Governments would thus share the risk of the venture canital and would
therefore be more directly concerned with the performance of the AIJVg
and Government representatives or directors in the AIJVs may fulfil verv

important roles,

It should be noted that priviledges under ASEAN Preferential Trading
Arrangments (PTA) include, inter alia, the following:

(i) long-term quantity contracts
(ii) preference in procurement by Government bodies
(iii) purchase finance support with preferential interest rates
(iv) extension of tariff preferences
(v) 1liberalization of non-tariff measures on a preferential basis

(vi} others that may be agreed upon by consensus.

It is relatively easier for Government bodies +- exercise preference in
procurement (item (ii)) than for commercial Although all ASEAN
countries have state trading agencies (e.g. Intraco for Singavore and
Pernas for Malsysia), the degree of state trading varies. In Singapore,

it is rather insignificant.

Also, it is more feasible for Government bodiees to have lonz-term

quantity contracts (item (i)) than for commercial firms.
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With regard to item (iii), the difficulty is to find a financial
institution or ASEAN Government to offer finance at vreferential rates.
See also the discussion above on the proposed ASEAN Trading and Invest-

ment Corporation.

In this connection, it is interesting to make a comparison between
AIJVs and AIC projects. They involve different approaches. Firstly, in AIC,

after the ASEAN écondmic ministers have approved the packages of automotive

, components) and have granted them with special Preferential Trsding Arrance-

ments, it is up to the industrialists (nrivete sector) in each ASEAN country

to invest and work in the menufacturing of those comvonents. In some cnses

the industrialists may not find that manufacture potentially profitable.

Secondly, both the ASEAN government officials end businessmen realise the

difficulty of identifying another industry for the AIC, in the case of

vhich the components can be manufactured in five ASEAN countries with ; 1
equiteble distribution of venefits. Thirdly, and more importent still,

ir the production of components ere not very carefully allocated to the
ASEAN countries, in order to then be assembled together, there is a risk

of losses of economies of scale, of added transportation costs, and of lees
thar optimum utilization of factor endowments and comparative advantages
of a country, etc. The situation may sometimes call for one whole industry

in a country. For this reason, the idea of AIJVs was brought up.

Relatively speeking, the AIJV projects need not conform to so many ‘
formel guidelines or agreements as the AIC projects. The ALJV projects” involves
only a few basic principles and concepts for operation. FEach project can be
dealt with on a case-by-case basis and incentives and preferences can be

conferred by governments.

Since the AIJV projects are not so big es the AIP ones, conditions
for AIJVs need not be so stringent. There is room for much more flexibility

and it is hoped that the projects can be more speedily implemerted.

A study of the tariff rates of autor._cive components in the ASEAR
countries (Table 7) shows that the tariff rates of AIC products are slightly
higher than those of the prospective AIJV products, except in the case of
Philippines (Table 6). Indonesia has the tariff rates of 30-100 per cent
(simple average = 53.1 per cent, plus import sales tax of 5-20 per cent)
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Tariff rstes of cutometive comronents o AIC sroductx

ATC vroducts

Indonesia

(CCCN Code Yo.) Allocated to Imp. duty 'lm;l. sales tax !L\%:_\)-sia Ph:'lz'y;))'\ines Siri(_':r)ﬂre T?'?:A)lmu
First packare of automdtive comovonents
1. Diesel engine (80-135 HP) Indonesia k0 10 b] 20 0 15
{2L06300) !
2. Motor cycle axles Indonesia Lo 10 25 20-30 0 ce
(81n9)
3. Wheel rim for motor eycle Indonesis 30 10 0 20-30 4] 60
(8709)
L. Spokes and niples Malaysia 30 10 0 30 0 30
(8709)
5. Drive chains and tiuing chains Malaysis Lo 5 4} 20 (4] 32
(7329300}
€. Crowvn vheels and pinions Malavsia 50 10 0 30 [¢ 50
(8706)
T. Seat belts Halayeia 50 10 0 30 0 50
(3706)
8. Body panel for passenger cars ®hilippines 100 20 0 30 0 (REM) 80
(&102) 5 (om)e/
9. Transaissions Philippines 100 20 0 30 0 82 (p>')
_.-(8702) ko (or1)
10. Reer axles (LCV and below) Philippines 100 20 0 30 0 §0 (RCY)
8702) Lo (o£1)
11. Universal joints Singapore 50 10 0 30 o} s5¢
(3706199)
12. 011 seals Singapore 10 10 [¢] 50 [ 15
(8L4€5207)
13. V-belts Singapore 10 5 kS 20 0 50
(ko10200)
15, Body panels for coameraial T ailand 100 20 30 20 o] 60
vehicles of one ton and above
(8705U00)
15. Brake drums for trucks Tha{land 50 10 25 20 [ 50
(8706218) .
16. Heavy duty shock absorbers The{land 50 10 25 2n n €A
(8706)
Skeond peckare of automotive components
17. Bteering systen Indonesie 50 10 [} 30 [¢] 50
(8706099}
13, Headlights for motor vehicles Halaysis 40 10 ] 30 [¢] 30
(8509129)
19, lleavy duty rear axles for comer- Philippines 50 10 0 30 0 S0
cial vehicles
(8700017)
20. Fuel injection pumps Singapore 30 10 (4} 30 0 0
(8L10860)
21, Carburators Thailand L11,] 10 [o] 10 0 15
(8406920)

fource: See as Table 6,

Notes:

1. The rates are meinly »as:d on the reports of the respective ASEAN countries to the rquesting country, to vhieh

the asutomotive component is allocated; some rates vhich are not reprorted are then obteined from the Lariff and

customs codes of the ASFAS countries shown in the previous Tabdle 6

2. REM = replacement equipment market, mesnins imports of the distributors or dealers.

3. OIM = oririnal equiyment market, meaning imports by the mssembly plant or car ma,

wwturer.

a/ Since £ingapore has phased out the car ssscmbly, the IS per cent =ate for OFM {s not anrilicable.




for the first package of avtomotive components; Thailand, L8.1 per cent:
Philippines, 2€.Q per cent: Maleysia, 9.4 ver cent: and Singapore, nil.

Such 8 ranking order of the tariff rates is scmewhat different from that

of the level of tariff rates in ASEAN countries, (s.mple average in Table 5).
Neverthelcss, Singapore alweys remains the lowest and Malaysia, the second

lowest.

The ranking order is also different from that for the prosvective
AIJV prcducts (Table 6), with respect to the relatively high tariff coun-

tries of Philipnines, Indoresia and Thailand.

In the second package of automobile components, both Singapore and
Malaysia have no tariff retes at all. Iindonesia has the tariff rates o*
30-50 per cent (simple average = L2 per cent plus import sales tax of 10
per cent); Thailand, 0-50 ver cent (simple sverage = 29 ver cent); Philippines

10-30 per cent (simple average = 26 per cent).

According to the Basic Agreement on Industrial Complementation, "there
should be at least four particivating ASEAN countries in an AIC package',
ui.less otherwise recommended by COIME and approved by the ASEAY Economic
Ministers"” (Article I.3).l/ It should be noted that the oripginal idea was to
have participation of all five ASEAN countries in an AIC vpackage. Re lizing
the difficulties inherent in this Mr., Lee Kwan Yew, the Prime Minister of
Singapore, suggested to have at least four countries particivating (five
minus one vrinciple). Recently, the ASEAN-CCI has provosed to change to
"at least three participating ASEAN countries in the AIC package”, in order

to allov more flexibility.

Similar to the AIJVs, an AIC package can enjoy the exclusivity pri -
vileges for two years for existing products, and for three to four years
for new products, as from the date of actual producticz, There .ould be a
50 per cent preférential tariff cut fo? the AIC packages; further *rariff

cuts can be negotiated among thr: participating ASEAN countries.

As the Automotive AIC Package involvzs the manufacture of existing
products (there are many smal: plants already making different components
in the ASEAN countries), some of the existing firms may suffer from

1/ See "ASEAN Industrial Complementation", UNIDO/IS.282 of 25 January 1982,
Annex B .2




- 37_

competiti.n arising from the AIC package. TFor example, as diesel engines
(80-135 KP) are assigned to Indonesia, the small diesel ensine plants in
the Philippines may face competi’ion vis-a-vis the AIC package not only
in the ASFAX market but also in the home market to some extent. This may
pose & conflict of netionel and regionel interests, So far, there is no
such a problem in the case of the prospective AIJVs, Vecause all the pro-

posed products &re new ones.

Finally it mey be mentioned that a new idea of AIC was proposed in
the WGIC meeting in Bangkok on 10 November 1981, whereby packages can cross
industry lines, e.g. products from chemical industry or steel industry can

be included in an AIC package to complement the exchange of rubber products.
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Chapter VII

Problems and prospects of AIJVs and recommendations

Trade and industrial co-ordination are inter-related. Discussions
are taking place on the rate of ASEAN integration, i.2. vwhether the
ASEAN countries should proceed on economic co-operation at a fast or slow
rate. The idea of "free trade area within ten years"” has been proposed.
In the meantime it had been suggested that the ASEAN countries should
attempt to have uniform tariff rates vis-s-vis the outside world (custom
union concept). In view of the divergent levels of tariff rates (Table 5),
different trade policies, and development stretegies, it may not be easy
to arhieve that cormmon aim. To Singapore, it means the raising of the
tariff wall from zero level, to Philippines and Indonesia, it means the
lovering of the tariff wallz The ASEAN countries should avrid the pitfall
of simply extending the tariff walls from countries' boundaries to regional
boundaries. They should not forget <that the major %cqnomic advantage o.

regional integration is to exploit the economy of scale of large industries.

Another matter for serious consideration is the exclusivity clause of
AIJVs which is for 3-L years. At the end of the period there may perhaps
be a political lobbying to extend the period, if the AIJV does not wurk

vell. However, this is only a fore-warning, which may not come true

The performance of AIP, AIC and AIJV projects will depend to a large
extent upon factors, such as the location of the projects, and the resource
endowments. Singapore, ieing ¢. small country with limited resources,
emphasises productivity and efficiency in its services, while the other
countries, with abundant manpowver resources may give relatively more weight
to certain socio-economic aspects, such as possible effects on large
groups of small industry producers of the establishment'of a modern large
industrial plant in the same field.

For the same reasoning, the pricing policy may also cause management
problems, as may be itlustrated with the Indonesia's urea fertilizer AIP
project as fullovs. (:‘vranting that, from socio-economic standpoint, a low
rrice would be charged to the small poor farmers. Would it de possidle,
at the same time that the ex-factory price be based on marginal cost or
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approximate world market price or from the standpoint of efficiency and nro-
ductivity? The pricing problem has not been raised yet, but eventually it as to

be considered carefully, because it is hinged to the profit or loss of a prolect.

The ASLCAN countries should aim at cereful co-ordination of their
national plans, in order to make sure that the ASEAN projects, AIP, AIC
and AIJVs, would not clash with their national plants, thereby cause a
conflict betwveen national and regional interests. For example, Indonesia
may desire to develovp her national security paper and graphite electrode

projects.

Since non-ASEAN countries can participate in the AILJVs as minor share-
holders, ASEAN countries may make use of the techrical skill and marketing i
facilities of multi-nationel companies for the AIJVs. This may provide a

good prospect.

The special preferential tariff cut of 50 per cent or even more may
not be & very decisive supporting measure, as the ASEAN countries have no
or low teriff rates on intermediate goods. The measure may be of signi-
ficance primarily in the case of those products and countries with relatively
higher teriff rates. Removal of non-tariff barriers and provision of
financing facilities through the ASEAN Finance Corporation or ASEAN-Jaﬁan
Develomment Corporation or other international financial institutions may
be the better supporting measures for the AIJVs. Government equity parti-
cipation in the AIJV could also be a strong supporting measure.

Some of the proposed AIJVs r1iy stand a good chance of success. It is
recommended, however, that ASEAN-sponsored pre-feasibility studies be
carried out by special team(s) in the case of prospvective ALJVs, at the
suggestion of the proposing countrv in respect of the project in question.

In that context fo.lowing aspects should be considered.

1. Before & pre-feasibility study of a project is started, it is
very important that full information is obtained from the five
ASEAN countries whether any one of them has also a similar pro-
Ject in the planning stage. If so, how can the regional planning
be recor.ciled with the national one?
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The pre-feasibility study team should comprise an economist as
team leader, who has pgood knowledge in industries and in business
management, and one or two engineers. In the case of the five
chenicals projects, magnesium clinker and graphite electrode,
they should be chemical engineers or annlied chemists who have
experience in the chemical field. In the case of mini-tractors,
security paper plant, and spareparts of textile machinery, they
should be mechanical engineers.

The team should be familiar with and possibly visit relevant
production plants in the USA, Japan and/or FEC to study their
production cost reletive to the scale of production, their
techniques of production, machinery used, management, marketing

ete.

The teem should then study, at the site where the AIJV is proposed
to be located, the transportation problem, 1zbour supply, and the
verious aspects of infrastructure. These would be related to the

production cost.

The volumes of demand should be aﬁsessed in respect of the total
ASEAN market and of each individual country? To be realistic,
the team should presune that the AIJV mey only be able to sell
to the ASEAN countries to the extent of 60-TO per cent of their
requirement but not 100 vmer cent.

Other important considerations include:

(a) What is the optimum or minimum scale of production? Siwce
cost per unit varies with the scale, they should estimate
a range of coxts relative to different scales.

(b) What is the choice of technigue in the production? Would
the level of technology and the supply cof engineers and
skilled lebour force be adequate for the production in
the country, vhere the AIJV is located. What is the economy
or comparative advnﬁtnge in choosing such a site?

(c) What are the alternative surplies of those products in the
world mar¥et? Since the AIJVs may have to sell a part of
their produvcts in the world market, it is important to know
the competitive suovplies.
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It is an encouraging sign that with resnect to trade liberelization
the ASEAMN countries have shifted from product-by-product avoroach to
across-the-board epproach. The vigorous effort to seek closer ASTAN
industrial co-operation in AIP, AIC and AIJVs will bear fruit in times
to come. Vith stronger political will, economic integration will follow.
It would be a prudent approach if the ASEAN countries explore Tully the
areas where they car Join hands together without, or with the least,
conflict with npationa. intereste, and avoid the ‘areas where each country

holds strongly her national interest,
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