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PREFACE

This paper has been prepared essertially on basis of
a series of study papers written in 1981/82 by UNIDO con-
sultants in the ASEAN countries, in order to provide the
ASEAN/Andean Pact Conference on Regional Industrial Co-
operation with a summary and analysis of the findings and
conclu -ions of these papers, to which reference is given
in the text. The views expressed and conculsions drawn do
not necessarily reflect the views of the Government of any

of the countries mentioned in the paper.
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Chapter I. Summarv ard conclusions

The Association of Southeast Asiac. wnatlions {ASEAK) comprises five

neighbouring states: Indonesia, Malaysia, the Philippines, Singapore

and Thailand. The five countries have very diffevent population, political
structures, histories and cultures. Their economies have been highly
competitive rather than complementary. ASEAN was escablished in 1967 and,
while limited actual progress as far as economic co-operation was coancerned
could be recorded during the early years of its existence, from 1976 - the
year of the first ASEAN summit meeting at Bali - a steady progress has been
achieved through different approaches, particularly in the field of indus-

trial co-operation.

There have been impertant changes in the five countries over the 15
years, with rapid industrial growth in all five countries. Singapore has
been transformed into a modern manufacturing and financial centre supply-
ing worldwide markets and Indonesia, Malaysia, the Philippines and Thailand
- while remaining strongly specialized in the export of primary products -
have seen a considerable widening of their industrial bases, including

significant export-orientation in some areas.

Altnough inter-ASEAN trade has been relatively unimpurtant (except
for transactions between Singapore and one or other of Indonesiz, Malaysia
and Thailand) ali five countries have extensive economic links with incus-
trialized countries, in particular Japan, US, Australia and the EEC
countries. In its foreign economic relations Singapore hns adopted a
thoroughly outward-looking approach whiie Indonesia has followed a policy
of protection of its industry in its carly stages of development. Malaysia,
the Philippines and Thailand have displayed ambjvalence between outward-
looking and inward-looking approaches. For all this diversity the five
member countries have in common a recent record of strong economic growth,

led by strong trade growth.

As could be expected, five countries with such different economic
structures and approaches to trade policy have sought very different benefits
from reglonal co-operation. This has contributed to a cautious pace of
progress. Singapore, with 1{s worldwide trading links and interests, cculd
have much to lose from any major diversion of trade towards less competitive
neighbours but at the same time the country has an important strategic

interest in ciose and constructive relations amongsf the ASEAN partrers.




At the other extreme, Indonesia with its large untapped domestic market
and less developed industry has primarily focused attention to supporting
the growth of domestically-oriented production. Malaysia, the rPhilippines
and Thailand have tended to be more willing to consider costs of trade
diversion than Singapore and less definite about preserving their local
markets for domestic production than Indonesia, but have uevertheless

each been very careful in the calculation of national acvantage.

There has oeen great awareness of convergence of interest among
the five countries on common probl.ms vis-a-vis the rest cf the world:
commodity market stabilization issues; access to markets of the indus-
trial countries in coutext of MIN; bilaterla relations with Japan, the
EEC, the US and Australia.

Thus, although economic co-operation was stressed as one of the main
objectives of ASEAN right from the very beginning. such co-operation has

been beset with practical problems.

ASEAN industrial co-operation has been ana is being pursued primarily
through three different although supplementary approaches which each have

been examined in some depth in the present paper, namely,
- through establishment of large-scale government-sponsored ASUAN
Industriat P-ojects (AIPs);

-~ through ASEAN Industrial Compiementation (AIC) programmes; and

- through establishment of ASEAN Industrial Joint Ventures (AIJVs)
in the private sector.

(a) ASEAN Industrial Projects (AIPs)

In early 1976 the first package of ASEAN Industrial Projects (AIPs) - large-

scale Covernment-sponsored industrial projects with preferential access to the
ASEAN market - was identified and the responsibility of making a feusibility
study for the projects was given in respect of each proiect to the country
wishing to set it up. It was resolved that the host country would own 60

per cent of total equity and the remaining 40 per cent be shared between

the other four ASEAN countries. 1In the further evolution of the projects a
cautious step-by-step approach involving long and complex procedures and

negotiati-ns was adopted.




In spite of the fact that political will in favour of regional economic
co-operation in general and industrial co-operation in particular seems to
have gained considerable strength in recent years, and that there is
evidence of a sense of commitment on the part of the ASEAN leaders to forge
ahead with the AIPs, yet the rate of progress has been limited. Of the
initial five projects, two are expected to commence operation in 1984 (the
two urea fertilizer projects), one is in the process of final evaluation (the
soda ash project) and two have been withdrawn. Difficulties were encountered
in particular due to the fact that some industries in the first package were
not 'new' industries in ASEAN, that the countries possessing these capacities
were reluctant to provide preferential access to the local market to the
envisaged AIP. Accordingly, in respect of future packages, many projects
may in the first hand aim at a part - although possibly quite substa.tial -
of the ASEAN market.

In the study on AIPs by the UNIDO consultant, Professor Mohamed Ariff, Kuala
Lumpur,l/an alternative spproach to the one followed in the case of the first
ATP package, is proposed. Under this, trade liberalization becomes a pre-
requisite for industrial co-operation in the sense that free intra-regional
trade will provide an atmosphere in which opportunities for efficient
investment become apparent to private investors. The establishment of
regional industries may pruceed :.long the lines suggested by the following
sequence or Steps:

1. Identification of large-scale 'infant' industries which require
a regional market to be viable during infancy.

2. Removal, complete or partial, of intra-regional trade barriers
facing these industrial products.

3. Declaration of zovernmant poliry support (effective subsidy) for
investment in these zreas (that is, how society is willing to
pay over and abuve world market prices and for how long).

4, Responce forthcoming from the private sector by way of investment
proposals.
5. Establishment of institutional arrangements to impose such

conditions as may be required to achieve other normal goals,
such as equitable distribution of beneiits and costs resulting
from the regional industries.

Some of the problems associated with the present package of five
industries might be avoided if such an approach is adopted. Obviously,

conflicts of national interests and the emergence of political issues can

1/  Mohamed Ariff, 'The development of the ASEAN Industrial Projects (AIPs)',
UNIDO/1S.2R1, dated 25 January 1982,
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never te ruled out totally. However, to confine regional co-operation io
only those solutions for which complete acceptance could be achieved would

seriously limit the range of industries that could be established within
the framework of ASEAN, and would thus reduce the scope for and potential
gains of regional co-operation to a minimum. Obviously, it could not be
an absolute requirement that each country would accrue major benefits for
any one investment project. Quite evidently, the spirit of regional co-
operation presupposes a much wider and longer-term concept. The lack of
major benefits from one individual project should be compensated for in
the course of the realization of the programme of industrial co-operation

at large.

(b) ASEAN Industrial Complemei.tation (AIC)

A Basic Agreement con ASEAN Industrial Complementation was signed in
June 1981. The Agreement provides the guidelines and institutional frame-
work within which the ASEAN governmental machinery and the private sector

through ASEAN-Chambers of Commerce and Industry (ASEAN-CCI) may collaborate
in pursuing industvial complementation. A f;amework agreement on Preferential

Trading Arrangements (PTA) provides for mutual and reciprocal trale pre-

ferences for products as agreed in continuing negotiations.

The proposals for industrial complementation emanate from the national
industry asscciations and are submitted to the Regional Industry Club (RIC)
of which they are a member. The RIC proposal is then considered by the
ASEAN~CCI Working Group of Industrial Complementation. After endorsexent
by the ASEAN-CCI Ccuncil, the Secretary-General of ASEAN~CCI transmits the

propcsal to the Chairman of the ASEAN governmental committees concerned,

Committee on Industry, Minierals and Energy (COIME) and Committee on Trade

and Tourism (COTT) respectively. In practice, care is taken by the proponents
and each level of the ASEAN-CCI to consult with interested or affected
parties. In many cases, the national industry association will have prior
consultations with the Ministries concerned, usually Industry and/or Trade,

to ensure that the intended proposal would be in line with national policies,
and to seek favourable indication that the proposal would in principle be

supported i1f and when brought for consideration of COIME and/or COTT.'.

As yet only two complementation programmes or packages - both in the
automotive industry - have been agreed upon. A number of further potential

programmes are, however, under active investigation at different stages.




Towards the obiectives of accelerating ASEAN Industrial Complementation
recommerdations are made, in the study on AIC by the UNIDO consultant,
Mr. Vicente T. Paterno, Hanilal/, in five areas:

1. enerating public acceptance

2. Developing the trading and distribution aspects

3. Improving the quality of AIC proposals and project studies

4. Develceping parameters to guide allocation of projects among
countries

5. Greater co—ordination of national industrial plans and policies
with AIC programmes :

(c) ASEAN Industrial Joint Ventures (AIJVs)

Because of difficulties in identifying further projects for AIC pro-
grammes a proposal was made by ASEAN-CCI for a new concapt, called "ASEAN
Industrial Joint Ventures', whereby, instead of requiring participation
by all ASEAN countries, proponents from even two or three of the ASEAN
partners from the private sector would be able to form a joint venture,
and the capital requirements for any one project may not be too great.
These AIJYs could be allocated to different ASEAN countries in a prag-
matic manner, under relatively flexible conditions and rules in order

to speed up the rate of implementating industrial co-operation.

The AIJVs would thus be different from the large-scale AIPs and the
AIC projects. The AILJVs would be individual projects without being considered
together with other projects in a package manner or with other restrictive
conditions. AIJVs can be approved individually by the ASEAN Economic
Ministers who will have to maintain an equitable distribution of benefits

accruing from the AIJVs in the long-run.

COIME, in conjunction with ASEAN-CCI, is presently drafting the Basic
Agreement on ASEAN Industrial Joint Ventures in which, inter alia, follow-

ing main principles zre reflected:

1. Participation in an AILJV will comprise at least two ASTAN
countries but is not limited to only ASEAN countries, provided
that membership by the ASEAN nationals 18 at least 51 per cent.
ASEAN 1investors ir AIJV projects are to be accorded national
status by the host country for the purpose of qualifying the
projects for aational treatment,

1/ vicente T. Paterno, "ASEAN Industrial Complemeni.stjon”, UNIDO/IS.282,
dated 25 January 1982. |




2. An approved ALJV product is to be granted ASEAN Preferential
Trading Arrangements (PTA) to the extent of S50 per cent pre-
ferential treatment; further tariff cut can be negotiated among
the participating ASEAN countries.

3. The ALJV product will have 'exclusivity privileges' (similar to
those under the AIC programmes).

4. Other ASEAN countries, which choose not to join the AIJV, are
free to do so but their similar products cannot enjecy such a
exclusive and special tariff preference.

5. Without prejudice to the right of identification by ASEAN Goverr.-
ments, the ASEAN-CCI shall identify AIJV products for possible
allocation to member countries. The principle is to have equit-
able distribution of benefits for the ASEAN countries. Whenever
feasible, AIJV products are to be equitably allocated to the
participating ASEAN countries.

6. An AIJV product shall be of internationally accepted qualitv.
the price should be relatively competitive and there should be
an assurance of continuity of supply.

It 1is evident that much flexibility for easier implementation has been
sought in the draft Basic Agreement. For instance, at least two ASEAN
countries can propose an AIJV; this can be considered as a further extension
of the "five minus one" principle, as originally proposed by Mr. Lee Kwan
Yew, the Prime Minister of Singapore, for AIC programmes. It is suggested,
in the study on ALJVs by the UNIDO consultant Professor Lee Sheng-Yi,
Singapore;l/ that in ordz. to facilitate the orderly development of a series
of ALJVs that ASEAN-sponsored pre-feasibility studies be carried out in the
case of prospective projects at the suggestion of the proposing country for

each such project.

1/ Lee Sheng-Yi, "ASEAN Induscrial Joint Ventures (AIJVs) in the private
- sector", UNIDO/IS.310, dated 1 February 1982.




Chapter II. Note on rationale for regional industrial co-operation

It is recognized that one of the principal contraints to industriali-
zatiou in many developing countries is vhe fact that industrial plants
require :rtain minimum volumes of production to be established at reasonable
investment per unit of capacity and to be operated with economy and effici-
ency. As plant capacity is increased above this minimum economic level,
investment per unit decreases. Further technical refinements may also
become economic to incorporate into the plant, in order to lower overall
cost of production and improve quality of the product. A developing country
whose industries are oriented to serving the requirements of its dome=tic
market will find that for a number of industrial producis, the small domestic
demand cannot support econumic-size production. A number of industries
oriented to serve domestic demand may not be on large enough scale to attain
cost and/or quality levels competitive with the same industries operating
at greater scale of production at the truly international - or world market -

level.

This manufacturing disadvantage due to market size 1is compound by
the fact that design and engineering cf the bulk of industrial equipment
and industrial processes is carried out in the industrial countries in

..sponse to the needs of industries in these ccuntries and may not fully
correspond to developing country needs and resource endowment. Thus,
industries in the developing countries have to compete with the products
from the industrial nations using tools and equipment designed for the
industrial nations' needs, cost structure, and resources, and which often
do not take full advantage of the developing country's competitive re-

sources, e.g. less expensive and more abundant labour.l/

In the longer term, the evolution by and among developing countries
of technology to modify processes and design new products and/or tools
and equipment could contribute greatly to alleviate such problems. However,
many problems have to be overcome before such appropriate technology choices
for a wide range of industries can become available. In the meantime one
practical step is to expand the market for the individual developing country

through organized industrial co-operation at regicnal level,

1/. Ref. Vicente T. Paterno, ASEAN Industrial Complementation, UNIDO/IS.282,
25 January 1982,
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Chapter III. Key factors in the industrial structures of and policies applied
in the individual ASEAN countries

To assess the potential in ASEAN for regional co-operation in the field
of industry, an examination of the key factors in the economies of the five
member countries, such as the industrial structure and the factor endowment
patterns of the industrial countries and the policies applied, is required.
On the following pages such an assessment, in highly condensed form, is

given.
(a) Indonesia

The Indonesia eccnomy is an open one in the sense that its economic
growth has been largely export-led. Indonesia's exports consisi essentially
of primary products. Extractives, i.e., petroleum, minerals and lumber,

account for 80 per cent of the total exports.

Indonesia is well endowed with a diversity of natural résources and it
has a large population. The existerce of a vast domestic market has led
Indonesia to adopt restrictive trade policies aimed at national self-suffi-
ciency. At the same time the iudustrialization has had considerable negative
effects on the country's balance of payments since its manufacturing sector

is much dependent oan imports of intermediate and capital goods.

Import substituting manufacturing production in Indomesia has been
sustained by heavy tariff protection and non-tariff barriers. Indonesia's
tariffs escalate steeply, with tariff rates rising from earlier to later
stages of fabrication in the production process. Thus, the Indonesian
tariff rates are much higher for final consumer goods than those for
intermediate or capital goods. But the Indonesian tariffs by themselves are
in general not prohibitive. It 18 the non~tariff barriers wj ich effectively
put off the imports of consumer goods into Indonesia. Non-tariff barriers in

Indonesia range from quantitative restrictions to cumbersome custons rem'lations.

The restrictive trade policies have thus provided industries in
Indonesia with a captive market, insulatcd from foreign competition. As
a result, industries in Indonesia have ge.erally remained relatively
inefficient and uncompetitive. The trade policies of Indonesia have rLhus

encouraged manufacturing production for the domestic market with an un-




mistakable bias against exporting. Moreover, import substitution based

on imported inputs and borrowed technology has failed to create domestic
linkages, as a result of which labour-intensive activities have not
developed as much as they should have. Indonesia may therefore be compelled
by domestic forces in the long run to adopt trade policies which would be
consistent with its factor endowment pattern. The 33.6 per cent devaluation
of 1e Indonesian rupiih in November 1978 is indicative of such a policy

re-orientation.

(b) Malaysia

Malaysia is a very open economy, with exports accounting for about
45 per cent of GNP and imports for about 39 per cent of domestic aggregate
expenditure. The Malaysian economy is characterized by its specialization
in primary production, export orientation and vulnerability to external
fluctuations. But, developments during the last dec=de, including those
associated with the rapidly growing industrial sector, have changed its

profile somewhat.

The primary sector is dominated by a few erport products such as
rubber, tin, palm oil, timber and,more recently, petrcleum. Most primary
output is exported ‘n raw or semi-processed forms mainly to industrizlized
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 industrialization in the initial
stages. At first, attention was focused primarily upon consumer goods,
mainly because the existing domestic market was by and large oriented
toward consumer goods. Subsequently, indvstrialization based on import
substitution could be extended to cover intermediate and investment goods

and also to production for export.

Modest protective duties ha? been imposed on more than 200 imported it :ms
hbv 1963 when tariffs averaged 15 per cent and rarely exceeded 25 per cent, while

many oroducts had no tariffs at all. Although tariffs were raised in many cases
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and extended to several items especially after }965, the Malaysian taritfs

on the whole might be considered as rather mild in comparison with most
developing countries. Import quotas were imposed in addition to tariffs,
but such quantitative restrictions were applied neither stringently nor

widely.

There are severali compelling reasons why import substitution must
give way eventually to an outwar '-looking strategy. Although import
substitution did serve to initiate industria: growth, this growth could
not be sustained for long because of the size of the marker. Besides,
industrialization is costly when it depends heavily upon a domestic

market that is small and not expanding rapidly.

Serious efforts to gear the manufacturing industries towards
exports were consciously undertaken with the launchiug of the
Investment Incentives Act 1968. Effective subsidies granted to export-
oriented manufacturing activities have increased with the offer of various
investment incentives to these industries. Light manufactures, such as
textiles and wearing apparel and products bas:d 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
impressive. The share of manufactures in gross merchandise exports has

increased from less than 5 per cent in 1960 to 27 per cent in 1979.

(c) The Philippines

In the post-war era, industrialization in the Philippines assumed
mainly the form of fabricating, assembling and processing along import-~
substitution lines. As a result, the import composition changed gradually
in favoutr of capital goods at the expense of the consumer goods. That the
Philippines' import substitucion programme reached a fairly advanced stage
is reflected by the fact that imports accounted for less than 5 per cent
of the total supply (production plus imports) of manufactured consumer
goods in 1965. The Philippines' exports are still dominated by primary
products although manufactured exports account foi a significant proportion
of the total exports (14 per cent in 1977). 1In the late 19508 tariffs

became the main instrument of protection, with exchange control.
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The general pattern of tariffs portray low rates for machinery,
moderate rates for intermediate goods and high rates for finished consumer
goods. The system thus strongly favours production of finished consumer

goods with heavy dependence on imported supplies.

Manufacturing production in the Fhilippines has thus been heavily
biased in fzvour of import replacements, especially at higher levels of
fabrication, namely finished consuwer goods. This inwari-looking indus-
trialization 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 had 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 substit.tion phase of industrialization
sheltered high-cost industries and caused severe balance of payments
difficulties. The need to revitalize its ailing industries was strongly
felt in the early 1970s. This called for 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 pro-

tection which has been undertaken time and again in the 1970s.

(d) Singapore

The trade policies of Singapore traditionally have been ratner liberal,
The two main considerations which have determined Singapore's trade
policies in the post-war years are entrepot trade and industrialization.
Singapore's prosperity had been closely associated for a long time with
its "free port” posture. Thus, it has been imperative for Singapore to
ensure that the restrictions on trade flows are reduced to the minimum.
Moreover, protectionist trade policles to promote import substitution

were clearly inappropriate for the small city state of Singapore.

Industrialization provided a challenge to Singapore with 1ts limited
land resources and a population of 2 million people. Manufacturing became
the main economic activity since 1964. Import substitution formed the

main basis of industrialization in the initial phase, although under
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relatively mild protection. The short-comings of import substitution as
the industrialization strategy became apparent sooner in Singapore than
elsewhere, simply because of the extremely limited size of its domestic

market.

Recent years have witnessed not only very few additions to the
tariff lists but also the abolition of many of the existing tariffs to-
gether with the scaling-down of some others. A rapid liberalization of
import controls took place in the first half of the 1970s, and most of

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

The deproliferation of tariffs in the face of increasing export-
orientation has app: ‘ently forced the industries to be more efficient and
competitive, judging from subsequent performance in exporting, especially

in the field of machinery and transport equipment.

(e) Thailand

Industrial promotion in Thailand was intensified since the early
1960s. Trade policies have accordingly been adjusted. The 1964 tariff
reform, for instance, resulted in an expansion and consolidation of

protective tariffs.

It car- be concluded that the tariff structure in Thailand, as indeed
in other ASEAN countries except for Singapore, clearly exhibits a bias
in favour of production for the Aomestic market and against exports.
There has also been a tendency for the protection, bcth nominal and
effective, to escalate from lower to higher degrees of fabrication.
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 has led to industrial excess capacity and high
production costs. Further industrial expansion requires in the.
first hand either extension of production to the lower levels of fabri-
cation or export promotion for existing production at the higher level

of fabrication.
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Chapter IV. Future trerds in ASEAN manufacturing and potential for regional
industrial co-operation

There are unmistakable signs that manufactures will figure prominently
in the exports of ASEAN countries, except perhaps Indonesia, in the 1980s.
Impressive beginnings in the exportation of manufactures have already taken
place. This trend is expected to gather momentum in the 1980s, judging
from the changes in ASEAN's industrial structure during the last few years.
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 cf structural adjustments to re-
orientate their industries, which began in the 1970s, will continue into
the 1980s.

The preference for large-scale industries based on capital-intensive
technologies, which was evident in the manufacturing sectors in ASEAN
countries in the last two decades, is expected to decline in favour of
small~ or medium—scale, labour-intensive activities based on domestic
raw materials. ASEAN countries have discovered that most of their compara-
tive advantage lies in the latter. ASEAN countries are likely to benefit
from any industrial restructuring that would take place in advanced indus-
trial countries, in the sense that several industries which get weeded

out in the process may be relocated in ASEAN countries in the 1980s.

That the export-orientation of industries in the ASEAN region will
increase in the next decade does not necessarily imply a deproliferation
of the tariff protection given to the import-substituting industries.
Powerful vested interests in the region may prevent the relaxation of
tariff barriers and other import controls. The tariff schedules may be
modified in such a way as not to alter markedly the nominal protection
given to major import-substituting industries, and resources may be guided
towards export manufacturing activities through changes in effective

subsidies.

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. It can be expected

that Singapore will continue to make structural adjustments which




began in the second half of the 1970s and increasingly concentrate on

capital-intensive, skill-intensive and technology-intensive industries.

Indonesia's problems in this regard are quite different from those of
other ASEAN countries, particularly Singapore. Indonesia is, relatively seen,
a latecomer in the field of industrialization. Industrial development in
Indonesia seams to be somewhat at a standstfll, firmly rooted in the initial
phase of import substitution, facilitated by the existence of a vast domestic
market and sustained by restrictive tariff and non-tariff barriers.
Consequently, industries in Indonesia have remained relatively inefficient.
import-dependent and uncompetitive. It appears, however, that a turning
point will be soon reached and there are two compelling reasons forcing a
departure from the past pattern. First, the import substitution strategy
has failed to absorb the labour surplus and to create linkages between
the modern manufacturing sector and the traditional primary sector. éecond,
the growth of the foreign exchange earning extractive exports is expected to
slow down in the first half of the 1980s. Indonesia may therefore be torced

to reotientate its industries towards export markets.

Malaysia, the Philippines and Thailand 'ie between the polar cases
of Singapore and indonesia. These three countries 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 substi-
tution phase for these countries, since the domestic markets for consumer goods
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 it can safely be concluded that ASEAN countries are poised to
become important exporters of manufactured goods in the 1980s, it must also
be stressed that it 1is not going to be easy. ASEAN countries will have not
only to overcome the protectionist barriers in advanced industrial countries

but also to compete with other developing countries.

It 18 possible to draw inferences from the above analysis regarding
the potential for ASEAN co-operation in the field of industry. Evidently,
the ASEAN entity consists of an unique mixture of national economies at
different stages of industrial development. The range is rather wide. At

one extreme, there is the Singapore economy which is poor in natural re-
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sources, rich in skill endowments, highly industrialized and heavily export-
oriented with an 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, specializing in primary production mainly for the
export market, with "infant" industries that are domestic market oriented,
based on an inward-lcoking industrialization strategy. Between these two
extremes lie the economies of Malaysia, the Philippines and Thailand whose
export specialization in traditional commodities is gradually giving way to

exnort orientation in modern manufactures.

Although there is enough complementarity in the natural resource endow-
ments of ASEAN countries to permit a meaningful division of labour, the
existing industrial patterns, which are the result of years of import
substitution efforts, are strikingly similar in all ASEAN countries, with
the exception of Singapore. Many of these import-competing industries are
operating at high costs behind protective tariffs, and with substantial
un-utilized capacity. Industrial complementation could certainly bring
about a more rational allocation of resources in the ASEAN region. 1Ia
such context, however, the setting up of new industries could prove to be

less difficult than rationalization of existing industries.

ASEAN countries, with the possible exception of Indonesia, have
reached an industrialization stage where the manufacturing of intermediate
and capital goods is being considered seriously. It also appears that
some of these countries have been contemplating a second round of import
substituion for the production of intermediate and capital goods. However,
thegse countries have learned from past experiences that import substitution
has serious limitations, given the small size of the individual domestic
market. Industrial co-operation offers a way ocut of the dilemma. Indus-
trial projects which are not quite competitrive on an international basis
(in view of, for instance, transport costs) nor viable on a national basis,

may well be viable and efficient on a regional basis.




Chapter V. The ASEAN mechanism for industrial co-operation

As shown earlier it is evident that conceptually ASEAN regional ce-
operation in the field of industry is sound and appealing. There is also a
political will which seems to exihibit strong determination on the part
of the member states to have industrial projects operating on an regional

basis fairly quickly. To translate this into reality ASEAN neads a workable
mechanism for industrial co-operation. This mechanism, within the framework

of the organizational structure of ASEAN, is briefly described below.

The meetings of Heads of Governments of ASEAN states represent the
highest form of ASEAN deliberations although such meetings are to be
held on an ad hoc basis.as and when necessary. Meetings of Foreign
Ministers are held annually, on a rotation basis, in each of the five
countr. ' es. Theve are also provisions for special meetings of Foreign
Ministers as is deemed necessary. In addition, meetings of Economic
Ministers are held on a regular basis to discuss eccnomic matters of common
interest. The meetings of the ASEAN Economic Ministers represent the highest
decision-making body for economic matters. It is of interest to note that
Ministers of specific economic areas also meet as and when necessary for the
purpose of accelerating the process of regional economic cc-operation. Thus,

there are meetings of the ASEAN Ministers with industry and energy portfelios.

The Standing Committee consists of the Foreign Minister 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 Standirg
Committee is to maintain continuing operations of ASEAN regional co-opera-
tion im between the Meetings of ASEAN Foreign Ministers. Prior to 1977,
the Standing Committee comprised only Foreign Ministry officials; in 1977

it was expanded to involve other Ministries as well.

Each country has its own national ASEAN Secretariat which manages
matters relating to ASEAN regional co-operation. A central ASEAN Secretariat
was set up in 1976 in Jakarta, The gentral ASEAN Secretariat is headed by the
Secretary-General who is responsible to the Foreign Ministers and through
them, to the Standing Committee. The Secretary-Ceneral is charged with
the main responsibilities of (a) inititating plans and programmes of acti-

vities for ASEAN regional co-operation and (b) harmonizing, facilitating




and monitoring progress in the implementation of all approved ASEAN activi-

ties. The central ASEAN Secretariat has three bureaus, viz., economic,

science and technology and social and cultural affairs.

ASEAN economic co-opeuration is being promoted by five economic committees
established by the ASEAN Economic Ministers, namely, Committee on Industry,
Mineral and Energy (COIME), Committee on Trade and Tourism (COTT), Committee
on Transport and Communication (COTAC), Committee on Food, Agriculture and
Forestry (COFAF) and Committee on Finance and Banking (COFAB). In addition
to these, there are Special Committees and Ad Hoc Committees. An example
of the rrmer is the Special Co-ordinating Committee of ASEAN Central Banks

and Monetary Authorities.

The ASEAN Chambers of Commerce and Industry (ASEAN-CCI) is also an
important part of the ASEAN machinery. The ASEAN-CCI is a confederation of
the chambers of commerce and industry of the ASEAN member countries. The
role of the ASEAN-CCI, which was inegurated in Jakarta 1971, is not only
to translate government initiatives into private sector actions, but also
to discuss and rormulate suggestions for consideration in ASEAN government
fora. The ASEAN-CCI organizatiocnal structure in respect of industry is the
most elaborate and extensive among all the five economic sectors, as will be
seen from following chart. Each of the five ASEAN governmental economic

committees has a counterpart working group within ASEAN-CCI.

In the fdeld of industry there is an ASEAN-CCI Standing Committee on
Industrial Complementation, in addition to the Working Group on Industrial
Complementation (WGIC) which co-ordinates the work of Regional Industry
Clubs (RICs). The RIC is the forum at which discussions are held and
proposals debated on all matters relating to regional co-operation for the
particular industry. Membership of the RICs is made up of the correspond-
ing industry associations in the member countries. Delegates to the meetings
of a RIC are nominated by the member assoclations in the respective countries.
Some RICs, such as the one for chemicals, have found 1t necessary to create
several sub-groups within the RIC, in order to focus discussions on specific

branches of the industry.

In the field of trade, ASEAN-CCI has a Standing Committee on Trade,
which has beer organized as the private sector counterpart vehicle for
dialogues between the private and government sectors in the areas of trade

and tourism,
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!
Chapter VI. ASEAN Industrial Projects (AIPs)ij

(a) The concept of AlIPs

The Declaration of ASEAN Concord, which was signed during the Bali
Summit in February 1976, set ou. areas of ASEAN economic co-operation
and provided, inter alia, that member countries "shall co-operate to
establish large-scale ASEAN industrial plarnts particularly to meet
regional requirements of essential commodities, and that the expansion
of trade among member states shall be facilitated through co-operation
in ASEAN industrial projects". It was, furthermore, stated that priority
shall be given to industrial projects which utilize the raw materials of
member countries, create employment, contribute to the growth of food

production and lead to increased foreign exchange earnings or savings.

The concept of large-scale ASEAN industrial projects has been brought
out quite clearly in come comprehensive studies, of which the Kansu/Robinson
and the Bos/Feraldis reportszi merit special mention in view of the impact
they might have had on the ASEAN approach taken regarding large-scale
projects, the concept and technique which - referred to as 'package-deal'
technique - was elaborated on in detail and exemplified in both studies.
The 'package-deal' takes the form of an agreement to allocate among the
ASEAN member countries certain large-scale industrial projects and to
create conditions, including preferential trading arrangements, which
would enable them to cater for the whole or a large part of the ASEAN

market.

It has been economically shown - for instance in the above-mentioned yUN
studies - that for ASEAN many regional industrial projects would yield substan-
tial gains in the rorm of economies of scale. Professor Ariff in his study on

3/

AIPs,~ notes as examples, that, in the case of Malaysia, it has been

estimated that it would cost Malaysia 15 per cent more than the world

1/ This chapter 1s essentially based on Mohamed Ariff "The Development of
the ASEAN Industrial Projects (AIPs)'", UNIDO/IS.281,. dated 25 January 1982.

2/ "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 Senlor Adviser. The report is published in the Journal of Development
Planning, Number 7, United Nations, New York, 1974.

"Asian Industrial Survey for Regional Co-operation', report prepared under
the auspices of ECAFE (now ESCAP) in co-operation with the Asian Develop-
ment 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)/l, United Nations, New York,

1973.

3/ UNIDC/1s.281, op.cit.,
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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.
Likevise, it would cost 18 per cent mere for Malaysia to produce iinting
paper for the Malaysian market and 7 per cent less to produce it for the
ASEAN market as ccmpared with the world market prices. Similarly, '
electrical transformers would cost Malaysia 9 per cent more than imports
if they are nroduced for the domestic market and 25 per cent less than
imports if Malaysia produced them for the ASEAN region as a whole. By
the same token, it will cost Malaysia 4.5 per cent less to have ammonium
phosphate imported from the Philippines than to have it produced locally
for the Malaysian market. Likewise, it would cost 15.4 per cent less

for Malaysia to import transmission cables from Thailand than to produce

1/

them domestically.—' In all such cases, intra-regional trade will bring

about a shift from high-cost foreign or domestic sources to low-cost

partner sources. To be sure, there are many industries which cannot be

competitive at world market prices even on a regional basis, and regional

co-operation in such cases would cause the sources of imports to be !
shifted from low-cost foreign sources to high-cost partner sources, with

strong trade diversion effects. It is therefore important that such

industries are carefully avoided by ASEAN.

Another aspect of the package deal technique is that in the case of
the products covered it entails the elimination of 'internal' trade
barriers while protection against 'external' coumpetition may continue to
be provided. Needless to say, the effects of regional co-operation in

industrial projects in the short-term may be less favourable or more

adverse to the member countries than have been indicated abowe,

since regional projects must emerge from their infancy before cost

advantages can be fully realized. This raises the question of protection.

The survival of the project during its infancy will depend crucially upon

th2 preferential treatment it receives in the member countries. Its .
products must have preferemtial access to the markets of the member countries

and in addition it must be given tarifr protection from the external

competition, the tariff rate being at least equal to the percentage cost

1/ Tuese caleulations are based on the data given in the UN(ECAFE) study

AIDC(9)/1, op.cit. See also: Mohamed Ariff "Malaygia‘s Trade and Indus-
trialization Strategy with Specilal Reference to ASEAN Industrial Co-
operation', in Ross Garnaut (ed.), ASEAN in a Changing Pacific and World
Economy, Australian National University Press, Canberra, 1980.
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differential. It is, however, important to specify the time period during
which protection will be accorded to the proje:ts, to be gradually withdrawn

as the projects begin to operate at full capacity.

A most striking feature of the package deal approach is the predominance
attached to the role of the governments in the identification, selec:iom,
location and implemencation of the industrial projects. At the same time
it should be borne in mind that the large-scale regional industry by its
very nature is highly capital-intensive and that as such the employment
creation will be rather limited. It would take less investment to generate
more employment in small-scale industries. Moreover, as the regional pro-
jects require large inputs of capital resources, there is a need for a
workable formula for equity participation by the member countries, by the

public and private sectors and by the foreign and local investors.

The location of regional projects can be exnected to be influenced
considerably by equity considerations so as to ensure an equitable distri-
bution of benefits among the member countries. This does not mean that
such economic factors as the availability of local raw materials and other
local jinputs will be given less attention. A basic guiding principle
would be that potential AIPs can be so selected as to avoid any sacrifice

of efficiency for the sake of equity.

(b) The first package of AIPs

At the post-summit meeting of ASEAN Economic Ministers held in Kuala
Lumpur in March 1976, the first package of ASEAN Industrial Projects (AIPs)
was identified and the responsibility of undertaking a feasibility study
for each plant was given to the country wishing to set it up. To this end,
urea projects were assigned to Indonesia and Malaysia, a diesel engine
project to Singapore, a soda ash project to Thailand and a super-phosphate

project to the Philippines.

At the next meeting of the Economic Ministers (Manila, January 1977)
the progress of work on the five AIPs was reviewed and an agreement was
reached to set up an expert group to evaluate the feasibility studies of
the projects. Each of the five projects was expected to require an invest-
ment of about US $250-300 million., It was resolved that the host country

would own 60 per cent of total equity while the remaining 40 per cent would




It was indicated

T mmatn
laULaLT

that equity participation by private sector interest might account for as
much as 40 per cent of the host country's 60 per cent depending upon the

attitude of the host country.

industrial projects, it was also suggested that 70 per cent of the infra-
structural costs of these projects might be financed by foreign aid while
60 per cent of the balance would be met by the host country and the other
four members contributing 10 per cent each.

Bearing in mind, inter alia, an offer of the
Govermment of Japan of a US $1000 million loan towards the financing of the ASEAN

In the further evolution of the projects ASEAN adopted a cautious

step--by-step approach involving protracted and complex procedures and
negotiations.
in a UNIDO study.z

fertilizer project allocated to Indonesia, for example, was as follows:

1.

There appears to be at least 10 steps involved, as shown

In sequence of the steps in the case of the urea

Identification of Indonesia for the purpose of undertaking the
feasibility study of the first AIP;

Commissioning of the feasibility study;

Policy formulations with respect to equity participation, pro-
duction volume, product pricing, infrastructure cost and raw

material cost (matural gas from Pectamina);
Completion of detailed feasibility study;

Evaluation of the feasibility study by the Committee of Senior
Officials and formal adoption as an ASEAN Industrial Project;

Negotiations on the terms of project financing;

Discussions and negotiations of the articles of incorporation

and by-laws of the AIP Corporation;

Incorporation of ASEAN Aceh Fertilizer and subscription by

stockholders;

In 1978, the ASEAN Economic Ministers approved a Basic Agreement on
AlIPs.
the AIPs were to be accorded preferential access to the market of the
member countries, and the host country should have 60 per cent of the
equity of the AIP, with the rest being shared equally by the other
four ASEAN countries (i.e. 10 per cent each).
of the ASEAN Ministers of Industry held in September 1980, it was
resolved that the participation of all five member countries would no
longer be required in future ASEAN Industrial Projects.

According to this Basic Agreement, inter alia, the product of

However, at the meeting

Sanchez, Conrado Jr., "Industrial Redeployment in the Context of Economic
Integration among Developing Countries - The Case of ASEAN", draft (1979)
UNIDO/IS/GLO.
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9. Organization of the Board of Directors and Appointment of Manage-

ment Staff;

1C. Finalizing loans, and invitation to bid for equipment supply and

plant construction.

(c) Lessons of experience

In spite of the fact that political will in favour of regional economic
co-operation in general and industrial co-operation in particular seems to
have gained considerable strength in recent years, aud that there is evidence
of a sense of commitment on the part of the ASEAN leaders to forge ahead with
the AIPs, yet the rate of progress appears to be too slow. The first package
of AIPs has hit seuicus snags. Of the initial five projects, two have taken
off the ground (the two urea fertilizer projects), one is in the process of
serious evaluation (the soda ash project) and two have been withdrawn. Does
it mean that there is a gap between theory and practice? What has really
gone wrong? And why? To attempt to answer these questions, Professor Ariff
in his studyl/ tried to examine the first package of AIPs systematically,
and to look at other possible packagesg/which would lend themselves to indus-
trial co-operation in the ASEAN region. His conclusions and findings are-

reflected in following section.

(1) Market constraints

The main thrust of the argument in favour of package deal agreements
was that they would pave the way for the establishment of "new" industries
on a scale which cannot otherwise be accommodated on a national basis. But,
the contents of the ASEAN industrial packages were not totally new to .he
region in that there were already existing or planned capacities in one or
more of the member countries. It was the presence of such capacities which

cast serious doubts on the via_ility of the ASEAN projects. Countries

1/ UNIDG/IS.281, op.cit

2/ In addition to the five projects for industrial regional co-operation
in the first package, ASEAN has identified seven new projects, namely
newsprint, potash, metal working machine tools, electrolytic tin~-
plating, heavy-duty tyres, TV picture tubes and fisheries which would
form the second industrial package for regional co-operation. The
projects have been allocated for purposes of pre-feasibility studies
to member countries as follows:

Indonesia : heavy-duty rubber tyres

Malaysia : metal working machine tools
Philipnines : newaprint 2nd electrolytic tin-plating
Singapore : TV pictrire tubes

Thailand : potash and firheries
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which already possess or have firm plans to put up such plants, would, it
was feared, be unwilling or unable to open their mackets to the prcducts of

the ASEAN project.

This indeed was the case with the proposed ASFAN diesel engines pro-
ject. Indonesia had already indicated that it was to close its market to
diesel engines below 500 HP, while Malaysia and the Philippines would
follow suit by closing their markets for ASEAN diesel engines below 200 HP
and 400 HP, respectively, to protect their national diesel engines projects
of corresponding HP ranges which were either in operation or being planned.
Many of the prc ‘ects contained in the second industrial package, especially
newsprint, machine working tools, heavy duty tyres, and TV colour picture
tubes seem to have encountered similar problems. Still, what these projects
can aim at is a, possibly quite substantial, residual ASEAN market. The
size of the reeidual 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 ASEAN member countries.

The problem of ASEAN-wide access can, of course, be totally avoided by
designing the package in such a way as not to step on the toes of any project
which 1s already in existence or which is firmly planned in any member country
This'apgroach would, however, seriously limit the range of industries, as
many useful projects which can be better organized on a regional basis
are already being considered on a national basis. The problem can be
resolved in the long run if the members agree to some phasing out of exist-
ing domestic capacities and reduction of planned capacities. This however

presupposes the prevalence of a strong spirit of regionalism within ASEAN.

(i1) Political realities

Both the first package of five projects as well as the second package
of seven projects seem to be running into serious proctical difficulties
which may be ascribed to the political realities of the ASEAN region.
Despite the gradually rising tide of regionalism in Southeast Asia, ASEAN
countries are strongly nationalistic in their outlook and approaches. As
noted earlier, the ASEAN countries has found it easier to co-operate with
each other on external issues cof common interest, than on intra-regional
matters. Experience has shown that ASEAN countries are not ready yet to

make economic "adjustments" which seem to be palnful in the short run,
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although such adjustments may well be in the long-term interest of all

member countries. The inability or the unwillingness to grant preferential
treatment to the AIP prcducts because it would hurt existing domestic indus-
tries, is evidently clear. As indicated above some ASEAN countries have been
unwilling or unable to abandon national projects which are still in the
planning stage, let alone phase out the existing plants for the sake of indus-

trial co-operation.

(ii1i) Alternative approaches

It is possible to identify two different approaches to regional indus-
trial co-operation. One approach calls for industrial planning which deter-
mines the choice, location, financing and other aspects of industries, while
the other seeks private market solutions. The former approach requires
specific trade policies to facilitate intra-regional movement of goods of
selected industries through reduction if not elimination of intra-regional
tariff and non-tariff barriers and to nrotect the chosen regional industries
from extra-regional competition through the establishment and enforcement of
common external tariffs. The second approach, on the other hand, assigns a
more active role to trade policy which will then provide an economic environ-
ment conducive to regional specialization in manufacturing production and

trade.

That ASEAN (as far zs the AIPs are concerned) has opted for the first
approach is manifest from the manner in which the first package of five projects
nas been identified and allocated among member countries. The experience so far
with these five projects has brough to light some of the shortcomings of this
approach. It appears in retrospect that the post-Bali decision on the pro-
jects was made rather hastily, prompted more by political will than by any
serious preliminary study. 1In fairness, however, it may be pointed out that
the post-Bali decision was merely to allocate the projects among member countries
for the purpose of examining the feasibility of establishing the five plants.

Implicit, however, was the understanding that the countries which undertook the

feasibility studies would also host their respective projects if they

were found to be economicelly viable.

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 may not be economically viable 1if it is to be located in country X,
which undertakes the feusibility study, but may well be economically viable
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if it is to be located in country vV, and the chances are that the project
will be thrown overboard in the process; country Z which is keen on project
B and which undertakes the feasibility study, may make a case for it, even
if its economic viability is in serious doubt, and use its political in-
fluence to persuade other members to extend preferential treatment which
would render the project financially viable. These dangers can, however,
be minimized if feasibility studies are undertaken by a supra-national

budy prior to project al.ocation.

It is still possible, although unlikely, for some projects to be
implemented for political reasons. They may b2 supported by trade and
other policies which are incompatible with efficient allocation of regional
resources. The danger here is that trade policies might cause price dis-
tortions which affect adversely the economic welfare of society in general

and of consumers in particular.

The second approach presents an almost diametrically opposit= strategy
for regional industrial co-operation. Under this approach, trade liberali-
zation becomes a prerequisite for industrial co-operation 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 allocation of resources and the

successful implementation of industrial projects.l/

Regional industrial co-operation should not necessarily be left
entirely to the market forces, Efficiency is not the only criterion for
assessing a regional industrial project, and in any case, political realities
may not permit the free play of private forces within the regional framework.
These realities impose constraints upon the second approach, but they do not
render it inapplicable. Complete removal of all trade barriers is too
ambitious a goal, but selective trade liberalization would preserve important
elements of the second approach. The establishment of re¢gional 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 these industrial products.

1/ See also Chapter VIII, 'ASEAN Industrial Joint Ventures (A1Jvs)', below.




3. Declaration of government policy support (effective subsidy) for
investment in these areas (that is, how much society is willing

to pay over and above world market prices and for how long).
4, Response from the private sector.

5. Institutional arrangements to impose such conditions as may be
required to achieve other goals such as equitable distribution

of benefits and costs.

Some of the problems associated with the present package of five indus-
tries would not arise if such an approach was adopted. But conflicts of
national interests and political issues cannot be avoided totally. If it
is necessary to find solutions that are completely acceptable to all
parties, the range of eligible industries will be so narrow that the full
benefits of regional co-operation will not be secured, and regional co-opera-
tion itself will become a futile exercise. A requirement that nc member
country feels that it is hurt by any single industrial project would clezrly
be the antithesis of the spirit of regional co-operation. Although one
member country may not benefit from an individual project, it is possible
for the nation to gain from a programme of industrial co-operation of which
the projiect forms a part, with the negative effects associated with a given
project more than offset by the positive effects associated with some other

project.
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1/

Chapter Vii. ASFAN imdustrial Complementation (AIC)=

(a) The concept and mechanism for ASEAN Industrial Complementation

In lieu of the free market route adopted, for instamnce, by EEC, ASEAN
has elected to approach economic integration on an industry-by-industry/
product-by-product basis. As noted above the governments, having taken
the inititative in negotiating and implementing ASEAN Industrial Projects,
have also declared their expection and encouragement for the private sector
to play the major role in regional industrial co-operation activities.

The governments expect that industrial complementation projects will be
negotiated among the private sector of the member countries and presented

for authorization by the inter-governmental bodies of ASEAN.

Various types of complementation agreements may be envisaged, providing
for differing manners of intercountry specialization. One type of comple~
mentation agreement might provide for establishment in each participating
member country of an integrated industrial plant, which would cover all
stages of a manufacturing prucess from raw materials to finished products.

A portion of the resulting output of finished product would be then saipped

to the other participating countries, so that each plant in the complementa-~
tion scheme benefits from having been able to specialize in a product for

the regional, rather than just one country's market. Another type of
agreement could provide for horizontal specialization, by which participat-
ing countries could specialize in producing different components or materials/
ingredients for the same product. These components and materials would then
be shipped to the other countries where they would be used in the manufacture
or assembly of similar end products. Other kinds of complementation agree-

ments could provide for combinations of vertical and horizontal specialization.

21lthough proposals for the adoption of guldelines on ASEAN Industrial
+« m - -ation had been advanced to the ASEAN governmental bodies as early
as .73 and tentative guidelines authorized to be cirrulated in late 1980,
the Basic Agreement on ASEAN Industrial Complementation was signed only
in June 1981.

The Agreement affirms that the private sector shall continue to be
encouraged to play the major role in most of the economic activities, in-

cluding industry and trade. The Agreement further notes that suggestions

1/ This chapter is essentlally based on Vicente T. Paterno "ASEAN Indus-
trial Complementation", UNIDG/IS.282, dated 25 January 1982.
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on industrial complementation may be advanced by the ASEAN Chambers of
Commerce and Industry (ASEAN-CCI). The Agreement provides the guidelines
and institutional framework within which the ASEAN governmental machinery
and the private sector through ASEAN-CCI may collaborate in pursuing indus-

trial complementation.

The more impertant provisions of the Agreement are:

1. An AIC package must be participated in by at least four of the
five member countries, unless otherwise approved by the ASEAN

governmental organizations.

2. Identification of products tor inclusion in an AIC package shall
be done by ASEAN~CCI; approval of the package and associated
trade preferences shall be undertaken by the ASEAN governmental

organizations.

3. "Exclusivity privileges" shall be enjoyed by the products in an AIC
package. Periods of enjoyment of "exclusivity privileges" shall be
two years for "existing pruducts" and three years, extensible by

another year, for "new products'.

4, ASEAN governmental approvals shall first be granted for allocation
of products in the AIC package to participating countries; there-
after, trade preferences shall be negotiated within six months
for "existing products"”, or one year for '"new prcducts”. The AIC
package, with any necessary modification, including arrangements
for trade preferences, shall then be granted final approval by

the ASEAN governmental organizations.

A framework agreement on Preferential Trading Arrangements (PTA) signed
in February 1277, provides for mutual and reciprocal trade preferences to
be extended by and among the member countries for products as agreed in
continuing negotiations. The trade preferences to be negotiated consist
not only of reductions in tariffs, but also long-term quantity contracts,
purchase finance support at preferential interest rates, preference in
procurement by government entities, preferential liberalization of non-
tariff measures, and other forms of assistance which may be agreed upon.
The extent 5f trade preferences for products of AIP's and of projects under
the AIC programme are negotiated for specific projects within the frame-

work of the PTA agreement.

Accreditation of the AIC package is performed by the Committee on

Industry, Minerals and Energy (COIME), while evaluation of requested trade
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preferences for the products in the complementation package is undertaken
within the Trade Preferences Negotiating Group of the Committee on Trade
and Tourism (COTT).

(b) Preparation and assessment of AIC proposais

The proposals for industrial complementation emanate from the national
industry associations and are submitted to the Regional Industry Club (RIC)
of which they are a member. If there is a consensus on the proposal as it
may have been amended after discussion within the RIC, the proposal is
forwarded to the Working Group on Industrial Complementation, for endorse-
ment to the ASEAN-CCI Council or its Standing Committee. The Secretary-
General of ASEAN-CCI transmits the proposal to the Chairman of the ASEAN

governmental committee concerned.

In practice, care is taken by the proponents and each level of the
ASEAN-CCI to consult with interested or affected parties. In many cases,
the national industry association will have prior consultations with the
Ministries concerned, usually Industry and/or Trade, to ensure that the
intended proposal would be in line with national policies, and to seek
favourable indication that the proposal would in principle be supported
if and when brought for consideration of COIME and/or COIT. Prior to
formal submissinn of the proposal to the RIC, informal consultations with
the other national industry associations concerned are often held to anti-
cipate any difficulties in obtaining consensus. These difficulties may be
resolved through suitable amendments to the proposals prior to formal pre-
sentation, or through negotiations at the meeting of the RIC. The Working
Grour on Industrial Complementation likewise makes efforts to identify any
conflicts that may be raised in connection with the proposals of a RIC
vis-a-vis other RICs, and to evaluate the acceptability and practicability
of a proposal to the general membership of ASEAN-CCI, and to the ASEAN

governmental organization.

The AIC proposal is transmitted by the Secretary-General of ASEAN-CCI
to the Chairman of COIME. An analysis of the proposal may be made by COIME's
Interim Technical Secretariat, before transmitting copies of the proposal to
the heads of country delegations to COIME. The proposal will then be
discussed at the next meeting of COIME, which may approve it forthwith, or
agree to create an ad hoc group which will carry out a detai'ed analysis of the
proposal, in consultation with the concerned units of ASEAN-CCI, as necessary,

or make recommendations for consideration of COIME at a subsequent meeting.
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If a favourable consensus is achieved in COIME on the proposal, it is

then endorsed for approval in the next ASEAN Economic Ministers Meeting.
During the ASEAN Economic Ministers Meeting, the approval will be sought
by consensus on the allocation of the products in the AIC package to the
respective member countries. The Committee on Trade and Tourism (COTT)
will then be instructed to consider and recommend on the trade preferences

requested for the products in the AIC package.

As indicated above, the intiatives and preparatory work of the Regional
Industry Clubs (RICs) towards developing concrete proposals for the considera-
tion of the ASEAN governmental organizations is of crucial importance. The
pace and scope of co-operation activities vary among the different RICs.

Every RIC has at some stage discussed at least one project to produce a new
product for industrial complementation. Table 1 lists the various projects
which have been identified and presented for discussion at ten RICs.

The study prepared by Mr. Paternol/ presents detailed review of the
activities of the ASEAN Automotive Federation which led to the formulation
of two AIC proposals: one for existing, and one for new projects. These
AIC packages are the only ones which have to date received approval from
the ASEAN Economic Ministers. An examination of these activities gives
some idea of the great amount of time and effort devoted by the private
sector towards identifying, validating and agreeing on an AIC package.

The process within the RIC took three years, from December 1976 to November
1979. The ASEAN governmental organizations took 10 months to study and

approve the proposals.

The information bases for identification by RIC's of possible AIC
projects have been uneven in quality. While attempts have been made in all
cases to quantify regional demand for the products of proposed projects,
the quality and thoroughness of documentation of the market studies {is
uneven. In some cases, the data gathered on the market have been limited
to historical demand for the product or to importztion figures. 1In other
cases, projections of future demand have been drawn up. Several RIC's
such as the ones for chemicals, glass, pulp and paper, iron and steel, have
beern able to compile data from their member (national) associations on
existing and planned production capacities in the member countries for
certain products. However, elements of market studies such as pricing,

channels of distribution, seasonality of demand, major import sources and

1/ UNIDO/1S.282, op.cit.
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Table 1. Industrial Cowplementation Projects comnsidered by Regional Industry Ciubs
Industry AIC projsct considered Status of projecr
1. Automotive Firs:t AIC package, (existing products) Approved by ASEAN
Second AIC package, (new products) iconomic Ministers
(Total of 10 projects)
2. Electrical/electronics TV picture tubes, black and white Dropped in 1978 due to lack
of counsensus
Transformers Dropped in 1981 .
Bermetic compressors Feasibility study discon-
tinued, 1981
3. Agricultural sachinery Mini tractors UNDP's technical assistance
requested by COIME for
feasibility study
Power sprayers Under consideration by RIC
Power transmissions Under consideration by RIC
4. Chemicals Acetylene black For discussions at next RIC
Chlorinated paraffin wax weeting, December 1981.
Titanium dioxide
High test soidum hypochlorite
Freon gas
S. Food processing Regional grain storage Disapproved December 1980 by
Committee on Food, Agricul-
ture and Forestry
Fish cannery Endorsed to working group on
Food, Agriculture and Fores-
try, December 1980.
Slaughter house and cold storage for Seeking feasibility study
beef
Dry baker's yeast To be proposed for PTA
6. Rubber products Beavy duty tyres
Carbon black RIC conclused not viable.
Tyre cord, unylon Under RIC consideration.
Chemical for fzbrication of rubber Dropped by RIC, November
products 1978
Synthetic rubber Found not viable by RIC.
7. Glass _inted sheet glass Under discussion by RIC
Figured sheet glass
Safety glass
8. Pulp and paper Security paper mill UNDP technical arsistance
for feasibility study re-
. quested by COIME
9. Textiles Mill spare parts and accessories Study group to be convened
to make pre-feasibility
study
19, Iron and steel Magnesia clinker UNDP's technical assistance

Billet mill
Ferro alloys

Graphite electrodes

requested by COIME for
feasibility study

Dropped by RIC, March 1980.

To be presented to RIC at
next meeting.

Prefeasibility study to be
prapared.
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..............

regional market to be served by possible AIC projects do not seem to be

part of the documentation of any of the avai.able market data.

In general, the information generated and compiled by the RICs to
validate proposals for AIC projects is insufficient for a well-considered
judgement on the viability of the AIC project proposal and its benefits to
the region and the member countries. The available information would seem

sufficient only to indicate the possibilities for specific AIC project

proposals.

The inadequacy of information to support proposals for AIC projects

may be traced to the following factors:

1. RIC's do not usually have full-time nor permanent secretariats
which would design, send and follow-up replies to questionnaires;
carry out market research to cross-check submitted information;
conduct correspondence with equipment manufacturers or do library
research to obtain data on plant investment requirements for
economic-sized plants; compile and disseminate information to
member associations and carry on continuing correspondence with

them between meetings.

In the absence of a permanent full-time secretariat, much of the
time at RIC meetings is taken up by exchanges of information,
presentation of position papers, and discussions of matters which

could be handled by a secretariat between meetings.

2. The funds available to RIC's from contributions of members and
member associations do not allow the RIC's to employ technical

services for the production of prefeasibility studies.

3. Individual companies could be reiuctant to invest time of their
technical staffs to develop project studies because the informa-
tion contained therein, when presented to the national association
and the RIC, might be used by other companies without any benefits
or compensation accruilng to the company that prepared and presented

the study.

4, There are no minimum requirements, specified by WGIC or bv COIME,
for the information to be contained in an AIC project proposal.

It may be useful for such standards to be drawn up as a guide for

preparation and submission of AIC project proposals,
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Investigations leading to the making of an industrial investment by a
commercial entity are genevally carried out in four stages. The first stage
is the identification of an investment (and profit) opportunity, arising
from pinpointing of a market opportunity. The second stage is the collation
and analysis of various items of information relating to market potential,
estimates of prices and costs of production and distribution, estimates of
plant investment, possible sources of materials and required technologies,
all of which are used to develop a prima facie case for the advisability
of making a prefeasibility study, which comprises the third stage. The
fourth stage is a detailed feasibility study which may require significant
expenditures and the employment of engineering and other consulting services.
The final investment decision will hinge on the outcome of the feasibility
study, particularly its conclusions on rate of return realizable on the

investment.

The investment of funds for carrying out these investigations is
essentially speculative; since there is no assurance that it will yield
any returns. Established industrial companies make decisions to spend
for such investigations from time to time, as part of their strategy for
expansion and growth, drawing on appropriations from operating income
or out of reserves for this purpose. The process is more complex when
joint ventures are involved, for it is then necessary to agree on the
contributions to the investigations from each of the parties and the
participation of each party in the joint venture investment if and when

it is materialized.

The member companies in the national industry associations and the
RIC's who may be interested in pursuing a particular AIC project find
themseleves in the position of prospective participants in that AIC project.
Although materialization of the project requires expenditures for the
investigation of its viability, project uncertainty makes mustering of
the funds difficult. The uncertainty of the project arises not only from
the current lack of information on its viability as an investment, but also
from the uncertainty of whether it will be approved by the ASEAN governmental
organizations as an AIC project, the extent of the incentives which the
project may receive thereby, and the identity of the company or companies
which will actually be authorized by the governments to implement the

project.

In the light of this situation, it 18 not surprising that the AIC
project proposals which have been submitted by ASEAN~CCI to COIME, may
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at best be described as presenting a prima facie case for a possible AIC
project, but not as a proposal for a project ready for establishment upon

approval by the governments concerned.

It is recommended that ASEAN-CCI and the ASEAN governmental organi-
zations give some thought to this matter, and determine what form of AIC
proposals for new projects they may realistically expect to be presented initi-
ally aad to materialize after completion of each stage of the approval process.
In the present framework, COIME should probably not expect to receive AIC
project proposals more advanced than the second stage of the project investi-
gation process, i.e. a prima facie case for an AIC project. Private
companies, who are accountable to their shareholders for wise expenditures
o’ funds, are naturally reluctant to spend substantial sums of money for
studies in connection with pursuing approval of a prospective AIC project
in wnick they might be a principal or participant. However, for deciding
on allocation to countries of AIC proujects, COIME needs more information
than a tabulation of the regioral market potential for a possible AIC
project. It would probably bte advisable to specify the miaimum information
wh_ch COIME needs in order to make this decision. Specification of these
minimum information requirements would provide necessary guidance on the
contents of the study to be accomplished by the membership of the RIC

for presenting a project proposal.

It is also useful to realize that in the present context allocation
by COIME of an AIC project (new product) to a particular country, and
approval by COTT of the trade preferences to be received by the products
of that project, only serve to define the bases on which pre-feasibility
and subsequently, detailed feasibility studies can be carried out. Time
is consumed for the carrying out of these two-stage feasibility studies,
the firming up of the investment decision, the organization of the project
company (if a new one is to be formed to carry out the project), the
finalization of project financing arrangements and the construction of
project facilities. The time lag between approval of an AIC project
for new products and its commercial operation could be several years,

from a probable minimum of two years to five years or more.

Given the difficulties and the length of time it will take to investi-
gate fully and to materialize AIC projects for new products, greater
emphasis 1s appropriately given to the poassibilities for putting together
AIC packages for existing products. Although the industries established

in the member countries are generally similar, enough differences may exist
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in size of population, resource endowments and levels of industrial develop-
ment to create opportunities for complementation of certain industrial

products.

Out of some 30 AIC proposals considered by nine RIC's only four were
for complementation of existing products. The exceptional RIC in this
respect was the ASEAN Automotive Federation which presented, and received
the ASEAN Economic Ministers approval for, one AIC package of existing
products together with one AIC package of new products. It may be coincidental
that the ASEAN Automotive Federation is the only RIC to have progressed this
far in its AIC activities. But there are indications, that inclusion of
existing products in its AIC discussions may have been an important factor

in motivating its membership, thus sustaining the pace of deliberations.

Some RIC's have discussed industrial complementation through trade in
existing industrial products. Among these are:
(a) Rubber - reclaimed rubber, golf balls, rubber floor

tiles, rubber cot sheets, canvas/sports shoes
with rubber soles, bare latex extruded thread

(b) Glass ~ tinted sheet glass, figured flat glass, safety
glass (curved and flat)

(c) Chemicals - ferro alloys

Other RIC's have agreed that development of regional trade in industrial
products would a priori require adoption of uniform standards among the
member countries. For example, in electrical and electronics products,
trade is held back by differences in voltage and cycles of electric current;
in glass containers by use of US measurement systems in one country, British
system in another, and metric system in the others; in iron and steel by
non-universal usage of the metric system and use of different gauging and
metal standards. In these RIC's, emphasis is being given to the study of
regional standards for the products concerned, so that these may be consi-

dered for adoption by the respective governments.

Notwithstanding the standardization problems, a number of possibilities

exist for putting together AIC packages in the case of all the RICs reviewed.

1/

Mr. Paterno, in his study—"notes that, at several meetings held with

members of national industry associations Which are active in RIC discussion

1/ UNIDO/1S.282, op.cit.
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it wag indicated that one of the difficulties in putting together AIC
packages for complementation produccs is that of obtaining relevant informa-
tion on the market in the prospective buyer member countries. Since the
members of the national industry associations and participants in RIC
meetings are manufacturers, they can not be expected to have much knowledge
of the market for products which they do not themselves manufacture.
Furthermore, the manufacturer's interest lies in exporting his products to
the member countries, and not in importing products of other manufacturers
from member countries. 1In addition, many of the transmational companies
represented in the national industry assoc‘ations can not be expected to
become enthusiastic or active supporters of programmes to provide trade
preferences to products from other member countries at the expense of
imports from the transnational company and its affiliates in countries

outside of the region.

Due in part to the difficulties mentioned above, to date only one
AIC package for existing products has been presented to and approved by
COIME: that from the ASEAN Automotive Federation. It is worth noting
that in the cas2 of the ASEAN Automotive Federation, prospective buyers
and sellers of the products were participating in the complementation
discussions - the assemblers of vehicles and the manufacturers of auto-
motive components. There was pressure being exerted by the governments'
local content programmes for the assemblers to source components from within
the host country or the region. Some of the assemblers involved in the dis-
cussions also had affiliates in the other member countries which were manu-
facturers of automotive components. Hence, the climate in which the dis-
cussions were held encouraged accommodations and negotiations among the

participants to agree on an AIC package for existing products.

There may be some lessons to be learned from the above experiences of
the RICs. Manufacturers from a member country A, interested in p -tici-
pating in an AIC package for their industry might consider franchising a
trading firm to be the sole exporter of their products included in an AIC
package for a designated period equal to or exceeding the exclusivity
period allotted to that package, and authorizing that trading firm to parti-
cipate in the negotiations within the RIC or. that package. The franchised
trading firm would, in its own interest, assist the manufacturer to identify
markets in the other member countries for those products, and at the same
time assist the manufacturers in the other member countries (or their

franchised trading firms) to identify markets in country A for the products
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ir which they aie interested. In this matter, trading expertise of the
franchised trading firm would benefit the manufacturers in identifying
market opportunities and carrying out burying and selling negotiations to
materialize AIC package for existing products.l/
Regional industtial complementation could also receive a boost from
adoption of a policy by the governments of all member countries that local
content programmes may be partially fulfilled by components sourced from
other ASEAN member countries. In most of the member countries, imports
of cumpletely assembled products are levied higher rates of import
duty than the imports of the components (CKD), giving incentive to
assembly industries. Some governments have inaugurated local content
programmes on some of these products, extending lower rates of sales tax,
and/or raising import duties on certain components, and/or mandating
deletion of certain components from the CKD imports to increase the pro-
protion of domestically manufactured components (local content) ia the
assembled product. Adoption of a policy in the relevant.member countries
that components sourced from ~ther member countries will be credited
towards their local content programmes would open up new industrial comple-
mentation possibilities for existing products, and at the same time help

reduce the cost penalties often associated with local content programmes,

Finally, some other RIC activities in support of industrial comple-
mentation mi¢ » mentioned here. Several RIC5 have formed sub-committees
so that dis ns could focus on specific topics and sub-branches of the
industry. For instance, with respect to standardization of electrical and
electronics products, committees have been formed to study possible adoption
of regional standards on six items. 1In a similar view the ASEAN Iron and
Steel Industries Federation has decided to give priority to studies on

common regional standards for several specific producis.

Other activities undertaken by various RICs which would support

industrial complementation include:

1. Studies and representations at fora on inte.national trade
negotiations for the pooling by nember countries of unused export

quotas in textiles.

2. Intra-ASEAN techrical collaboration in design and manufacture of
machinery and equipment for agriculture; joint procurement by

manufacturers of components and materials required for manufacture

1/ See also page 54 below regarding the proposal for an ASEAN general
trading and industrial firm.
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of agricultural machinery, e.g. discs for plows and harrows, steel

3. Surveys of existing and planned manufacturing capacities for

selected products.

(c) General outlook and recommendations for future activities

Mr. Paterno notes that at the time of writing his studylélater part of
1981) the climate is more favourable for increased activity in ASEAN industrial
Complementation than it has been in the previous two to three years. Leaders
in the governments of ASEAN countries have over the past year expressed the
need to re-examine the framework, policies and machinery of ASEAN to quicken
the pace of economic co-operation, and have recognized a new important role
of the private sector of ASEAN. On their part, the private sectcr is
encouraged by the approval of the two automotive complementation packages,
the signing of the Basic Agreement on Industrial Complementation in mid-
year and the authorization for ASEAN-CCI representatives to attend meetings

of the various committees of the ASEAN Economic Ministers.

It should be observed, however, that there is still inadequate under-
standing of the concept and possible benefits of the ASEAN Industrial Comple-
mentation Programme, outside of a small segment of the bureaucracies, and a
similarly small segment of the business community. Steps should be taken to
increase popular awareness of the concept and possible benefits and thus tc
prepare for wider political acceptance of the AIC programme. Some recommenda-

tions toward this end are advanced below.

The opportunities for AIC in some industry branches have been discussed,
both in existing products and for new projects. In general these opportuni-
ties lie more in products forming industrial inputs, such as components,
industrial materials, and capital goods, than in consumer goods, which are

already relatively well developed in the individual countries.

It 1s recognized that, although the attainment of a free trade area in
ASEAN may be considered a possible goal, it will not materlalize in the near
future. Limited free trade in some sectors may, however, be possible in the
medium-term. Successful industrial complementation involving tariff pre-
ferences by reductions of 50 per cent or more of prevailing rates could pave
the way for a decision on limited free trade in those sectors where industrial

complementation proves to be effective and generates perceived benefits.

1/ UNID/1S.282, ®p.cit,
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The AIC programme requires close consultation between government and
private sector. Possible synergisms between AIP's in the government secter
and AIC in the private sector may be possible, for instance, in steel,
chemicals and pulp industries. Since the governments retain approval
authority over AIC packages, it is necessary for the interested entities
to be kept informed of relevant policies so that the private sector discussions
and negotiations may be conducted with full awareness of the framework within
which the governmental decisions will be made. Guiding policies will
eventually need to be formulated and issued by the ASEAN governmental
organizations to provide clearer frameworks and guidelines for the private
sector in identifying, formulating and studying AIC projects. These policies
may not need to be as detailed as those of other regional groupings such as
those of the Andean Pact, which carries out regional industrial development
planning. But they have to be explicit enough to provide more guidance than

is contained in the Basic Agreement on AIC.

Towards the objective of accelerating ASEAN Industrial Complementation,
Mr. Paterno in his paper}jis making recommendations in five areas - generating
public acceptance, developing the trading and distribution aspects, improving
the quality of AIC proposals, developing parameters to guide allocation of
projects among countries,and greater co-ordination of national industrial

plans and policies with AIC programmes.

(1) Increasing public acceptance of AIC

It is recommended that ASEAN-CCI and the ASEAN Secretariat take steps
for comprehensive discussion in academic circles in the member countries
of the concept and benefits derivable from industrial complementation in
selected industry branches, e.g. metals, chemicals and engineering. The
notion is still widely held by many academics that the economies of the
ASEAN member countries produce similar products and therefore there are no
or few complementarities. This notion, as pointed out in several published
papers, 1s not correct when broad products classifications are disaggregated,
and when the industrial opportunities are examined more closely, parti-~
cularly for those products requiring large-scale production to be inter-

nationally competitive.

There is one other aspect of public acceptance of industrial complementa-~
tion which seems to have received little specific attention so far. This

aspect 1s the equitable sharing of the benefits of industrial complementation.

1/ UNIDO/1S.282, op.cit.
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There are several advantages in establishing at an early stage the para-
meters on the sharing of these benefits among the member countries at an
early stage. With established parameters it becomes easier to anticipate
the allocation of projects among participating countries; this will provide
greater assurance that expenditures for project investigation will be
rewarded by award of the project to the country that made the investment

on its study. Pre-established parameters also make clear the extent to
which a participating country, making its market preferentially accessible
to AIC projects in other countries, will benefit through establishment of
its own AIC projects which are reciprocally provided preferential access

to the markets of other countries. The existence of such parameters will
answer the questions that inevitably arise as to how fairly and equitably
regional programmes advance the self-interest of the participating countries.
A statement is noted from a leader of one of the ASEAN countries in February
1981 apropos of economic integration that "ASEAN countries have not really
got down to short-term sacrificing for long-term gains’. Perhaps the
problem is to demonstrate through concrete operating projects what the long-
term gains from economic integration could be, and to adopt measures which
assure that any 'short-term sacrificing" by the countries will be. adequately

compensated by long-term gains, equitably distributed.

(ii) Strengthening and improving the trading aspects of AIC

The Basic Agreement on AIC covers packages of existing products as
well as of new products. The suggestion has been made in an earlier
section to devote at least equal emphasis to AIC packages on existing
products; considering that it takes several years to study, negotiate,
organize and construct new projects. The increased production volume
for the selected products, achieved through access to a regional market,
could in many cases make possible significant reductions in manufacturing
cost, benefiting the consumers in the participating countries and possibly

even stimulating increased demand in the project's host country.

Participation of traders in the formulation and negotiations on
alIC packages, particularly for existing products, is recommended. The
interests of manufacturers who are presently the only participants in RIC
negotiations need to be supplemented by the interests of trading entities
in order to implement the sale of products of the AIC projects. Manu-
facturers are Interested to sell their products, but would not be Interested

in buying products from other manufacturers, unless these are inputs to




- 42 -

their own manufacturing operations. Traders on the other hand are interested

in materializing sale transactions, which require both a seller and buyer.

It is noted that the prefeasibility or prima facie studies presented
to support AIC project proposals generally assume that the entire regional
demand would be served by the AIC project. It is believed more realistic
to premise market estimates on the basis that the entire demand of the pro-
ject's host country would be served by the project, but that only, say, half of
the respective national demands may be expected to be serviced by the AIC

project in the other countries.

In view of the importance of trading entities to commercial viability
and materialization of AIC projects, there may be logic for project organizers
to consider inclusion of relevant trading entities among the equity owners

1
of AIC projects.—/

Consideration may be given by the ASEAN government organizations to
accreditation of Regional Industry Clubs to COTT as well as to COIME, parti-
cularly for those industrial branches which have identified significant
trade possibilities on existing products, given ASEAN tariff preferences.
Such accreditation of RIC's to COTT could materially shorten thé process
of project proposal and evaluation within ASEAN-CCI as well as the ASEAN

governmental organization.

(111) Strengthening and improving quality of project studies

Repreated mention has been made in previous sections that the informa-
tion and analysis supporting AIC proposals are considered inadequate to
demonstrate the feasibility of the projects making up the proposal. Market,
technical and economic studies presented at best demonstrate a prima facie
case of the AIC proposal's viability,

A major reason for this inadequacy of supporting information is the
unwillingness of the proposing private entity to invest the time and
efforts of technical staff to make the necessary studies. Present pro-
cedures do not provide assurance to the proposing private entity that if
the project is approved by the ASEAN governmental organization, that
project will be allocated to the country of the proposing entity, nor
tha*, 1f so allocated, the project will be awarded to the entity that
developed and presented the proposal. In this situation, the private

entity can not consider the expenditures made for careful studies of a

1/  See also pzge 54 below regarding the proposed ASEAN general trading and
industrial firm,
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possible AIC oroject to be a business investment. The tendency is thus
to limit the expenditures for studies on AIC projects to the minimum, and
to consider them as evidence of goodwill and co-operation with the movement

for ASEAN economic co-operation.

It is believed that substantial improvement in the quality of support-
ing project studies could be brought about with adoption of mechanisms and
procedures which provide assurance that the private entity that developed,
and is formally recognized to have submitted, the proposal, would have the
entitlement to pursue the project, if and when approved as an AIC project.
Given this assurance, the propesing private entities would be more willing
to make the expenditures for prefeasibility studies so that concrete pro-
ject proposals are put forward and adequately evaluated. Detailed feasi-
bility studies could then be made by the same entity upon approval of the

project, and prior to its organization, financing and implementation.

Adopticn of parameters which will guide the allocation of projects
among countries participating in AIC packages would better enable the
private sector to anticipate the decisions on such ailocations. It is
also suggested that the appropriate agencies of the national governments
consider procedures for registration, in co-ordination and consultation
with the .uational indusiry associations and with the COIME Secretariat,
of the private entity submitting AIC project proposals. COIME may also
consider, with the establishment of these procedures, the setting of
minimum standards for supporting studies which AIC project proposals must
comply with to be accepted and evaluated by COIME. The setting of such
standards would save COIME time in evaluating the proposals, which is
now carried out by ad hoc experts groups. These experts groups may not
be required if there is adequate information and analysis supporting the

AIC proposals.

Governmental and private sector organizations will continue to require
objective and expert technical assistance in the identification and study
of opportunities for ASEAN Industrial Complementation. They have in the
past looked to the United Nations for such assistance. UNIDO has received
requests for technical assistance to carry out prefeasibility on identi-
fied AIC opportunities. UNCTAD may also be a valuable, but now little
tapped source, of Information nn market opportunities, including statistical

data on imports by the region of different products which may be the subject




I
i

- 44 -

- ACTAN NOY
LIT MUY VWL

of AIC. With the objective of enabling ad its mezber entities

to become more familiar with the technical information and services possi-
bilities available from UNIDO and UNCTAD, it is suggested that ASEAN-CCI pe
encouraged to communicate directly with these two UN agencies, except on
matters requiring TA grants or loans, which can be negotiated only by rhe

governments or the authorized natiomal or regional government organizatioms.

(iv) Suggested parameters ‘or allocation of projects among countries

One of the problems that must be faced in ASEAN economic co-operation,
as probably in co-operation programmes of other regions, is how to achieve
equity of distribution among the participating countries of tne benefits
resulting from co-operation. Unless satisfactorily resolved, the question
can not but weaken the resolve and slow the progress of regional economic
co-operation. The argument that the economic forces unleashed by co-opera-
tion generate advancements for all the countries in the long-term may be
accepted if borne out by a history of regional experience. However, none
of the ASEAN countries except Thailand have been independent for more than
35 years, and are only newly developing economic and commercial relation-
ships among them. In comparison the nations of Central and South America
have been sovereign for over a century, and have therefore had much longer
history of economic and commercial relationships with one another than the
countries in ASEAN. The countries of ASEAN do not have similarly long
histories of economic sovereignty and experience of intra-ASEAN economic
relationships to draw upon as a reservoir of experience for organized
regional programmes of economic co-operation. Hence the suggestion to

formulate the proposed parameters.

ASEAN Industrial Complementation is based on the participating countries
sharing their markets for selected products with one another. This pooling
provides the opportunity for establishment of industrial projects which are
efficient and intermationally competitive because of the scale of produc-
tion. The contributions of a participating country to the AIC programme
may be quantified as the sum of national demand for various products which
is made accessible to AIC projects established in other countries through
special trade preferences extended, while the country realizes benefits through
its establishment of AIC projects which reciprocally enjoy access to the

markets of the other countries through similar special trade preferences.
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It would seem equitable that the benefits, i.e. exported production
volume from AIC projects, be distributed proportionately among the countries
as their contributions, i.e. market made available by the countries to AIC

projects. This is expressed quantitatively as follows:

PV(l) = MC(1)

PV(1) + PV(2) + PV(3) + PV(4) + PV(5) ) MC(1) + MC(2) + MC(3) + MC(4) + MC(5)

In the above formula, PV(1l) is the cumulation of that part of the pro-
duction volumes of complementation projects established in country (1) market-

able in other countries through AIP, AIC and AIJV special trading arrange-

ments; and MC(l) is cumulative market volume in country (1) made accessible

under similar arrangements to countries (2) to (5).

The foregoing could guide the allocation of projects among the member
countries, not for each complementation package, but on the overall. Appli-
cation of this parameter when reviewing the distribution of projects will
seek to establish that over a period of time, the share of each country in
the markets accessed by its industrial complementation projects will be
proportional to the market volume it makes accessible to similar projects
in the other countries. The existence of such accepted parameter will also
regulate the tendency for the industry associations in each country to be
"grabby" about projects, to lay claim to as many projects as possible. By
introducing effective limits over the long run on the project volumes that
may be assigned to each country, adoption of this parameter will tend to
make each country consider more closely which projects best fit in with
its industrial structure, development plans and policies. This could
induce the formulation and articulation in each country of its project
priorities for regional complementation, and the relationship of regional
complementation with national development plans, a very helpful development

in setting directions and guidelines for the private sector.

The foregoing suggested parameter 1s not meant to be applied as a
mathematical formula for calculating project-by-project allocation within
a specific package. It would rather be applied from time to time to gauge
the balance of project allocations resulting from decisions taken to date
and guide the project allocations to be made in future. It 1is proposed
that project-by-project allocation decisions observe the following criteria

among others:
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1. Distribution of "primary" production projects should be made
according to efficiency and availability of major resource inputs
such as minerals and energy. '"Primary" projects would include
mining, primary metals such as steel in billets, slabs and blooms,
aluminium ingots, and copper blister and electrodes; aumonia;
polymers of ethylene and other primary hydrocarbons, and cther
chemicals derived from coal, air, water, natural gas, or naturally
occurring materials.

2. Allocation of "secondary" and "tertiary" projects would be managed
giving due consideration to market contribution and project effi-
ciency, as principal factors.

It is emphasized that it would be unrealistic and impractical to require

that exact balance be maintained at all times between each country's cumulative
share of project production export volumes and the volume contributions it
makes to the market pool for complementation projects. In order to keep track
of the distribution of PV's and MC's, COIME and/or COTT might keep a journal
into which they would post the PV and MC for and from every country arising
witl. each allocated complementation project. The current "debit' and "credit"
balances of the member countries would be consulted from time to time, to

guide future decisions on allocations of projects to the respective countrles.

(v) Increasing the co-ordination between national industrial development

plans and AIC programmes

Each of the member countries of ASEAN has an operating investment board.
The functions exercised by the investment boards differ from one country to
another, but all of them administer fiscal incentives for industrial projects
considered to be of high economic priority, formulate lists of such priority
projects, and regulate the entry of foreign investments. In performing these
functions, the investment boards exercise a great influence on the shape of the
structure of industry, and the directions of industrial development, including re-
gional co-operation. For the purpose of énitial discussions on matters of mutual

concern the heads of investment boards in ASEAN held their first meeting in 1981.

It is suggested that the national investment boards take greater
account of the possivilities for regional industrial complementation when
evaluating project applications. Each investment board receives some
applications for national projects, which, if established solely to serve
the domestic market, would require a high tariff protection but which could
be internationally competitive serving the regional demand. It is
recommended that such projects be denied for establishment as a domestic

project, and steered by the investment board towards regional complementation.
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Another area in which the governments of ASEAN countries could assist
one another is in the exchange of technical information about various indus-
trial projects. From time to time, each country commissions feasibility
studies on certain projects, some of which turn out to be not feasible
for establishment in the country. The technical data contained in these
studies such as estimates of equipment cost, estimates of cost of imported
materials and supplies, labour requirements in various steps of the pro-
duction processes, materials required per unit of output, could be helpful
to other countries in carrying out or evaluating project studies. Contri-
bution of such information to a technical data bank from which the invest-
ment boards, the COIME Secretariat and accredited organizations of ASEAN-
CCI could retrieve useful information could be helpful to all the parties

concerned.




- 48 -

Chapter VIII. ASEAN Industrial Joint Ventures (AIJVS)E/

(a) The concept of AlJVs

As indicated above,the RICs have found it difficult to identify
industrial complementation projects, similar to the automotive one, in
which all five countries are involved in the manufacture of the component

parts with roughly equal distribution of benefit.

Because of such difficulties, the ASEAN-CCI President Mr. Wee Cho Yaw,
proposed in 1980 a new concept, called "ASEAN Industrial Joint Ventures",
whereby even two or three ASEAN partners from the private sector would be
able to form a joint venture, and the capital fund for any one project may
not be too great. These AILJVs could be allocated to different ASEAN countries
in a pragmatic manner, under relatively flexible conditions and rules in

order to speed up the rate of industrial co-operation.

The AIJVs would thus be different from the large-scale AIPs and the
AIC projects, because the AIJVs would be individual projects and not usually
considered together with other projects in a package manner or with other
restrictive conditions which may perhaps hamper the speed of industrial co-
operation. AlJVs can be approved individually by the ASEAN Economic
Ministers who will have to maintain an equitable distribution of benefits

accruing from the AIJVs in the long run.

(b) Proposed guidelines for AIJVs

COIME, in conjunction with ASEAN-CCI, is presently drafting a Basic
Agreement on ASEAN Industrial Joint Ventures with the following general

principles:

(1) Participation in an AIJV will comprise at least two ASEAN countries
but is not limited to only ASEAN countries, provided that membership
by the ASEAN nationals is at least 51 per cent. ASEAN investors in
AIJV projects are to be accorded national status by the host country

for the purpose of qualifying the projects for national treatment.

l/ This chapter 1is essentlally based on Dr, Lee Sheng-Yi; "ASEAN Industrial
Joint Ventures (AIJVs) ir. the private sector', UNIDO/IS.310, dated
1 February 1982.
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Trading Arrangements (PTA) to the extent of 50 per cent pre-
ferential treatmeni; further tariff cut can be negotiated among
the participating ASEAN countries‘l/ ""ASEAN countries may con-
sider not to encourage new or additional capacity for approved
ALJV products for a period of two years for existing products
and 3 to 4 years for new products'. This exclusivity with
respect to production and market ng is reckoned as from the date

of actual production.gl

(1ii) The host country, where the AIJV i; located, will accord to it
a2 treatment no less favourable than that er.joyed by her own
nationals provided that ASEAN nationals' ownership ratios meet

the host country's national ownership investments requiremen!..

(iv) Other ASEAN countries, which choose ngf to join the AIJV, are
free to do so but their similar products cannot enjoy such a

exclusive and special tariff preference.

(v) COIME will recommend for the consideration of the ASEAN Economic
Ministers the allocation of AIJV projects to the participating

countries.

(vi) Without prejudice to the right of identification by ASEAN Govern-
ments, the ASEAN-CCI shall identify AIJV products for possible
allocation to member countries. The principle is to have equit-
able distribution of benefits for the ASEAN countries. Whenever
feasible, AIJV products are to be equitably allocated to the
participating ASEAN countries.

(vii) An AIJV product shall be of internationally accepted quality,
the price should be relatively competitive and there should be

an assurance of continuity of supply.

It is evident that much flexibility for easier implementation has
been sought in the draft Basic Agreement. For instance, at least two ASEAN
countries can propose an AIJV; this can be considered as a further extension
of the "five minus one'" principle, as originally proposed by Mr. Lee Kwan

Yew, the Prime Minister of Singapore, for AIC programmes.

1/ Tnis was the decision of ASEAN Economic Ministers in a meeting in Jakarta
on May 1981,

2/ COIME proposed originally "as from the data of ASEAN Economic Ministers'

B final approval', but ASEAN-CCI desired to change to "as from the date of
actual production'. This 18 similar to what is stipulated in the Basic
Agreement on ASEAN Industrial Complementation.
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The proposed AIJVs would seem to rely mich on ASEAN Preferential
Trading Arrangemen. (PTA) and exclusivity arrangements with respect to
production and marketing as catalysts to start such projects; the idea
being to create an enlarged and initially protected ASEAN market for pro-
ducts of ASEAN joint ventures. Concern may, however, be expressed that
at the end of the exclusivity period, political lobbying, particularly
in the country where the AIJVs is located, may induce the exclusivity
period to be extended further and further, so that the regional protection
may become a permanent feature. This would defeat the ultimate objective
of regional co-operation, i.e. to exploit the economy of scale in an
enlarged market for the sake of efficiency and productivity. It is in
this vein that Mr. Wee ‘a0 Yaw, the ASEAN-CCI President, once remarked
that it would be better if the AIJVs would not rely too much on PTA and
other protective measures for their successful implementation, and that

really competitive joint ventures were to be identified.

In this early stage, the approach is towards regional imports substi-
tutjon, although in country terms there is an enhanced encouragement for
exports from one ASEAN country to another. No attention has yet been given
to regional export-orientation, i.e. to encourage exports to non-ASEAN
countries. This idea is, however, very desirable, because, firstly, exports
to non- ASEAN countries would avoid the conflict against national interest
owing to the earnest desire of each ASEAN country to develop its own indus-
tries; and, secondly, the acid test of competitiveness and efficiency is
the capability of exporting to the non-ASEAN countries without the regional
protectionism. Hence, tax incentive measures for exporting to the non-
ASEAN countries may perhaps be considered for possible inclusion in the
Basic Agreement. For example, a reduced income tax or even tax holidays
for such exports can be included so that the AIJVs may be encouraged to
look for markets in the non-ASEAN countries as well. However, that would
involve the final decision of the home country concerned. Perhaps, in the
later stage, when some AIJVs have been set up, the ASEAN countries

may amend the Basic Agreement to encourage regional export-orientation,.

(c) Identification and selection of AIJVs

In order to avoid conflicts of national and regional interests, it
would be better to move rather cautiously, sc that each AIJV would have
the whole-hearted support from the ASEAN countries and consequently a

better chance of success., Some of the guiding principles for selecting
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the ALJVs can be suggested as follows:

(1) Although the draft Basic Agreement for AIJVs covers both existing
and new products, it might be better if initially new products
rather than existing ones are selected. This is because if the
ALJV is exclusively favoured with the 50 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 political lobbying.

(ii1) 1t is advisable to select producer or intermadiate grnds, rather
than consumer goods, because in each of the ASEAN countries in
their early phases of industrialization a wide variety of consumer
goods industries have already been set up mainly for import-substi-
tution. The ASEAN countries, however, have generally not yet come
to the manufacture of producer or intermediate goods because of
the economy of scale, and of the need of a higher level of techno-
logy. To illustrate, it would be difficult for the ASEAN textile
industries to propose any yarn spinning mill for the AIJV. Even
though most of the spinning mills in a member state produce 45
counts c¢» urder, they would not like to see an AIJV to be set
to produce 100 counts fine yarn or above, as they could claim
if they were given tha. exclusive preference they could produce
such high-quality fine yarn themselves. The industry is more
interested in organizing AIJVs for manufacturing spareparts and
accessories for the textile machinery.

(iii) For the similar reasoning, an AIJV industry should be of a fairly
large or medium-size scale in order to exploit the economy of scale
of regional co-operation, and not of small-scale type, for which
the national market could suffice. On the other hand an AIJV may
not be as large scale as the AIP type.

As already noted, the draft Basic Agreement has no provision for
tax incentives or other measures to encourage exports to non-ASEAN
countries. Nevertheless, for example, among the potential AIJVs reviewed
in Dr. Lee's studyl/ and noted below, titanium dioxide may have a high
potential for exporting to non-ASEAN countries. Magnesium clinker can be
competitive in world market if dolomite and natural gas are found in plenti-
ful supply in Thailand and other ASEAN countries. Ferrosilicon may have a
prospect of exporting to non-ASEAN countries, if available raw material re-
sources are effectively utilized and the hydroelectric potential developed.
Other proposed AIJVs such as spare and accessory parts of textile machinery,
mini-tractors, security paper, and graphite electrode may have less possi-
bility of exporting to the non-ASEAN market at least in the early stage,
because their production involves high technology and it would be difficult
for them to compete with well-established manufacturers in developed

countries.

1/ UNIDO/1S.310, op.cit.
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Unless the AIJV products are competitive in price and quality, it
would be difficult or uneconomical to compel ASEAN industries to use
those products. It is realistic to presume that the proposed AIJVs may
only command about 60-70 per cent of the ASEAN markets of those products,
but not 100 per cent. In reviewing identified potential AIJVs, Dr. Lee
noted that in most cases the optimum or minimum scale of production of
those products exceeds considerably the volume of demand in the whole
ASEAN region. Therefore the balance quantities have to be exported to the
non-ASEAN countries. The ASEAN countries, in considering AILJVs, have to pay
attention to the potential non-ASEAN markets in the long-run perspective —-
i. e. ASEAN export-oriented strategy instead of merely ASEAN import-substi-
tution stfategy. This implies that the production must be very efficient

and competitive in the world market, which is indeed a challenging task.

(d) Potential AIJVs and proposals for future action

The ASEAN-CCI meetings in Manila in June 1981 and in Bangkok in November
1981 saw much deliberation on the AIJVs. The various ASEAN RICs such as
ASEAN Chemical Industries Club, ASEAN Iron and Steel Industry Federation,
ASEAN Automotive Federation, and ASEAN Federaftion of Textile Industries
were requested to identify potential joint ventures. The proposals will

be submitted to the COIME and hence to the ASEAN Economic Ministers.

For example, the ASEAN Iron and Steel Federation has proposed
magnesium clinker, graphite electrode and ferro-alloy projects. They
support proposed feasibility studies of the AIJV projects. The ASEAN
Agricultural Machinery Federation has proposed a mini-tractor project.

Tre ASEAN Pulp and Paper Industry Club has proposed a security paper
project. The ASEAN Chemical Industries Club has proposed five projects,
namely, chlorinated parafin wax, acetylene black, high test sodium hypo-
chlorite, citanium dioxide, and feron. The Institute of Textile Technology
at Bandung has been requested to identify potential of manufacture of spare

and accessory parts of textile machinery for ALJVs.

Some of the proposed A1JVs certainly stand a good chance of success. Ii
his paperl/Dr. Lee recommends, however, that ASEAN-sponsored pre-feasibility
studies in the case of prospective AIJVs be carried out by special team(s),
at the suggestion of the proposing country in respect of the project in

question. In that context following aspects should be considered.

1/ UNIDO/1S.310, Jp.eit.
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1. Before a 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
project im the plamning stage. If sc, how can the regional

planning be reconciled with the national one?

2. The pre-feasibility study team should comprise an economist as
team leader, who has good knowledge in industries and in busi-
ness management, and one or two engineers. In the case of the
five chemicals projects, magnesium clinker and graphite electrode,
they should be chemical engineers or applied 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.

3. The ream should be familiar with (and possibly visit) relevant pro-
duction plants in, for instance, the US, Japan and/or EEC to study
their production cost relative to the scale of production, their

techniques of production, machinery used, management, marketing
etc.

4. The team should then study, at the site where the AIJV is pro-
posed to be located, the transportation problem, labour supply,
and the various aspects of infrastructure. These would be
related to the production cost.

5. The volumes of demand should be assessed in respect of the
total ASEAN market and of each individual country? To be
realistic, the team should presume that the AIJV may only be
able to sell to the ASEAN countries to the extent of 60-70 per
cent of their requirement but not 100 per cent.

6. Other important considerations include:

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

(b) What is the choice of technique in the production?
Would the level of technology and the suppiy of
engineers and skilled labour force be adequate for the
production in the country, where the AIJV is located.
What is the economy or comparative advantage in choos-
ing such a site?

(c) What are the alternative supplies of these products
in the world market? Since the AIJVs may have to sell
a part of their products in the world market, it is
important to know the competitive supplies.

Finally, menticn should be made of the potential role in identifying
and promoting AIJVs of the ASEAN Finance Corporation (AFC) which was
established in Singapore in June 1981 with some 135 banks and financial
institutions in the five countries contituting - directly or indirectly -
the shareholders. The aim of AFC 1s to serve &s a catalyst for ASEAN indus-

trial development by participating actively in and even initiating new private
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1
izl invectment. AF( will also be expected to be instrumenth[
to mobilization of capital from non-ASEAN sources. One example is the
establishment id'ngember 1981 of the ASEAN-~Japan Development Corporation
(AJDC), as joint venture between AFC and the Tokyo-based Japan-ASEAN Invest~
ment Co. (JAIC).

Through the setting up of AFC very important linkages have been esta-
blished in the ASEAN countries' financial and banking sector with its wide-
spread sphere of influence and contacts. It has been suggestedl/that the
next scenorio that may be envisaged ig the organization of linkages in the
industrial and business sectors in another institute,a 'general trading and
industrial enterprise'. This concept of general trading and industrial
enterprise, modelled after the traditional Englisk trading houses and, above
all, after the Japanese Sogo Shosha, has lately been given a great deal
of attention by both developed and developing countries looking for an
effective vehicle in their search for an enhancement of their bargaining
position in the international world. At the national level, such enterprises
are being looked upon as most valuable institutions assisting the national
economy by mobilizing, combining and developing the national production
efforts and comparative advantages. At the regional level, this concept
could then be extended to promote the combined ASEAN production efforts and
comparative advantages. It should be noted in this connexion that the ASFAN-
CCI has recently proposed the establishment of an 'ASEAN General Trading

Corporation’' with envisaged functions along the above lines.

Such a general trading and industrial firm may be used as a 'search arm'
of the ASEAN Finance Corporation in its search for investment opportunities
and also as a mobilizer and promoter of ASEAN projects. The linkage between
trade investments and industrial investments can then be established. The
ASEAN general trading and industrial firm which could be established with
AFC and other ASEAN industrial and business enterprises as shareholders,
would be able to handle the varicus products manufactured in the ASEAN region
and market them in assortments, regionally and internationally. A combined
tie-up with the region's existing national general trading and industrial

firms in penetrating the international markets might well be envisaged.

1/ See J. Panglaykim, "ASEAN Finance Corporation: Prospects and Challenge)'
UNIDG/1S.291, dated 1 March 1982,







