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I. INTRODUCTION

Industrialization is increasingly being recognized as a potential
dynamic force capable of transforming socio~-economic structures and
initiating a process »f self-generating development in the developing
countries. Through co-operation between developing countries within
regional co-operation schemes, the industrial development in a region
can be greatly enhanced. Mucu valuable experience has been gained
during the last decade by such regional economic co-operation groupings
- in particular those of the Andean Group and ASEAN - in fostering
regional co-operation as an essential step towards achieving rational

industrial promotion and expansion.

In order to provide an opportunity for key officials concerned with
co-operation in ASEAN and in the Andean Pact to exchange experience and
discuss in-depth variocus issues of mutual concern, such as instruments
and mechanisms of regional industrial co-operation, a conference was held
at the Secretariat of the Andean Pact (Junta del Acuerdo de Cartagena -
JUNAC) in Lima 11-14 October 1982 followed by a l0-day study tour by the
ASEAN participants to the capitals of the five Andean Group countries,
financed under the UNDP Inter-country Programme for Asia and the Pacific
(ASEAN/Andean Pact Conference and Study Tour on Regional Industrial Co-
operation - DP/RAS/81/060) and organized by UNIDO in co-operation with
JUNAC and the Andean Pact countries concerned. On the ASEAN side the
participation was co-ordinated by the ASEAN Committee cn Industcy, Minerals
and Energy (COIME).

It may be useful to note briefly some of the activities preceding the

conference and study tour, as follows:

Study work

The Regional and Country Studies Branch of the Division for Indus-
trial Studies, UNIDO which, within its studies and research programme,
has been giving particular attention to the potential of co-operation
between developing countries in the context of regional co-operation
schemes, carried out as part of the programme for 1981-1982, a number
of issue-oriented studies or analyses on various aspects of industrial
co-operation within the regional co-operation schemes of the Andean
Group and ASEAN,



The studies aimed to bring out and analyze critical issues in the
industrial co-operation; the various forms of co-operation employed;
the methods and modalities used in identifying, preparing and araly=zing
various factors at the branch or products level as well as at the
project level. The studies were not intended to present a caronvlogical
expose of the industrial co-operation in the region - the -ast experiencs
was to be looked a. merely as reference in the analysis oi the key
issues involved, how further progresé may be achieved and cf the wvarious

measures which may be taken to that effect.

In the case of the Andean Pact scheme detailed analyses were made
of policies, instruments and mechaiisms of particular importance fcr the
region's industrial development as well as of the quantitative and
qualitative impact of integration on industrial development, with parti-
cular emphasis on the metal-mechanic, petrochemical and automotive
industries. The nature and institutiomal structure of the 'Acuerdo de
Cartagena' was also analyzed. The studies are contained in following

two documents (issued both in English and Spanish).

UNIDO/15.312 General overview of the Andean Group. Study
prepared by the Andean Pact secretarial (JUNAC)

UNIDO/I1S.313 Economic and industrialization policies in the
Andean Group of countries, 1970-1980. Study
prepared by Professor Javier Iguiniz, Lima

The specific areas in respect of which issue-oriented analytical
studies concerning ASEAN were prepared include:
-~ ASEAN industrial product or branch co-operation through indus-

trial complementation programmes and preferential trading
arrangements;

- regionzal industrial projects - the present large-scale ASEAN
Industrial Projects (AIPs) as well as possible ASEAN joint-
venture projects sponsored by the private sector;

= ASEAN co-operation in industrial financing and promotion.

The assessment of the ASEAN experience in these areas is contained

in following studies:

UNIDO/1S5.282 ASEAN Industrial Complementation. Study prepared
by Mr. Vicente T. Paterno, Manila



UNIDO/IS.329 The role of the private sa2ctor in industrial and
technological co-operation in ASEAN. Study
prepared by Dr. Pakorn Adulbhrn, Bangkok

UNIDO/IS.281 The development »f the ASEAN Industrial Projects
(AIPs). Study prepared by Professor Mohamed
Ariff, Kuala Lu.pur

UNIDO/IS.310 ASEAN Industrial Joint Ventures (AIJVs) in the
private sector. Ctudy prepared by Dr. Lee
Sheng-Yi, Singapore

UNIDO/1S.346 Co-operation in industrial financing in ASEAN.
Study prepared by Dr. Supachai Panichpakdi,
Bangkok

UNIDO/1S.291 ASEAN Finance Corporation: Prospects and challange.
Study prepared by Dr. CJ. v=aglaykim, Jakarta

The findings and results of this study work are reflected in condensed

form in document {issued both in Englisa and Spanish):

UNIDO/1S.311 Regional industrial ro--operation - the approaches
pursued by ASEAN

Conference and study tour preparation

During a meeting in Manila in March 1981 between members of COIME
and UNIDO officials agreement was reached on the concept for a conference
and study tour by an ASEAN delegation from COIME to the Andean Pact
to be recommended for funding under the programme for ASEAN within UNDP
Inter-country Programme for Asia and the Pacific for 1582-86.

The issuc -.riented analytical studies referred to above would
constitute a b.i~is for the greparations for the conference and study
tour, whose primary objective would be to provide an opportunity for
senior officials of the two groupings to exchange views and build on
experience gained in regional industrial co-operation among developing
countries in fostering such further co-operation, in general, and to
assist the member states of ASEAN and Andean Pact and cfficials of these
groupings of countries in the strengthening of their regional industrial

co-operation activities.

Specifically, experience would be expected to be exchanged among the

participants on items, such as:




- the factors leading to the successiul conclusion and implementa-
tion of industrial ccmplementation agreements and of regional
industrial projects;

-~ problcms and difficulties encountered;

~ alternative solutions sought to existing problems of common or
similar nature related to regional agreements and projects in
industry ia the two economic groupings.

On the ASEAN side it was felt that the project would lead to a
greater understanding of the problems affecting regionmal industrial
co~operation as met with in an ares - the Andean Pact - with relatively
long experience of such co-operation. It would enable the ASEAN
participants to gain valuable insights for a strengthening of their
work towards most effective regional co-operation in the industrial
field - to improve the present programmes of co-operaticn as well as
to develop new fcrms of co-operation - against the background of a long-

term perspective of the region's industrial development.

The contacts established at the conference and study tour would
also constitute a basis for the development of a continuing exchange
of experience between the two regions on matters regarding regional

industrial co-operation.

During the Fifteenth Meeting of COIME, in Ocrober 1981 in Manila,
a preparatory meeting was held between the COIME delegates, one¢ re-
presentative of the Andean Pact Secretariat (JUNAC) and a UNIDO staft
member, at which agreement was reached regarding tentative programme
for the conference and study tour, number of participants, required

financial resources, organizational arrangements, etc.

The conference and study tour - programme and participants

The time schedule followed for the conference and study tour was

as follows:

Sunday 10 October 1982 Arrival Lima

Monday 11 October 1982 Conference at JUNAC

Tuesday 12 October 1982 Conference at JUNAC

Wednesday 13 October 1982 Discussions with representatives of

governmental organs and industry organi-
zations in Lima. Visit to industries in
Lima.




Thursday 14 October 1982 Concluding session of Conference at JUNAC.

Air travel Lima-La Paz, LB 917, dep. 12.3C,
arr. 15.05.

Friday 15 October 1982 Discussions with representatives of govern-
ment organs and industry organ.zations in
La Paz. Visit to industries in La Paz.

Air travel La Paz-Lima, PL 616, dep. 21.45,
arr. 22.30.

Saturday 16 October 1982 Air travel Lima-Quito, EU 082, dep. 13.00,
arr. 16.30.

Sunday 17 Octcber 1982 In Quito

Monday 18 October 1982 Discussions with representatives of govern-

ment organs and industry organizations in
Quito. Visit to industries in Quito.

Tuesday 19 October 1982 Air travel Quito-Bogota, AV 056, dep. 14.30,
arr. 15.55.
Wednesday 20 October 1982 Discussions with representatives of govern-

ment organs and industry organizations in
Bogota. Visit to industries in Bogota.

Thursday 21 October 1982 Air travel Bogota-Caracas, EU 032, dep.
11.15, arr, 14.00,

Friday 22 Octcle. 1982 Discussions with representatives of govern-
ment organs and industry organizatious in

Q

Saturday 23 October 1982 Caracas. Visit to Andean Development Cor-
poration (CAF).

Sunday 24 October 1982 Departure from Caracas.

The ASEAN governments, through COIME, nominated two delegates from
each of the five member countries for the conference and study tour.
One official from the technical secretariat of COIME was also selected

for participation.

The Andean Pact governments, through the Andean Pact Secretariat
(JUNAC} also nominated two delegates from each of the five countries
for the conference at Lima. Furthermore, at the conference a number
of senior officials of JUNAC and a representative of the Andean Develop-
ment Corporation (CAF) took part. Officers of UNIDO also participated
in the conference and study tour. The full list of participants is appended

as Annex 1 to the report. The conference agenda appears as Annex 2.

The Andean Pact Secretariat (JUNAC) provided stimulating presenta-
tions of variocus issues within the framework of their excellent conference
facilities, For the study tour, the governments of each of the five

Andean Pact countries arranged for comprehensive and well-balanced programmes

which gave opportunities for very valuable discussions, as did the visit to

the Andean Development Corporation in Caracas.




1I. THE CONFERENCE

(a) Summary report

The following summary report was adopted at the concluding session

of the conference on 14 October 1982:

Introduction

1. A conference on regional industrial co-operation took place
on 11-12 and 14 October 1982 at the Andean Pact secretariat,
the Junta de Acuerdo de Cartagena (JUNAC), in Lima with the
participation of the representatives of the Association of
Southeast Asian Nations (ASEAN) Committee on Industry, Minerals
and Energy (COIME), the Junta del Acuerdo de Cartagena (JUNAC),
the membercountries of the Andean Pact, UNIDO and the Andean
Development Corporation (CAF).

2. The objective of the conference was to provide a forum by
which ASEAN 2nd Andean Pact member countries can exchange views
and experiences on their respective efforts at regional co-
operation within the framework of economic and technical co-
operation among developing countries.

3. The list of participants appears as Annex 1.
4, The conference agenda appears as Annex 2.

5. The conference was opened by Dr. Pedro Carmona, Member of the
Junta, who underlined the importance of souch-south co-operation.

6. Dr. Cesar Pefiaranda, Chief, Industrial Development Department
of JUNAC acted as co-ordinator of the conference.

7. Mr. N. Sadasivan, Depu:y Director Gemeral of the Malaysian
Industrial Cevelopment Authority (MIDA) acted as ASEAN/COIME's
spokesman.

8. The ccnference agreed that a short summary report of the general
issues covered during the conference would be prepared ac the
end of the conference and that UNIDO would prepare the proceedings
of the entire conference at an appropriate time for distribution
to both groups.

9. Mr. Lieh-Cheng Zhou, Deputy Director, Division for Industrial
Studies of UNINO, explained the goals of the ASEAN/COIME's
mission to the Andean Group and the aims of the conference.

10. Representatives of JUNAC described the goals and mechanisms o:f
the Cartagena Agreement (basic treaty) and their results of date.
Reference was thus made to the creation of an inte;rated market,
to Joint Industrial Programming and to harmonization of economic
and sncial policies, the latter emphasizing the regimes for
foreign capital. The development of econcmic and industrial
policies in the Andean Pact countries during the 1970's was
also covered,




-

11.

The ASEAN/COIME spokesman described the objectives and co-
operation programmes being pursued within the Association
such as those relating to trade, industry, agriculture,
finance and transportation among others. Particular emphasis
was given to the industrial co-operation schemes presently
being undertaken, that is the ASEAN Industrial Projects (ATPs)
the ASEAN Industrial Complementation (AIC) programme and the
ASEAN Industrial Joint Ventures (AIJVs).

Obervations/conclusions/considerations

12.

13.

14,

15.

16.

17.

The conference observed that ASEAN's efforts at regional co-
operation are more towards economic co-operation schemes while
the Andean Group's efforts at regional co-operation are clearly
an integration arrangement. In this sense, the Andean Group's
experiences at economic integration provides aSEAN with a useful
insight to whatever long-term co-operative arrangement ASEAN is
leading to.

The Joint Industrial Programming of the Andean Group was especially
studied hecause of its advanced integration form in the industrial
field. It has as an antecedent in some experiences gathered in the
Latin American integration process which was based almost
exclusively on the trade liberalizatiom.

The Joint Industrial Programming has several specific ins.ruments
such as the Sectoral Industrial Development Programmes, the
Rationalization Programmes, the Inter-sectoral Programmes of
Industrial Development, the Integrated Development Projects and
the market reserves and special treatment to Bolivia and Ecuador
in view of their relatively lower stage of development.

The conference observed that there is a strong political backing
behind both ASEAN's economic co-operation programmes and the
Andean Group's integration process. In both cases however,

there is a need to review past performance with the aim of adding
momentum to the ASEAN's erforts at economic co-operation and the
Andean Group's integration arrangements.

The JUNAC indicated tentatively joint international action, trade
in manufactures and the exchange of information as areas in which
co-operation between the two regional groupings could be explored.

Information of special interest for ASEAN/COIME would be on the
following areas: rationalization/restructuring of industries
against the background of changing industrial conditions; indus-
trial programming; harmonization of tariffs within the sub-region
and imposition of a common external tariff as a means in support
of industrial development; methodnlogy of the Andean Group to
assess theimpact on their industrial development of trade liberali-
zation measures during the last decade; and the computer model
used by the Andean Group for industrial sectoral programming with
intent of looking into the practicability of its application
potential in ASEAN.




18. With respect to reciprocal trade in manufactures, ASEAN/COIME
considered that it could be convenient to promote the expansion
of such trade given a prior identification of products.

19. ASEAN/COIME indicated that their visit to the Andean Pact
member countries from 13 to 23 QOctober 1982 would be expected
to further contribute importantly as a first contact with the
Andean Group and that it would be fruitful to organize a
reciprocal visit by the Andean Group to ASEAN with the possible
assistance from UNDP/UNIDO to coincide with a COIME meeting at
a convenient time after btoth groups have carried out their
respective own reappraisals as indicated in paragraph l:. The
visit should give in-depth attention to selected specific areas
as mentioned in paragraphs 17 and 18 above.

20. It was observed that there is a possibility of using the
Philippine Embassy in Peru as ASEAN's contact point with the
JUNAC Headquarters in Peru and the Embassy of Vene.uela in
Indonesia as JUNAC/Andean Group s contact point with the ASEAN
Secretariat in Indonesia for liason work/communication link
between ASEAN and the Andean Group.

21. Both ASEAN and the Andean Group thanked UNDP and UNIDO for their

valuable assistance in organizing the conference. ASEAN expressed
as well its appreciation to JUNAC.

(b) Detailed account of the discussions at the conference

In this sub-chapter a detailed account of the discussions during the
conference will be given. While owing to the need to limit the size of
the report the presentations made of various subjects and the subsequent
discussions are being presented in a condensed form, the intention has
been to provide the necessary details whenever specific aspects were taken
up of possible direct practical interest to the future work within the
respective groupings so that the 'lessons of experience' by one grouping

might be absorbed also by the other.

Morning session - 11 Octcoer 1982

The conference was opened by Dr. Pedro Carmona, Member of the Junta
del Acuerdo de Cartagena., In his speech Dr. Carmona underlined the
importance of the Junta attached to the meetings within the context of
south-south co-~operatjon, He felt that these kinds of meetings are very
important for the regional groupings. Especially now in a time cf crisis,

thev may help us understand each other better., We have to look inwards



for our own solutions, and face ocur problems with our means, and in this
context meetings like this become very important for us. We must intensify
our efforts towards integration, even with all the problems we now face

due to the international economic crisis. We must not only try to improve
our relationships with the industrialized world, but also with the third
world; the knowledge of our common realities may be helpful for both our

groups.

Mr. L.C. Zhou, Deputy Director 6f the Division for Industrial Studies
UNIDO, in an introductory statement, presented the goals and objectives of
the ASEAN/COIME mission to the Andean Pact countries, especially those of
the conference, namely to provide an opportunity for key officials and
industrial representatives concerned with regional industrial co-operation in
both ASEAN and thke Andean Group to exchange experiences and discuss in-depth
various issues ¢f mutual interest, such as instruments and mechanisms of
regional industrial co-operation, particularly those related to industrial
complementation, sectoral programming for industrial development and
industrial rationalization., Through the study tour the participants from
ASEAN would be able to meet with officials and industrial representatives
in all the Andean Pact countries to review and discuss experiences of

industrial co—operation activities in these countries.

Mr. Zhou expressed the hope that the conference deliberations would
lead to fruitful exchanges of views and experiences among the participants
as to factors leading to successful implementation of regional industrial
projects and programmes as well as to problems and difficulties encountered
and that special attention may be given to alternative solutions sought
to existing problems of common or similar nature related to regional

agreements and projects in industry in the two groupings.

Finally, Mr. Zhou, exprecsed his appreciation to JUNAC and to the
Andean Pact countries and also the hope that the conference would contribute
to the furthering of effective regional industrial co-operation within che

respective groupings and possibly als: the identification of poteatial areas



of co-operation in the field of industrial development between the two

groupings.

After the initial statements, the conference discussions started

with a presentation by Mr. Oswaldo Davila, Chief, Programming Department
of JUNAC, entitled "Long-term goals of the Cartagena Agreement’.

The Andean Group of the five countries Boiivia, Colombia, Ecuador,
Peru and Venezuela represents a area of 4,700,000 ka, more than
73,000,000 inhabitants, and an average per capita income for 1981

of $1,139., Our economically active population must be around

22 million people and 7 million of these are either underemployed
or not employed at all, We have 8 million illiterate people, 47
per cent of the urban population do not have a sewage system and
only 25 per cent have drinking water (75 per cent for the rural
population). We lack 4 million houses and the nutrition conditions
are disastrous. If we made projections, we would see that at the end
of the decade we will have a population close to 100 million people,
70 per cent of it in urban areas. 30 per cent of the population
would be economically active (29 million people), which means the
annual incorporation of 780,000 people to the labour market. 1In
1970 we had a 1.3 million tons food deficit which may become four
times more by 1990,

In 1980 we exported goods for almost 30 billion dollars, 90 per

cent of it for agricultural or mining products. We have an enormous
international debt (close to 49 billion dollars or roughly 17 per
cent of all the irnternational debt). The present economic and
financial problem would have enormous sncial effects on our countries.
The ability or capacity to satisfy the demands of their populations
would require a stable and sustained economic development.

We base our hope for reaching these goals on our participation within
the Cartagena Agreement. To reach our integration goals we have
several mechanisms which may be listed as follows:

Liberalizacion programme

Common external customs tariffs

Harmonization and co-ordination of development plans
Industrial programming

Agricultural regime and physical integration
Technological policy

Financing

External relations policies

Special regime for Bolivia and Ecuador.

W OO~ LN -

The various mechanisms all work in a co-ordinated manner, Those
applied so far with more intensity have been those comnnected with

industrial development and trade liberalization.

The liberalization programme was started in 1970. It includes all
items which are not part of what is called reserves for industrial
programming. Bolivia and Ecuador were excluded until December 1981
as part of the preferential treatment given to them. Under this
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programme trade has increased from 90 to 1100 million dollars. In
respect of the common external customs tariff, we started with the
mimium one which included 3,200 items of our nomenclature.

In the agricultural regime, we have achieved a lot in cases related
to specific projects. On physical integration, due to the great need
of financial resources and geopolitical problems, we have advanced
very little,

On the financial side, the Andean Development Corporation (CAF) has
worked relatively well, specially for the two less developed coun-
tries. A special fund was created for Bolivia which was not, however,
used because of various reasons. Nevertheless, CAF has not got

enough resources in face of the necessities of our integration pro-
cess. Account is also to be taken of the Andean Fund of Reserves
which helps the countries solve some of their balance of payments
problems., This has been so in the case of Peru, Bolivia and, recently,
Ecuador.

In the technological policy field we have advanced quite a lot, and
are looking forward to the generation of self-developed technology
adequately adapted to our development needs. So far we have achieved

some results in ccopper technology and with a project for the utlization
of tropical wood.

On foreign relations, attention has been focussed on the development
of a more coherent, continuous and consistent common policy. A lot
can still be done, specially in our relations with other developing
countries or groups of countries.

In respect to the Special Regime for Bolivia and Ecuador, for which
our goal is to minimize the development differences with the other
countries, significant progress has been achieved.

On the harmonization of policies and development programmes, we have
however, met with many problems. Each country has different economic
policies and intermal regimes which are difficult to co-ordinate as
our integration process lacks the dimension to coudition natiomal
policies, It may be said that Andean economic activity corresponds
to only about 5 per cent of all the economic activity of the region.
We have not yet achieved the harmonization of policies in several
important areas. This makes negotiations difficult and countries,
then, resort to non-compliance. There has also been a 1-ck of
leadership to guide the process, maybe coming from the integration
organs themselves., Our cultural, political and economic dependerncy
also condition our evolution within the process.

With the present world situation our own problem become more and
more difficult to solve. We should push ahead with what we have

so far reached. We should defend and consolidate our achievements.
Maybe we should orientate our development towards trying to solve
our social demands, inter alia, within our industrial programming.,
But what kind of industrialization should we plan for? That 1is a
crucial question.
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A second presentation, on "Economic policvy and industrialization

in the Andean Group in 1970-1980" was made by the UNIDO consultant

Professor Javier Iguinez Echeverria.l/

It is 3 reality that the impact of the Cartagena Agreement on the
countries' pol.cies is still marginal in macro-economic terms.

But when the plant is young and weak the weather is critical in

its development; we must look at the climate in which our integra-
tion process has been developing.

Of the Andean Group's 70 million inhabiéants, only 5 million have an
income level similar to that of the industrialized world, 71 per cent
of the population live at below subsistance levels.

The industrial production in our five countries has a relatively
different importance. It depends on (i) length of time in which the
import-substitution process has been going on and (ii) om the
peculiarities of the natural resources available in each country.
Colombia is the country which has had a coherent industrial policy
the longest time. It now gives great importance to its agriculture.
Peru pays a lot of attention to its mining resources and Venezuela
to its oil.

When assessing the 1970’'s it is important to look at a given
characteristic by the time of the energy crisis, namely, that three
(Venezuela, Peru and Ecuador) of the five countries are oil-
exporters. This fact set the dynamics of the some of Andean Group
countries on a relatively accelerating process. Furthermore,
Colombia saw this acceleration after 1975, when coffee prices went

up in the world market. Peru suffered from the depletion of its
fisheries resources affecting their export of fish meal. The
international crisis affects the countries differently and, therefore,
also their industries. Even so, exports grew during the 1970's,

e.g. in Ecuador 11 times, more than 4 times in Colombia and Venezuela
and a bit less than 4 times in Bolivia and Peru.

We may look at the dynamics of the decade and divide it into two
periods, the first from 1970-1975 characterized by a great relative
dynamism and the second 1976-1980 where a slow down on economic
growth occurs. During the first period, the increase in the amount
of foreign currency the countries had, made it easier for the state
to carry-on integration programmes. During the second period when
a crisis hit the internal market, a need for increase of exports

of manufactured products sprung up for products which became more
and more difficult to sell inside.

Our countries have a relatively recent industrial history. It is

on an average 20 years since true industry promotion organs and

The presentation was based on the study UNIDO/1S.313 "Economic and
industrial policies in the Andean Group of countries, 1970-1980"
prepared by Professor Iguifiez and included in the pre-conference
documentation.




programmes were instituted. However, at the moment of the second
period - late 1970s - the policy of the governments had the effect
that the state did not any longer fully back these programmes pre-
viously supported and gave less impetus to projects.

To understand our integration process it is necessary to understand
what happens inside each country, since integration does not yet
have a great impact on the countries. We must thus study the coun-
tries to see whether or not integration has or has not advanced.
Industry has been given a different role in each country. In Colombia
- the country with the longest industrial experience - emphasis is
given to agriculture while industry sees a reduction of priority.

It critizises import-substitution as a production programme and puts
more emphasis on manufactured goods for export; it also gives more
emphasis on efficiency than on expansion. Venezuela puts emphasis
on its basic industry. It has also seen, thanks to the inccmes of
the oil exports, an enormous expansion of its internal market and
feels the need to accelerate the process of import-substitution. It
has to resort to imports to satisfy its internal demand. 1In Peru,
industry has played an important role, and the state plays an

active role towards basic industry. This government policy acquires
added rationality and justification in face of the possibility of
complementation in this types of industries within the Andean Group.
What looks isolatedly more difficult to justify, becomes easier for
the state to explain and justify on basis of an investment in the
context of the Andean Group. Ecuador supports actively its industry,
but always selectively, with the help of the Andean Group and it
does so by orienting it to the regional market. Bolivia does less
in this field.

The Andean Agreement has had certain impact on gens- conomic
policies which are not related to industry. There 21 some
important instances, even if always influenced by :.onal
economic policies. On labour policies we see som. ..uon lines;

in all countries but Venezuela salaries and social benfits are
negotiated collectively by the company. On foreign exchange policies,
thanks to a relative bonanza, fix exchanged rates predominate, and
some policies are actually related. Only Peru has had devaluation

up to 80 per cent. On tariffs policies we see that countries
continue to differentiate goods and we see lots of exceptions which
question the system used. On tax policies, since in most of the
countries the most utilized incentive is tax reduction, we have a

lot of exempticns or tax reductions which make an overall policy

very little recognizable. Only Colombia has tax policy with fiscal
goals., The financial policies are usually favourable to industry.
There has been a modernization of the financial apparatus and
specialization and capacity to act on cradits connected with the
export activities, On exports policies, we find that subsidies for
exports are normally linked with the value added, but in some coun-
tries it is proportionate to gross production value. The export
promotion mechanisms within the Andean Group have not been the main
mechanisms used during the decade; all policies concerned with exports
have been subordinated the general induscrial policies whose emphasis
lies mainly on import-substitution. It should also be noted that the

state has often oritented its policies towards basic industry develop-
ment.
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Countries, depending on their intermal needs, accentuate their
integration policies on different subjects, Colombia puts emphasis
on common external tariffs, Peru on industry, etc. Nevertheless

the commerical exchange has been relatively dynamic and the Andean
wmarket has taken a prowing portion of the manufactures of the region.
Tariffs policies, thanks to the existance of the Andean Group, have
been modernized and homogenized. Also the institutional field has
profited from this.

Decision 24 on the treatment of foreign capital has influenced
nationzl policies. The modernization of export promotion policy

has been enhanced by the necessity of the countries to integrate.

The extended market has justified investments on basic industry and
has led to a growing role for the state to get involved on programmes
of basic industry.

The two presentations were followed by a lively exchange of questions

and answers reflected below:

Questions by Mr. Sadasivan, Malaysia

I have a couple of very general questions at this stage. The first
is, I noticed that in your programme of integration special consideration
has been given to the stage of development in Bolivia and Ecuador. What
I would like to find out really is whether these special considerations
for Bolivia and Ecuador meant that, in terms of programmes in the regionm,
these two countries will get special benefits, if any, or will the other
three countries give up something to make up for the less developed stage

of Bolivia and Ecuador? This is a very general question at this stage.

The other observations I have at this early stage again is that I
get the feeling that there is a fundamental difference between approaches
in the Andean Pact and ASEAN, in that here the degree of a integration
that is being planned seems to be much higher than the type of integration
we are talking about in ASEAN. In ASEAN, it is more an attempt to regional
economic co-operation with each ASEAN country maintaining a fairly inde-~
pendent course of action as far as its national development is concerned.
In the Andean Pact my impression is that there is much more of an attempt
at integrating the development procezs, I read in the pre-coaference
documents, for example, about allocation of products for manufacture by
certain countries, granting of exclusivity to a particular country to make
those products. So, there seems to be a much higher degree of involvement
by the central body here in the Andean Pact than would be expected in the
ASEAN situation.




The third and the last of my questions for the time being (this

being something of special interest to ASEAN) is: While the measures

noted today, referred in general to new projects and to new development
strategies in the Andean Pact countries, what is really the situation

in the case of existing industrial structure in Andean? Are there

measures in Andean, for example, to reduce intra-Andean tariffs together
with the proposed common external tariffs? 1Is this an area of difficulty?
It is something of immediate interest to ASEAN because we are in the
situation where we are looking at the possibility of reducing substantially
internal rates of tariffs in ASEAN, We hav: not got to the stage of look-
ing at a common external tariff out we would like to hear your views on

these matters.

Answer by Mr. Iquiniz

The cost for the Andean countries of the advantages given to Bolivia
and Ecuador are of little significance, due first to the small size of
both economies and second because the more developed countries did not
accept, at times, given products coming from the less developed countries.
As for the benefits derived, I think that Ecuador has gained relatively

more.

The ambition of the regional iIntegration projects was in a way an
extension of what large national projects were in the 1960's. Later
political developments are important to explain what someone previously
qualified as a lack of leadership. Also, the conception as to how to deal
with the integration process changed. We faced inadequacies tetween the
project's ambition, its complexity and the political will.

There are effective tariffs reduction policies inside the Agreement.
These policies are slower in their application for the less developed

countries and faster for the more develuped ones.

Further answer by Mr. Pefiaranda

For Bolivia and Ecuador the Agreement foresees an opening of their
markets during a 10 years period, while the three other countries are
already open markets applying the common minimum external customs tariffs.
We also see that, for example, product X (which is not being produced within

the region) is a product reserved for programming and we may give the



opportunity to produce it to either Ecuador cr Bolivia. How have these

two countries profited from this scheme? I do not have figures now with
me, and, if real benefits were less than those thcught to be obtained,
this was due probably to the fact that we may have overestimated these
two countries' capacity or infrastructure to benefit from it. Obwviously
also external conditions has affected this. The other three countrieé
could also not fully comply with the conditions established under the

scheme.

Referring to your lact question, I can say that one factor is the
Andean feeling of a need for efficiency of the existing and future
industry, and more efficiency in resource allocations. This we may see
in our tariffs policy, when between higher or lower tariffs, the tendency
is to lower them. The second element is whether industry should be
accorded more or less importance than that given to other sectors, like
agriculture, energy, etc. We try for more equilibrium now, in order to

condition our scheme and mechanisms to reality.

Question by Mr. N. Ramm-Ericson, UNIDO

I have listened with great interest to your replies, and the summary
we had which was illustrating well the situation and aspirations between
1970 and 1980 and the extent that situation was reflected in the activi-
ties of JUNAC. I am thinking of the reply we got atout the great
importance given (by governments) to planning and programming of industry
in the late 1963s which has been reflected in the work programmes of the
JUNTA and the activities of the officials working there and the
government representatives participating in your meetings. To what extent
have you been able,with the fairly strong secretariat, to reconcile this
aspect with what perhaps in some of the countries now are less
definite approaches to planning and to what extent are ycu, as secretariat,
as flexible as perhaps ASEAN is with their less elaborate established
machinery? This question is perhaps central to what you are now in a
process of reasscssing, in a situation where ycu need to be fully in tune,

of course, with changing approaches of the countries.




Answer by Mr. Iguiniz

In some countries there is politically littie interest to go on with
the original concept of integration, and in some countries politics and
policies are different from the ones the concept originally took into
account. The JUNTA has some of these years, sometimes at least, been on
hosiile territory regarding the difficulties met with to achieve enough
consensus to really propel integration, to have enough fi.rce to demand

the application of legal measures which actually exist.

Further answer by Mr.: Penaranda

We must think of our whole process. If we want to have benefits
we must also give in exchange. The big problem has been to find the equili-
brium of interests and this has not been easy to solve because of the
dynamics involved. Since for the individual countries, the Andean Group
is not yet economically very important, problems of certain magnitude are
generally faced with relative independence and this of course, creates more
difficulties. For instance, in the case of inflation, one country may
conceive a solution by rising tariffs and thus entering in conflict with

other countries' interests because of this.

Question by Mrs. Farita A. Cabazor, Philippines

I would like confirmation on some observations, I have made.
I think that in the Third World, there have evolved three integrative
systems, they are firstly the so called laissez-faire integrative systerm, a
second, hybrid one which is fundamentally a laissez-faire system but
modified to include elements of compensation through planning and a third
one, a dirigist integrative system which links planning to regulation
within a regional context. Is it true that the Andean Group belongs to
this classification? There are three specific mechanisms used by
Andean, which I would like to call 'avoidance mechanisms' which are aimed
at delaying the operation of an integrative process and which might bring
about an inequitable distribution of costs and benefits and supply to
Andean. These are the longer transitional period for the less industrialized
partners, more numerous exemptions of products from tariffs, and tariff cuts,
and less stringent rules of origin for imports emanating from one of the
two less industrially developed countries, 1Is 1it, furthermore, so that

the Andean Group distinguishes itself for having applied effective corrective
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mechanisms, intended to bring about fundamental economic change and that

these mechanisms are implemented with a view to avoiding problems of in-

equitable inter-state gains in the future, by attacking what is believed

to be its true costs and even out industrialization?

Answer by Mr. Iguiniz

I would define the first classification differently; I would start by
a dirigist one, then a dirigist modified by market and last a laissez-faire
one., I think both market and planning are within the integration process,
their theoretical weight is similar even if the practical weight favours

market.

For the second question, I would prefer if it would be left for later
to go into detail on the weasures destined to this objective. It requires
precise knowledge on what has happened with the countries to be able to
know why and where the mechanism failed, if it did fail. It is a fragile

mechanism.

Afternoon Session - 11 October 1982

The afternoon session started with a presentation by Dr. Augusto
Aninat of the Economic Policy Department, JUNAC, entitled "Issues of

economic policy in the Andean Group'.

I will try to summarize the economic policy issues in four sub-themes:
(1) policies for the formation of an expanded market, (ii) achievements
and actual situation, (iii) main causes for the actual state of things
and (iv) future alternatives in face of experience and problems.

(1) Our scheme has tried to build an expanded market specially for
merchandise transactions for which there are specific clauses within

the Agreement and with less emphasis on services factors of transactioms.
Therefore, I will talk more on *' : trade in goods and less on the other

ones, We talk here about the  .nine -’ 1 larger market between equal
markets, and this larger mari < ‘n a protective barrier
called common external tarifi ,oal to promote a more
stable and larger economic gr © rt an adequate distribu-
tion of benefits, We do no’ v integration processes,
of a free trade zone or cust on market., We have a bit

of each one of these concepts

Main elements which characterize . , co' .eption are: (1) Adoption of
a gradual approach, step by step, because a radical change would mean
immediate high adjustment costs and benefits would be delayed. All

our planning is conceived under this assumption. (ii) The formation



of this market is conceived within a combined action of forces, of
free market operation and of a planned instrumentation of economic
policy. We use the word planning in order to effectively lead to

an efficient allocation of resources and to an equitable distributiom
of benefits between the countries. Too free an operation would lead
to a polarization of benefits and to non-equitable situationms,
especially in the industrial sector. (iii) The existance of an insti-
tutional system having a strong executive power, good technical
support and several representatives of different economic sectors

of the member countries and of the regional community.

Which are the main mechanisms used in the formation of the expanded
market? One is the opening up for commercial exchange between the
countries. This we are calling the programme of liberalization for
tariffs and restrictions. It is implemented gradually, and automati-
cally, step by step and cannot go backwards and it is different for
each country. It is not subject to negotiation. For example, thne
countries which are relatively less developed take more time to open
their markets than the other countries, and the markets of the more
developed countries opens more rapidly for those products coming from
the less developed ones. The second one, is the common external tariff
which deals with the transactions or imports from third countries. It
is also implemented step by step and is applied automatically and is
also different for countries. The more developed countries must
implement it in less time than the less developed ones. The third one
refers to sectoral programming and deals with the allocation of
resources and the localization of investments. A fourth one refers

to the fact that, while with the previous instruments we get to a
gradual approach affecting economic policy issues, here there are

no deadlines for the adoption of compromises. 1In this respect we

may talk about the treatment of foreign investment, the harmonization
of mechanisms and instruments for foreign trade regulations and indus-
trial promotion, and some areas like the monetary, finan~ial, etc.

Other important mechanisms refer to the regulations of competition.
It should be noted, firstly, that access to the liberalization programme
is for merchandise from the region. Secondly, other instruments are
to be used in the case of any non-lcyal competition. Thirdly, our
reason for setting up a common commercial policy, is the prospects
of benefits derived from international trade through the increase of
our negotiating power., Other mechanisms deal with the channeling of
resources for the financing of investments and they are centralized
in institutions such as the Andean Development Corporation (CAF) and
other mechanisms. Lastly to be mentioned is the priority given to a
joint action-oriented approach to solve problems derived from the
physical integration and which may affect the overall prccess.

The withdrawal of Chile from our Agreement shows to us that too liberal
a system is not compatible with our integration process. Also a

too centralized system is incompatible with the use of the mechanisms.
It is the interplay of mechanisms and politico/economic factors

which will show us the characteristics the extended market should

take,



The Cartagena Agreement involved a liberalization of customs tariffs
on a 10-year term, later extended by three more years for the more
developed countries, and longer for the less developed ones. We have
now attained a certain degree cf integration, benefiting mainly the
less competititve productive sector. We have clearly stated rules

for 70 per cent of all tariffs and the reciprocal trade under customs
tariffs is relatively low, around 5 per cent, in face of a 25-30 per
cent for the same products of third countries. Due to delavs, systems
of exceptions and other economic variables we may, however, find that -
the integration is not so profound. Within the Andean Group, there

is not, so far, a common position before transactions and imports
from third countries, nor exists the minimum protection already agreed :
for in resoect to customs tariffs., The reasons? Non-compliance in
some cases, or non-harmonization of a series of industrial promotion
regulations. Our proposals for a common external customs tariffs
have not so far been approved, with following zspects taken into
consideration as basis (a) preference for industrial goods, (b) pro-
tection for labour-intensive activities and (¢) protectica for those
activities with special technology. So far there is 1it%.= legisla-
tion for the treatment of foreign capital and little regisanal capital
circulation. A doubling of impositive taxes has occurred, while some
advancement 1s registered on a common customs terminology. We do not
have, for example, common rules for the incentives for exports. Each
country is having its own policy on this. Another example is the
existing difference on foreign exchange and monetary policies. Also
on the application of customs tariffs for exports there is a diff-
erence, varying with the concept of each country. 1In respect to our
increased negotiating power, it has been limited, mainly because of
the stage of limited confirmation of the extended market at the
presznt. Nevertheless there has been an increase on the inter-
regional trade with an increase on the diversification of products.

I would say that the extended Andean market is only partially in
application with some mechanisms more developed than others. It is
somehow unstable and has a number of particular distortions. We do
not consider, therefore, that the extended market is greatly affecting
the allocation of resources within the region. There are several
claims of producers on the inequalities of incentives, be it because
of global economic policies or because of the selective and unilateral
application of given mechanisms. This makes more difficult a greater
integration and shows us how difficult it is to advance on and
maintain an integration without a proper harmonic legislation on given
instruments of economic policies. Several countries agree that they
are not opposed to the establishment of a legislation although they
need more time to implement it. Nevertheless, the non-existance of

a common legislation makes it difficult to maintain the integration

if it creates inequalities.

Maybe we could solve the problem by diminishing the existing compromises
or introduce compensatory compromises. We could use the compensatory
customs tariff like the Europeans do, but this is not easy to handle.
Maybe we should use other instruments which would take over the role

of other ones which have proven not possible be used within the region,
in order to adopt new compromises to perfect the market.

The Andean capacity to discuss, approve and look for solutions in
dealing with instruments of economic policy has been surpassed by the
facts. Things have gone much too fast for us to be able to digest,
react to and investigate the problems and their effects on the extended
market.



Questions by Mr. Sadasivan, Malaysia

I have two specific questions. I heard on two occasions to-day the
phrase 'non-compliance' by certain countries of the Andean Pact in request
of certain decisions. Is this non-compliance provided for in the Agree-
ment? I heard in the morning and again now, that in certain tariff matters
as a result of non-compliance b;, some countries, the measures did not take
effect as quickly or sufficiently as they could have. I just want to know
whether this flexible phrase is provided in the Agreement. For non-
compliance by any country of its owa national reasons? The second question
is, in the process of integration in the industrial sector, what in your
experience would be really the most difficult problem encounted so far?

Is it inability to have harmonization of policies among the member coun-
tries or is there some other very difficult issue which in your experience
we may want to look at a bit more closely into, in our own efforts to have

a closer economic industrial integration?

Answer by Mr. Aninat

When we use the non-compliance phrase it is because it is not expressed
in the Agreement. When we refer to non-compliance we mean that some precise
and clear agreements or compromises have not gone into application. On
your secound question, I think the greatest problem has been incompatibility,
that is, the existence of five different policies, even if the intensity of
the problem varies from sector to sector. An example could be that a
country may feel it absolutely necessary to protect a given industry,
whereas another country may think it should not be done at all. Here
money exchange policies, credit policies, tariff incentives do play a role,
and we must, with the instruments we have, limit this capacity to act one-

sidedly and we have sometimes done it,

The Cartagena Agreement prov’-es the mechanisms to avoid non-compliance.
First there is the degree of harmonization of policies in order to create
a given economic situation and which go hand i hand with non-compliance
(even if countries may as well fall into non-compliance with these harmoni-
zation policies). The second mechanism which was achieved through the
signature of a treaty, is the Andean Tribunal of Justice which makes con-

flicts go from the field of mere politics to the field of law,



Question by Ms. Cabazor, Philippines

Has there been any case presented to the tribunal? Then, my second
question is this. Is it true that the completion of the Andean customs

union has been postponed from 1985 to 1989. If so, what are the factors

accounting for this postponement?

Clarification by Mr. Montes, Colombia

The Andean Tribunal of Justice is not yet in force because one of

the countries has not yet ratified it.

Reply by Mr. Aninat

The problem is how can a tribunal judge on situations for which the

rules have not been set?

On the second question, initial deadlines in the Agreement have been
postponed for three more years, until 31 December 1983. We must presently

decide whether or not we will again be able to meet this new deadline.

Further reply by Mr. Montes, Colombia

True that for the tribunal to work there must before be a harmoniza-
tion of policies, but while that happens we also have some instruments to
use. Take, for instance, the problem of exports incentives and the
decision on non-loyal practices. Why do countries not use such instruments

as this decision, why do they recur to non-compliance instead?

Further reply by Mr. Aninat

I have myself asked why such instruments are not used and the answer"

that has been given to me is that, if they do it, then their exports would
drop. We have worked on case by case solutions, but it is difficult

to do it globally.
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The afternoon session continued with a presentation by Mr. Cesar
Penaranda, Chief, Industrial Development Department of JUNAC, on the

saubject of "Joint industrial programming of the Andean Group', dealing




with, in particular, the Sectorial Prcgrammes of Industrial Levelopment

and the Industrial Rationalization Programmes

We will divide the topic in three parts (i) frame of concepts of Joint
Industrial Programming, (ii) what are Sectorial Programmes of Industrial
Development and (iii) what is the actual state of the joint industrial
programming, going over the three existing programmes.

The Andean countries' markets are, individuaily, small markets due to
the low level of income and thus creating an obstacle for a more

dynamic industrialization process. More critical still is that small
percentages of the population absorb high percentages of income. This
led us to the idea of integration. LAFTA was born this way, but there
were incongruencies because of the different development levels of coun-
tries like Mexico, Argentina and Brazil on one side and the rest of coun-
tries on the other side. The Cartagena Agreemenc on the other hand was
established with the differences of development of the countries

bound py the Agreement clearly taken into account. The Agreement was
essentially, an industrial ome.

The Agreement uses two types of mechanisms in its search for a more
dynamic industrialization process for the Andean Pact area, (a) the
market mechanisms and (b) the establishment of common external customs
tariffs. With these we were trying to make better use of the already
existing industries and tc promote intra-Andean-trade in manufactured
products. We thereafter set up another mechanism which was the Joint
Industrial Programming {(JIP), which would allow countries to achieve
an important industrial level and the maximum industrial efficiency,
directing the allocation of resources in the best possible way. The
JIP, was given two instruments to deal with its aims, firstly, the
Sectorial Programmes of Industrial Development and, secondly, the
Programmes for Industrial Rationalizationm.

The Sectorial Programmes of Industrial Development aim at (a) distri-
bute new projects equally between the countries (b) improve and increase
the already existing capacities. For (a), as a start we do not
consider the local markets, concentrating mainly cn giving the five
ctuntries investment opportunities. The decision to invest would be
depending cn other elements, like the efforts a given Government puts
forward for this opportunity to become reality, “he availability of
resources and the profitability of the project., To arrive at this
distribution we resort to sectorial programmes 1or industria’ deve-
lopment. This allocation of equal opportunities has the disadvantage
that the distribution of benefits will also be sectorially analyzed,
distorting somehow a better theoretical approach of this distribution
under a more global scheme,

We have allocated investment opportunities to the countries whenever
their own opportunities to do it were manifested, but then we would
face the problem of not being able to see how benefits were being
distributed within the area, since it is easy to see that investment
opportunities would present themselves easier in those countries with
a more developed infrastructure or with a greater capacity to work
out more developed projects., Nevertheless, this could have also

been a possibility. On the other hand, another possibility was to
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focus sectorial programming on a one-programme basis which would
have involved all the industrial sectors reserved for programming,
trying to rest mainly on comparative advantages. This scheme may
have carried us to a better allocation of resources but it did not
allow all countries to participate in several industries for which
they had ranifested their interest and it also created a planning
and statistical problem because of che complexities involved.

The Agreement opted for a sectorial approach and about 1/3 of the
tariffs universe was reserved for this programming. We reserved
the most dynamic and important industries and those which, on the
Andean level, were either non-existent or had very little development.

The Sectorial Programme is a permanent mechanism on a time basis and
it is quite broad on its field of action. Our priorities were those
for which we had deadlines to meet; but we may anytime, programme
other activities.

There is a basic common structure for the three already approved
sectorial programmes, namely allocation of investment opportunities
for each of the member countries.

The mechanisms which make the essence of each sectorial programme
are:

(A) The liberalization programme for programmed products (the
Bolivian and the Ecuador markets are liberalized later
than the other markets);

(B) Common external tariffs, intended t~ maintain certain
preference margins for sub-regional production confronted
with competition from third countries and to regulate the
productivie efficiency of the sector;

(C) Supplementz.y measures, which in several forms, for example
the fact that countries agree not to encourage or to expand
productions of products corresponding to allocations granted
to the other mewber countries; that countries should not
authorize foreign investmen. for such production either, etc.

It must be noted that any country may import from third countries the
same products as those manufactured within the area, but always pay-
ing the esteblished common external tariffs, This means we are
establisiing competition within the areas as well as before third
countries.

At the time of the signature of the Cartagena Agreement, the various coun-
tries had an industrial infrastructure with marked differences. At the
opening of markets to a given industry, the market would be submitted
to intra and external competition because of the common external
tariffs. Certain industries such as textile, leather goods, shoes,
etc. were very important in that they absorbed more labour than other
industries and were developed to a higher or lower degree. The

opening of markets may have affected the integration process. There-
forz the rationalization programme for industrializacion, was esta=-
blished in order to diminish the effects caused by this new competition
and to increase efficiency at the same time, in order to be able to

go into third markets. We work on a hybrid theory of both production
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for substitution of imports and of promotion of manufactured exports.
The application of the rationalization programme had to be in agree-
ment also with the other integration mechanisms. The Agreement
provides for at least one rationalization programme per ye~r. So
far, however, no rationalization programme has been implemented,
since more importance was given to sectorial programmes.

I will refer now to the already approved sectorial programmes. The
first is the automotive one. It tries to limit the models and brands
of vehicles within the Andean Group, with the purpose of increasing
production volumes and to increase the production of spare parts of
the vehicles. It has to be noticed that the main purpose of the
programme is to produce spare parts. This programme is backed by a
liberalization programme and by common external tariffs (for
commercial vehicles an average of 48 per cent, for cars an average

of 135 per cent and for spare parts an average of 49 per cent). As
complementary elements to investment opportunities three types of
agreements were established in this programme: (a) Assembly agree-
ments: any country may assemble any type of vehicle assigned to other
Andean countries, as long as it integrates the spare parts received
by the country which previously had the allocation of production;

(b) Agreement on co-production, where we seek to specialize in order
that one country may produce one or more components and another
country one or more other components, in order t» achieve better
scale~economies; (c) Agreement on complementation, where we look

for countries to specialize on parts of a given component of a
vehicle. All these are essential elements of this programme. The
co-ordination and implementation of the programme has proved very
difficult now, due to the events affecting this industry internationally,
to the global recession and to the energy crisis. ‘

The second programme is the metal fabrication programme of 1972. This

programme was subsequently adjusted due to the retirement of Chile

and the joining of Venezuela. We approved Decision 146, which is

essentially a programme on capital goods. This programme establishes

exclusive allocations for Ecuador and Bolivia (so far 33 are exclusive

and 43 comparted allocations). We also established market openings, ‘
different for countries and for products. The common external tariffs
range from 20-80 per cent with an average of 51 per cent. The pro-
gramme also fosters the idea of co-production, looking for a greater
specialization which has not been as intense as wished. The programme
has been distributed to all countries due to their interest to parti-
cipate in it.

The third programme is the petrochemical programme. This is a verti-
cally integrated programme for it goes from raw-materials over to
intermediate products to final products. It was approved at the
moment of the world oil crisis, when the situation was very competitive,
It was also programmed for export, with 60 per cent for the Andean
market. Tariffs were low (20-35 per cent), allocations were to be
made rapidly with differences on market openings for countries. Then
we faced an excess of supply internationally, and the fact that this
industry is very capital intensive. Also, we have now to face the
fact that several Andean countries do not have the same projections
which they had earlier with respect to their oil resources. Some
(Colombia and Bolivia) have even passed to be oil importers, Peru,
although it is exporting oil products, it is not at the level as

o %
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previously projected when the programme was negotiated. We are
therefore revising this programme at the Andean Group.

As far as iron and steel is concerned I would like to mention that
there is not such a thing as a programme. There exists so far only
an agreement to arrive at a programme as soon as possible. We have
a more critical problem here since this industry is partly providng
raw material to other industries, like the automotive or the metal
mechanical ones, and any added costs to develop it on Andean level
would be of great importance for the prospective users. Tariffs
are also very important, transport costs as well.

I would like to say that the implementation of sectorial programmes
has problems in three of its mechanisms, namely (a) in the allocation
of investment opportunities; (b) in the abstention of allocation of
opportunities to another country if there is one which has such
investment already; (c) tariffs.

When we talk about allocation, we do not talk about obligations
neither to take nor to realize the project. All allocations have a
period of time within which they must be realized, and they have a
market-reserve, so that once products come out the producer has the
disposibility of the market - alone, jointly, or in competition with
producers from third countries.

In all the three programmes we have several allocations which were not
carried out, but there are realizations and new investments also,
which emerged thanks to the allocatioms.

There are several reasons for non-compliance with the allocation, both
external and internal reasons. The host country's own problems; over-
estimation of capacity; at the beginning the countries were looking
for maximum participation in order to derive greater benefits, the
countries were looking for more investment opportunities, which
affected the allocation of resources and diminished efficiency. There
are also non-compliance by other countries: non-application of tariffs,
non-opening of markets, over-costs are not accepted, and problems due
to the competition of third producers.

In metal fabrication of 76 units assigned, 50 are already in production,
with 153 companies producing. In petrochemicals, of 50 units assigned,
20 are producing, with 108 companies participating on it,

On the liberalization programme, we have advanced with significant
achievement, since the trade it has generated is very important.
Following figures show how it has affected commercial exchange. In
metal fabrication intra-Andean trade in 1972 was less than 2 million

dollars, and in 1980 it had increased to 25 million dollars. 1In
petrochemicals, of a trade of $10 million in 1976 we increased to

$50 million in 1980.

With regard to the common external tariffs, th2re are more problems.,
There are still important differences in what the countries are willing
to pay for their industrial development in general and for sectorial
programming in particular. There are several cases of non-compliance
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and thus there is market instability and no clear parameters to allow
the countries to decide on investments. All this affects the develop-
ment of the programmes mainly on industries which are scale-economy
intensive and which require high production levels. Forecasted
markets have not been found and there has been more competition from
third countries than previously expected. All this has created
problems in regard to the use of the installed capacity of industries
protected by the approved programmes.

There are two important elements which we much consider now namely,
(a) the intermational situation, since the Andean Group can not
isolate itself - due to global recession the more developed countries
are more aggressive in their investments to the third world = and

(b) the internal national situations which require short-term actions.
We must in face of this provide two common elements to our work,

(i) more efficiency in resource alloration and (ii) a more homogeneous
treatment to countries and industries.

Question.by Mr. A.M. Sobrepena, Philippines

I would like to find out the extent to which the private sector
participated in the selection of the products to be promoted in the various
progrzmmes and the way they also participated in the process of the identi-
fication of problems in the implementation itself. Secondly, from the
point of view of long~term industrial develoraent, to what extent does the
JUNAC provide some general direction so that the private sector can have
some indication of where the Group is going, where it will be in 5 years
or 10 years time., This is of course in recognition that the private
sector investment necessitates a long time horizon. Also, so they could
better plan their involvement in what presumably would be government |

initiatives in very big projects.

Answer by Mr., Peflaranda

The participation of the private sector on the conception and execution
of sectorial programmes has differed from country to country depending on
the private sector's organization and on the government's readiness to
let them participate and also on the type of industry. For example, in
the petrochemical sector due to the high investment needed, most of the

work has been done by the public sector.

The parameters the private sector needs to invest are market openings
and tariffs. Based on the sectorial programmes' mechanisms the necessary

elements are given, and we are constantly revising these as well,
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Question by Mr. Lim, Singapore

May I ask for some rough figures in the case of projects in the metal
fabrication and petrochemical sectors? Firstly, in terms of actual production
level compared to installed capacity, secondly, in terms of investment
amount compared to estimated investment, and, thirdly, actual production

cnsts against computed costs at the start of the programme.

Answer by Mr. Penaranda

It is difficult to give you numbers, but we will provide you with

some information the secretariat has.

Mr. Lim, Singapore

Yes, I can see the difficulties. However, may I clarify to take just
an example. If you have a project under a sectorial scheme and the production
has been verified so that the project will have an "installed capacity" of, say
100 units. Now, in actual production, to supply the market available pro-
duction may be only 70 units. My question really is, is the actual production
measured against installed capacity or maximum productioa? In that way one
can reach the matching of production capacity to predicted market. The
other thing is that in the actual evolution of setting up such a project,
there may be possible variations against the estimates (and those of the
actual competition) of the cost of the production. You can go either way,
up or down. I am just trying to asses, what vou mentioned earlier on in
your presentation on this question of viability of certain of the projects,

about certain non-compliance and so on.

Answer by Mr, Penaranda

We do not make feasibility studies for each of the projects allocated
*n each country. We primarily deal with internmational information on the
matter, international statistics, and the investment opportunities interest-
ing for the Andean Group. We then prepare industrial profiles, including
amount of investment needed, labour needed, and market. We do not, however,
calculate how much it would cost to produce and even now we have no
information on production costs, only on installed capacity and actual

production.




Question by Ms. Cabazor, Philippines

My comments have something to do with the question of techmological
self-reliance of your petrochemical industry. Undoubtedly the petro-
chemical industry requires a substantial capital investment. This
investment, moreover, is characterized by the fact that the bulk of the
investment costs are being borne at the outset of the project. In plant
construction machinery and engineering services in the petrochemical
industries, for example, are supplied only once at the time of plant
design and cdnstruction. They are not, as in other industries, spread
over the operations of the plant. The size of the investment required
thus limits the extent to which national firms can particip;te -.n the
development of the petrochemicél sector, and favours instead the state
and foreign multinational corporations; both being capable of marshalling
the necessary financial resources. Contributing to the high costs of
developing a petrochemical industry are also other characteristics of the
sector, its research intensity, it being large-scale voltaic technology
with rapid and frequent changes occurring in process and products, with
sophisticated needs such as computerized control systems, high pressure
and heating techniques and difficulty in dispersing production because
voltaic gases are dangerous to transport. Under the petrochemical programme,
only as new products and processes are developed and as the number of
technologies suppliers for this other products begins to increase, will
licensing become alternative to direct foreign investment. But even where
direct foreign investment has not been used the multinational corporations
have, through their technology monopoly, shaped the structure and contents
of many petrochemical industries and are likely to do so. This occurs in
part because the import content of the petrochemical programme is high.
Ownership by the state does not itself signify control over the choice
of technology, knowledge of alternatives or the ability to depackage. Both
the state and national private corporations must be prepared to accept the
challenge of learning about the technology. My question is, how strong is
the research and organizational support extended by the JUNAC to the
petrochemical sector to improve the prospects of achieving the self-reliance

goal, as far as technology is concerned?

Answer by Mr, Pefiaranda

There are two interesting decisions which cover this aspect, one is

Decision 24 which regulates foreign investment, and the cother one is the
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one which regulates the flow of capital within the Andean Group or the

Multinational Andean Company. We will discuss beoth later om,

Question by Mr. Sobrepena, Philippines

Because of the limited time I would just like to request something
for tomorrow to be possibly discussed at convenient time. It was mentioned
this morning that there was a decision, Decision 2%, regarding
commonalization or making uniform rules for foreign investment. One of the
basic issues being discussed in ASEAN is now the issue of national treatment
of regional projects. While you do not have here integrated regiomal projects
such as the ones being implemented or contemplated in ASEAN, I would appreci-
ate in getting some information on how you view the flow of investment among
yourselves? In the documentation distributed there is no discussion on the
flow of investment, of the generation of joint ventures. Perhaps it wculd

be a useful topic tomorrow.

kkkkhkkkkkkkk

Morning session - 12 October 1982

The morning session opened with a presentation by the ASEAN/COIME

spokesman Mr. N. Sadasivan, Malaysia, on ''the long-term goals of the economic

co~operation of ASEAN and the promotion of industrialization through ASEAN

co-operation mechanisms'.

In my presentation I will touch upon some of the major areas of
economic co-operation in ASEAN, while focusing specially on areas
affecting industrial co-operation. We would then like to spend a
little bit more time discussing some common problems and scme common
experiences that both regional groupings have obtained through these
years at efforts to co-operate on a regional basis.

ASEAN was founded in 1967 and comprises the countries of Indonesia,
Malaysia, Philippines, Singapore and Thailand with a combined popula-
tion of some 250 million people, thus about 3 times more than the
population of the Andean Pact countries. For the first 8-9 years in
ASEAN's history, very little efforts were made to achieve any degree
of economic co-operation, simply because both the leaders of ASEAN
and the peoples in ASEAN were in the process of trying to understanc
one another, trying to understand different cultures, the different
languages, the different religicns in ASEAN; And, therefore, our
progress in these initial vears was very slow, in fact there was
hardly any progress at economic co-operation. 1In 1976 almost 10
years after ASEAN has formed, the Heads of Government of the five
ASEAN nations gathered together for a first Summit Meeting of Heads
of Governments in Bali, Indonesia. At this meeting, the five Hzaads
of Governments signed a Treaty of Emnity and Co=-operation in Southeast
Asia and, much more important, they signed the Declaration of ASEAN
Concord. Byv this action, they renewed the governments' commitments
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to the aims and purpcse for the organization of ASEAN itself in 1967.

The Declaration of ASEAN Concord, signaled a fresh impetus for economic
co-operation in ASEAN. The Declaration of ASEAN Concord, together

with the Treaty reconfir 2d economic co-operation as one of the principal
goals of ASEAN, and a foundamental approach towards the achievement of
peace, stability and prosperity in the ASEAN region. These two import-
ant documents also provided the basis for the formulation and implementa-
tion of future work programmes and the establishment of a suitable
institutiunal machinery for economic co-operation in ASEAN. From 1976
onwards various programmes of co-operation on broad economic sectors
were formulated. Some of these programmes have already come into

effect, and these programmes now guide both the short- and medium-

term direction for economic co-operation in ASEAN.

Major areas of co-operation in some of the more important economic
‘sectors in ASEAN are the following. In the field of trade, ASEANs
aim is to promote development and growth of new production and trade
and to improve the trade structures, both for the individual member
states and among tlie ASEAN countries as a whole, conducive to further
development and to safeguard and increase foreign exchange earnings
and reserves. Another important objective was to expand trade of the
member states by improving access to export markets outside of ASEAN
for the raw materials and finished products produced by ASEAN. 1In
1977, the ASE&N countries signed an agreement on ASEAN Preferential
Trading Arrangements which had as its main aim the objective to expand
intra-regional trade. Under this agreement trade would be expanded
through a number of measures in ASEAN., The first would be long-term
quantity contracts, ranging from 3-5 years and applying mainly to basic
commodities, such as rice and crude oil. Other arrangements include
preference in procurement by government entities, extension of tariff
preferences and liberalization of non-tariff measures on a preferential
basis. As of today, the extension of tariff preferences is the most
advanced of these measures taken to liberalize trade amongst ASEAN
countries. As of June 1982, a total of 8529 items of interest to
ASEAN member countries have been given various degrees of tariff
preferences with the margin of preference of 20-25 per cent from an
initial tariff cut of 10 per cent. We are also undertaking measures
to expand the coverage of items for which tariff preferences are being
exchanged through a sectorial approach as opposed to the product by
product approach in the earlier years. It is also planned to deepen
tariff cuts beyond the current 20-25 per cent.

In the fileld of industry which 1is really the area that those of us
present from ASEAN are most actively involved in, a number of pro-
grammes are being currently pursued. These are expected to contribute
towards increasing the flow of investment in the ASEAN countries, to
.a strengthening and broadening of the base of the industrial sector

in the respective economies and to promotion of greater utilization

of the industrial capacity and trade. Three major programmes are
currently being undertaken. These are basically the ASEAN Industrial
Projects, the ASEAN Industrial Complementation programmes and ASEAN
Industrial Joint Ventures. The ASEAN Industrial Projects are basically
large-scale government undertakings geared in particular, to meet
regional requirements for essential products. Priority is given to
projects that utilize available resources in the member states, con-
tribute to the increase in food production, increase or save on
foreign exchange earnings and create employment opportunities. The
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ownership of an ASEAN Industrial Project is distributed on the basis
of 60 per cent for the country in which the project is located, with
the other four countries taking the remaining 40 per cent equity
ownership. While these projects are primarily government-owned pro-
jects, the ASEAN private sector and the non-ASEAN private sector may
own up to 2/3 of equity allocated to a particular member country.

The only reservation is that at any one time, majority ownership of

an ASEAN Industrial Project must be held by ASEAN n-r*ionals. To
encourage and to facilitate the establishment of ASEAN Industrial
Projects, the ASEAN Governments signed a basic agreement on ASEAN
Industrial Projects in 1980. Today four ASEAN Industrial Projects
have been approved. There are two ASEAN urea projects in Indonesia
and Malaysia, there is a rock salt/soda ash project in Thailand and
the copper fabrication project in the Philippines. Thus four out of
the five ASEAN countries have already taken measures to implement these
large-scale projects. A fifth project for Singapore is currently under
examination. In addition to these large-scale industrial projects
vhich are basically government-owned and government managed, the ASEAN
Industrial Complementation programmes were launched in June 1981,
again with the signing of the basic agreement on ASEAN Industrial
Complementation. Under this agreement the ASEAN member countries
undertake complementary trade exchanges of specific processed or
manufactured products or corponents within an ASEAN Industrial Comple-
mentation package. Products that form and fall within such package
are entitled, among others, to tariff preferences under the ASEAN
Preferential Trading Arrangements as well as exclusivity status for
periods of 2-3 years. ASEAN member countries also grant to such
products additional non-tariff preferences, such as mandatory
purchasing of one product by another country and, in some cases,

a creditation of local content status for such products. The first
ASEAN Industrial Complementation package comprised existing automotive
components and this first package was approved for implementation in
June 1981, Products in the first package would enjoy a 50 per cent
reduction in existing tariffs within ASEAN. We are currently examining
the possibility of implementing other complementation packages.

At this stage, I think I would want to touch upoun the role of the
private sector in ASEAN which would seem to be somewhat different
from the private sector's role in the Andean Pact countries. In
ASEAN the private sector, in particular the private sector in the
trade and industry, is usually active and maintains very close contact
with the five ASEAN Governments, In fact the initiative for economic
co-operation in industry is very often result of private sector
efforts and to facilitate this close contact and exchange of view
between ASEAN governments and the private sector the private sectors
in the ASEAN countries have organized themselves in a number of ASEAN
Regional Industry Clubs. For example, all the manufacturers of
rubber products in ASEAN have organized themselves into an ASEAN
Rubber Manufacturers Association which has in each of the five ASEAN
countries a National Association >f Rubber Manufacturers. This ASEAN
Regional Industry Club maintains continuous exchange of views with
ASEAN governments on how to promote greater exchange of products
within ASEAN. There are in total about 20 ASEAN Regional Industry
Clubs all of which maintain very close links with the governments.
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It is in recognition of the very important role that the private
sector would play in ASEAN economic co-opcration that the ASEAN
governments now are in the process of finalizing a scheme which

would enable the private sector to play a very active role in
industrial co-operation in ASEAN. This refers tc the proposal

for the establishment of ASEAN Industrial Joint Ventures. The ASEAN
Industrial Joint Ventures are basically the private sector counter-
part of ASEAN Industrial Projects. Unlike the ASEAN Industrial
Projects where government involvement is very major, the ASEAN Indus-
trial Joint Ventures is a scheme designed almost exclusively for
private sector participation. This scheme would enable the private
sector in ASEAN tc establish large-scale industrial projects and
enjoy substantial ASEAN preferences, particularly for the exchange

of commodities produced by such large-scale projects. We expect

the final agreement on the scheme for the establishment of ASEAN
Industrial Joint Ventures will be obtained later this year, when the
ASEAN economic ministers are scheduled to meet to finalize this parti-
cular agreement. The ASEAN governments' role in establishment of
ASEAN Industrial Joint Ventures would be confined, initially, to the
granting of substantial tariff preferences, for the products of ASEAN
joint ventures. Governments themselves would not be involved in
either the equity of the projects or in providing any other form of
financial support.

I will now refer briefly to the ASEAN efforts in other major

sectors. In the field of energy co-operation, ASEAN attempts at
energy co—operation have concentrated on three basic approaches. The
long~term approach is directed towards the development of altermative
energy sources, particularly, coal and hydro electric power. The
medium-term approach is aimed at increasing exploration and development
activities in o0il and gas in the region. The short-term approach
relates to mutual assistance in times of need or emergency, such as

is embodied in the Emergency Petroleum Sharing Scheme aund the proposal
to establish an ASEAN Petroleum Security Reserve. In the Emergency
Petroleum Sharing Scheme, ASEAN .ountries which are in the fortunate
position to have oil are expected to give preferences to other ASEAN
countries when there is a shortfall in the imports of crude oil. At
this point of time Indonesia as a major oil producer in the region

has supplied oil on a special terms to both Thailand and Philippines
under this emergency petroleum sharing scheme.

In the field of minerals, ASEAN is examining a proposal to facilitate
and promote trading in minerals, to promote exploration and full
development of mineral resources in the ASEAN countries, to promote
the integration of mineral resources development with industrial
development and to promote the transfer of technology and expertise

in the mining industry within the region. In order to achieve these
very broad objectives, ASEAN is currently examining a proposal for

the exploration, exploitation and marketing of caoline and low grade
cromite deposites. To facilitate this,assistance has been sought for
the carrying out of a Jetailed fesibility study. 1In an attempt
towards industrial integration, in the mineral sector member countries
are encouraged to complement each other, in the development of mineral
resources which are expected to support industrial integration etforts.
ASEAN 1s also looking into the possibility of joint accquisition of
technology, in the mining industry.
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In the area of finance and banking, ASEAN's efforts at co-operation
have been focused essentially on the following. Arrangements are
being made tu provide mutual assistance among the member ccuntries
on temporary problems on international liquidity, such as through
the establishment of a swap arrangement among the Central Banks and
Monetary Authorities in the ASEAN countries. This involves an
amount of US $100 million. ASEAN efforts in finance have also
included joint measures to stabilize the prices of earnings from
export commodities and other products of ASEAN member countries;
financing for the establishment of ASEAN Industrial Projects;
strengthening of the financial infrastructure; and provision of
financial support measures to encourage greater investment and
facilitate expansion of trade in ASEAN.

ASEAN has also been actively involved in co-operative efforts in
transportation and commmications. The programmes of co-operation

in this area are tied up with the goals of the expanding trade and
industrial development by providing the basic infrastructure for the
physical transportation of goods and enhancing communications systems
to facilitate the conduct of business and promote greater understand-
ing amongst the people of ASEAN., The details of these efforts at
encouraging greater co-operation in transportation and communications
are available also in some of the documents that have been distributed
today.

In the area of agriculture, ASEAN's programmes have focused on achieving
self-reliance in basic food stuffs, principally, through the strengthen~
ing of the food production base of the member countries. 1In 1979, the
ASEAN common agricultural policy was adoptad. This policy would
continue to provide the framework for specific co-operative action

in agriculture, fishing and forestry, including co-ordination of
national policies and programmes in these areas. Some of the major
undertakings within the common agricultural policy, include the esta-
blishment of an ASEAN Quarantine Centre to provide common plant and
animal protection in the region. In July 1980 an agreement on the
establishment of an ASEAN Food Security Reserve came into effect,
providing for an ASEAN Emergency Rice Reserve of 50,000 at of rice,

from which member countries experiencing problems with importing or
obtaining enough rice can draw upon in times acute shortage.

Turning now to ASEAN's long~-term perspective, it is almest 10 years
since ASEAN began to be much more active at economic co-operation
efforts and implemented various programmes to achieve these goals.

We are now in the process of something very similar to what we heard
yesterday from you, We are in the process of reviewing the various
measures we have taken in ASEAN to achieve economic co-operation.

We are reviewing principally with the objective to see whether the
institutional and legal framework under which these measures have

been taken is adequate for the next decade to come. We are also

under ccnsiderable pressure from the private sector in ASEAN, that

the governments are not working fast enough to promote greater co-
operation and there are a number of policy measures that are currently
being examined in ASEAN. The private sector, sometime at the beginning
of this year, I think, proposed that ASEAN govnrnments should enter into
a very conprehensive eccnomic treaty providing for various levels of
co-operation in ASEAN. The private sector in fac+t, cited your own
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experience in the Andean Pact countries as an example and stressed
the need for the ASEAN countries tc draw up an economic treaty amongst
themselves. This is something that the governments in ASEAN are
currently examining. Our own experience, I think, indicates that

an economic treaty (unless it provides so much flexibility that the
treaty is not really very effective) would not give the countries

in our region sufficient flexibility to operate their own national
pilicies. But having said this, -he ASEAN governments are now studying
the matter very carefully to see whether the conclusion of an

economic treaty would lead to greater economic co-operation. Pro-
posals have also been made by the ASEAN private sector, and by some
governments in ASEAN that ASEAN should,ultimately, become a free
rrade area. This again is an another area that the ASEAN governments
are now studying very carefully.

In summary, I would conclude by saying, that the efforts towards
economic co-operation in ASEAN have taken many forms and shapes, some
of which have succeeded beyond our expectations, while a number of other
measures had to be dropped as a result of our experience gained during
intra-ASEAN mectings. Of overriding importance is, that ASEAN is
committed over a long-term to achieving a greater degree of economic
co-operation amongst the member countries. As to what form this
ultimate degree of co-operation will take we are not sure yet. We

are in the process, as I said, of examining a number of proposals and
we certainly would think that the experience of the Andean Pact coun-
tries would be of very significant value to us.

Question by Mr. N.M. Campos, Peru

I would like to have some elaboration on treatment of foreign capital
in ASEAN and whether there is a posibility to act within a "™ultinational
ASEAN Company'' or not.

Reply by Mr. Sadasivan

Maybe 1 did not make myself very clear on this matter. The first !
thing I want to emphasize, is that all ASEAN countries believe in a system
of private enterprise and in all ASEAN countries considerable government
efforts are made to attract private investment, particularly, in the
manufacturing sector. Private investment could be national private
investment it could be intra-ASEAN private investment or it could be non-
ASEAN private investment. Amongst the ASEAN countries, the degree of
welcome for foreign investment differs according to the countries' own
policies. In the case of Singapore, which is the smallest country in
ASEAN with a limited domestic market and with limited domestic resources,
no restrictions in any major form are placed on attracting foreign
investment from any part of the world. In the case of Indonesia, for

example, which has a very large domestic market and which has a very

—__-;‘
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large number of Indonesian investors with money, there is less emphasis

on attracting foreign investment as there is ir .Lingapore. I think the
point is, that each ASEAN country, while it emphasizes the need for
foreign investment, has adopted a set of different policies, to govern

the entry of foreign investment in ;he respective countries. The ASEAN
Industrial Joint Venture projects, that I mentioned earlier, is a scheme
designed to encourage the private sector in ASEAN to invest in each others
countries, simply because there is a lot of investment capital in the
ASEAN countries, which has currently been invested in other ASEAN coun-
tries without any formal scheme for that purpose. As an example, Singapore
is a major investor in Malaysia. Historically, Malaysia's private sector
invests in Thailand, again because we share a common border. All

ASEAN countries have invested in Indonesia, because of the opportunities
and the size of the domestic market in Indonesia. The ASEAN Industrial
Joint Ventures scheme is designed to facilitate and encourage greater
intra-ASEAN investment, to provide a legal framework, and to provide some
measures of ASEAN governments' support, so as to encourage more intra-

ASEAN investment.

Question by Mr. Montes, Colombia

I would like to know a bit about the institutional procedures, and

organs, how decisions are taken and the power-relationships inside COIME?

Reply by Ms. Cabazor, Philippines

I will confine my answer to the committee that deals with industry,
COIME. My Philippine colleague from the Ministry of Foreign Affairs is the
expert on the institutional systems, perhaps he would like to add something
later on. As far as the economic matters are concerned, that is, trade,
industry, agriculture, finance, and banking, the highest organ is what is
known as the ASEAN economic minister's meeting; which is a meeting of the
senior economic ministers of the five ASEAN countries., They meet normally
at least twice a year. Below the ASEAN economic ministers meeting we have
five major ASEAN economic committees, We have the Committee on Trade and
Tourism, the Committee on Food, Agriculture and Forestry, the Committee on
Transport and Communications, the Committee on Banking and Finance and the
Committee on Industry, Minerals, and Energy (COIME), which we represent here
now. These committees meet as and when necessary. Each of the five committees

is located in one ASEAN country. COIME is located in the Philippines, the
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Committee on Trade and Tourism in Singapore, the Committee on Transport
and Communications in Malaysia, the Committee on Food, Agriculture and
Forestry in Indonesia and the Committee on Finance and Banking in Thailand.
The host country, i.e. the country where the committee is located, pro-
vides secretarial facilities, provides the chairmanship of the committee
and meets the expenses for such committee meetings to be held in their
country. All proposals for co-operation in a particular sector are first
examined at the committee level, COIME may set up an Expert Group to
examine the proposal in detail, for example, for the establishment of an
ASEAN joint venture project or an ASEAM complementation scheme. Proposals
for such schemes may come from ASEAN governments or they may come from the
ASEAN private sector. But, ultimately these proposals are examined in
great detail by the COIME. Only if the COIME is able to reach a decision
on that particular proposal is it referred to the ASEAN economic ministers

for apporval.

Since the ASEAN economic ministers meet at least two times a year,
the ASEAN committees arrange their schedule so that they meet just before
the economic ministers meet, so that the issues can be referred straight

away to the economic ministers for decision.

In the ASEAN system, the decision of the economic ministers is final.
If the ASEAN economic ministers agree amongst themselves that a proposal
is acceptable, which may mean that ASEAN countries agree to support the
proposals by a number of measures, for example, reduction of tariffs,
there is no more argument about it, and the five countries concerned just
implement the scheme, At the committee level, of course, there is a lot
of arguments. However, once we approve a project at the COIME level and,
if the economic ministers agree and the prcject comes on stream, there is
no more deviation from the proposal. Sometimes, of course, economic
ministers, like government officials, also argue amongst themselves. And
when that happens the process of getting approval for a particular project
may take a bit longer. To give an example of the initial difficulties
we had at co-operation in the industrial area, in the case of the ASEAN
Industrial Complementation scheme, it took us, I think, about 2 years to
resolve the legal framework for the scheme., It took us probably at least

five meetings of COIME, and maybe four meetings of the ASEAN economic

ministers before everybody agreed on the outline of the scheme. But once
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the scheme has been accepted, the legal agreement has been signed to that
effect. The ASEAN private sector is now in a position to submit a number

of proposals for industrial complementation.

The ASEAN Industrial Joint Ventures scheme took probably about two
years before we could resolve it. But our own experience indicates that
it is better to argue and to discuss all the issues involved very carefully
at great length before we enter into a legal commitment. And therefore,
though the ASEAN private sector has been critical of the slow progress by
the governments, we_are doing right, I think, since private sector seems
also now to be convinced that it is better to go slow and sort out the
initial difficulties before we launch into very ambitious industrial co-
overation efforts. My colleague may want to talk on the other institutional
framework in ASEAN which is bit more complicated.

Further reply by Mr. Sobrepeifia, Philippines

The ultimate decision-making authority is vested with the Heads of
State who have met twice since 1967, Directly under the Heads of the State
are the ASEAN Foreign Ministers who meet once a year to examine the
recommendations made by the Standing Committee which meets at least six
times a year. The Standing Committee rotates among the five member
countries on a alphabetical order. At present the Standing Committee sits
in Bangkok and it will do so until June next year. 1In addition to the
secretariat activities of the Standing Committee and those of the various
permanent committees, there is the ASEAN Secretariat in Jakarta which is
headed by a Secretary-General, He is assisted by Directors in different
fields; social cultural, economics, The ASEAN Secretariat alsc has a public
information officer and other staff officers., Of the permanent committees
there are five, as already mentioned, which are in the economic field,
these are the Committee on Industry, Minerals and Energy (COIME), the
Commitiee on Finance and Banking, the Committee on Food, Agriculture and
Forestry, the Committee on fransportation and Communications and the
Committee on Trade and Tourism. In addition, there are what I would
like to cal: the political committees, the Committee on Cultural Information
and the Committee on Social Development and, well, in between there 1is the

Committee on Science and Technology.
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Compared with the Andean Secretariat the structure in ASEAN is somewhat
different, because we do not have a '"super-JUNTA" like the one that you
have in Lima. The ASEAN Secretariat in Jakarta is simply 2 facilitative
secretariat. As already mentioned much of the action is done in the
permanent committees which are headed and served by a particular country.

In the economic field there are five economic committees one in each
country and each with a secretariat. The committee secretariat or technical
secretariats are there to prepare for and service the meetings. The
technical secretariat for industry is in Manila, it is fully serviced by
Philippinos, and the Philippines have the chairmanship of COIME. So, from
a political science point of view much of the power is really delegated in
the five countries. The idea of consensus is maintained through various
meetings up to those of the economic ministers. Whenever we have proposals
for consideration, they are in some way going through a meeting of experts
of the five countries. The technical secretariat may from time to time be
asked to do some studies, but most of the studies, even the position papers

for meetings of economic ministers would be done by a particular country.

In our relations with third countries and I think this is something
very important in ASEAN, we have, in addition to the meetings of the
economic ministers and the economic committees, so called "dialogues". We
have established dialogues with most of our major trading partners; there
is thus an ASEAN-USA dialogue, and similar arrangements for ASEAN-EEC,
ASEAN-Japan, ASEAN-Australia, ASEAN-New Zealand and ASEAN-UNDP. Almost
every year or every one and half years, any one of these dialogues meet
either in one of the five ASEAN capitals or in the capital of the dialogue
country. This process (the relations with third countries) also has been
institutionalized in such a way that there are intra-iASEAN consultations
whenever there are international economic issues involved. For example,
1if the ASEAN countries have any problems with the US stock pile of tin,
then the ASEAN economic ministers would meet with the counterpart in the
US to discuss this. We have also established ASEAN committees composed
of the ASEAN Ambassadors in the major capitals of our dialogue partners.

In Washington we have an ASEAN-Washington committee, so the five Ambassadors
in the US, 1if there is any problem, may meet jointly with the Secretary
or Minister of Foreign Affairs of the US, There is in fact, whenever there

are five Ambassadors always an ASEAN committee.
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Finally, a footnote on the intervention of my colleague. The economic
ministers, as mentioned by Mr. Sadasivan, and the ASEAN foriegn ministers
work hand in hand. The ASEAN foreign ministers take care of the political
side (such as the issues on Kampuchea), and of the third country dialogues.
Both ministerial meetings report to the Heads of Government. There is a
Standing Committee in between the meetings, which, as mentioned by my
Philippine colleague, meets almost six times a year to just to take note
on what is happening. Again the secretariat of the Standing Committee
moves from one capital to the other. So as you can see, it is really a
democratized approach to decision-making with much of work is done in any
one of the capitals. Because of this rotation of meetings we have more and
more an interaction among ourselves. It is very important for us, I think,
that we get to know one another, well beczuse we have very different

histories and we have our very different cultures.

Further reply by Ms. Cabazor

I forgot to mention that the Standing Committee is composed of the
Foreign Minister of the host country or the country where the Standing
Committee sits and the four ASEAN Ambassadors in that country. The
Directors-General of the ASEAN National Co-ordinating Agencies in the five
member countries meet before the Standing Committee meets, to go over
the decisions made in the various permanent committees and other aiding
committees, before they are recommended for approval by the Standing

Committee.

Question by Mr. Montes, Colombia

I would like to go back to two specific aspects. One is on co-opera-
tion with third countries, where we would like to know more about the
results of the dialogues with Japan, EEC or the USA. The second matter
is on the future of ASEAN, 1In ASEAN things are going step by step,
continuously creating the structures. You will probably have to start
thinking about harmonization policies, mainly for the treatment of foreign
capital, for when we talk about market opening we have to think about this,
Also when we think of individual country policies attention must be given
to harmonization, with economics like Singapore's which is relatively open
and the Philippines' on the other hand which is very closed. What has been
thought about this and on 1its future?
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Replv by Mr. Sadasivan

Can I reply to the second question first while my colleague from
COIME Ms. Altamirano, COIME Secretary in fact, would reply, I think,
on the outcome of some of the dialogue that we have had with other
countries and international organizations. On the second question, how
do we see this harmonization taking place, I think, that this is really
a most critical area for us simply because of the different policies in
the ASEAN countries. If you look at the tariffs in the ASEAN countries,
you will see the extent of our difficulties. In the case of Singapore,
there is practically no import duty on anything. In the case of the other
four ASEAN countries there are different levels of tariff protectionm,
ranging from a very high level in Indonesia, with in many cases 100 per
cent of tariff protection, to an average level of 25 per cent in Malaysia
for most industries. When we talk about harmonizing or liberalizing trade
amongst these countries, our problem becomes very obvious. The manufacturer
in an industry in Indonesia, for example, which is now protected by, let us
say, 100 per cent import duty, will argue that he has the largest market in
ASEAN with 140 million people. Why should he give up the protection he is
enjoying in Indonesia to a manufacturer in Malaysia, which has much a
smaller market of 15 million people? Or more likely, the Indonesian manu-~
facturer would question, why he should give up his market to a 100 per cent
American-owned or Japanese~owned company in Singapore. The Singapore
market because it is a very small market is on the other hand not of
sufficient interest to the Indonesian manufacturers. We have this problem
time and again in all the ASEAN countries, because all of us have,
unfortunately, more or less the same sort of industries in our countries.
We all produce basically the same type of consumer goods and same type of
semi-durables, with the exception of Singapore which is rather different.
So, we have to anticipate that there would be a lot of negotiations before
we can reach a stage where there would be a free trade zone in the ASEAN
area. But in order to achieve that eventually, we have taken certain
measures. For example, I mentioned earlier that more than 8000 products
in the ASEAN region traded by ASEAN countries have been granted margins
of tariff preference of 25 per cent. It is proposed to increase this
margin beyond 25 per cent; the idea being that over a long period of time
all the ASEAN industries would gradually become fully competitive so that
there would not be any objections from the member countries with large

domestic markets. But this process will take a long time.
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In the meantime, we all have our own different policies towards
foreign investment. This again is another area of concern because, as I
mentioned earlier, Singapore has no restrictions on foreign investment
while the other four countries have some restrictions depending on the
type of industry or depending on the type of market that the project
needs. We are therefore in the process of exchanging information, for
example, on the investment policies of the five ASEAN countries. We have
had meetings of the five boards of investment (the investment agencies in
the five ASEAN countries) a number of times to discuss how best we can
(for want of a better word) "harmonize'" our attitude towards foreign
investment. We have also commenced exchanging advanze information on
our long-term industrial plans. For example, by the end this year, all
of us would know, what are our long-term industrial plans for next 5 to
10 years, and what are the major industries tnat the different ASEAN
countries are going to establish. We feel that, by exchanging this
information, we can go a long way towards avoiding duplication of indus-
trial facilities in the region. The three industries that we are looking
at in ASEAN now, and exchanging information on are petrochemicals, iron
and steel and fertilizers, with the view to see how we can minimize wasteful

duplication of resources, duplication of facilities.

We are also now looking at the possibility of an intra-ASEAN Investment
Guarantee Agreement, that would safeguard ASEAN investment in other ASEAN
countries. Thus, there are various things that we are looking at simul-
taneously. Some of them may be dropped by the way as we progress, because
we find they are not immediately possible, while others will develop into
specific schemes, like the ASEAN joint veatures, and the ASEAN industrial

complementation scheme.

In response to your question on how we see the future, we may say that
we do not really know. We are determined to work closer, but we do not
know in what form our ultimate grouping would be. At least from the
immediate government point of view in most ASEAN countries, we do not see
a clear type of structure. We do not see the emergence of an ASEAN parlia-
ment for example. This is well into the future; it may never take place.
But we certainly see that there is a lot of political good will in ASEAN
towards closer economic integration. It is very likely, that in the

process of achieving this, we will make a lot of mistakes. We may start

some very expensive projects and we will make mistakes in the process, but,
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I think, the basic message I want to counvey is that we are committed
politically to a degree of economic integration more than what we have
now. All the ASEAN governments are politically committed to achieve that.
But we are also, I think, sensible enough to realize that this process,

in a divers situation like we have in ASEAN, will take much longer to
achieve tlan in a more uniform situation like the EEC or the Andean Pact
countri As T mentioned earlier, we have populations ranging from 2.5
million in Singapore to 140 million in Indonesia. We have about 45 million
in Thailand and, about 45 to 50 million in Philippines, 15 millior in
Malaysia. We do not speak the same languages; the only common language is
English. Our religions are different. Our life styles are different.

The only thing we agree, when we meet in COIME, is that we "quarrel” with
each other. I think an integration process would take much longer in our
case; and we have really nothing clear when looking into the future. We

really cannot see how we are going to develop.

Further reply on the first question by Ms. Altamirano, Philippines

On the outcome of the dialogues as far as the COIME work is concerned,
we can first of all say, that normally we try to come up with certain project
proposals tfor funding assistance and technical assistance with the dialogue
partner. Overall, I would like to say that, although the process has often
been rather slow as there has to be some negotiations between the dialogue
partner and ASEAN as a group, in general the response has been quite
favourable., Well, for one, this particular activity that we are undertaking
at this moment on the part of ASEAN, has been conceived in consultation
and co-operation with UNDP and UNIDO. I still recall that this project
came up sometime in 1980 when we were trying to develop certain project
proposals for UNDP funding. In the case of the dialogue, let us say, with
Australia, we now have a project with them to be launched very soon, where
the leaders of the various delegations in COIME will be meeting with
leading Australian industrialists in one of the cities of Australia to
try to find out what could be the common areas for co-operation ia the
field of industry. With the United States we are trying to undertake
twinning projects on possible assistance on small and medium industry.

Our apnroach has thus been very project-oriented with our dialogue partners,
but I think, the dialogue should also be seen as ASEAN's main forum to get
other (developed) countries to share some of the ASEAN concerns in field

of trade. When there are common trade issues that are of concern to the




ASEAN countries and they would like toc discuss it, let us say, with EEC
or with the USA, the dialogue provides the forum to bring up all the
separate concerns of the ASEAN countries. Maybe my colleague from
Philippines could elaborate on this common forum for bringing up trade

issues with the dialogue partners.

Further reply bv Mr. Sobrepena, Philippines

Actually we have already mentioned it a little while ago that, I
think, part of the success of ASEAN is the realization that, perhaps, if
we were just five individual countries these big developed countries would
not talk to us. But now, we are a group of five representing about 250
million people. Furthermore, ASEAN, as you know, is one of the fastest
growing regions in the whole world in terms of economic growth rate. We
find that the big countries are very willing to talk and discuss with us.
Not only are they willing to help us and provide us with some assistance,
but they also consult with us before the internmatiomal fcra. There will
be, for instance, a forthcoming ministerial meeting of GAIT and some
consultations are already going on some of the issues of concern of ASEAN
in respect of the various topics in the agenda of GATT. We also have
received quite a number of favourable responses to some of our problems,
some of the issues of ASEAN. It need not be that all of the issues conern
all the five of us. Even if one country, for example, is affected by certain
action of Japan or the US, all the five countries support this and they
represent this in the dialogue papers. Also, as I mentioned earlier, an

ASEAN committee is based in the dialogue partner's capital city.

Further reply by Mr. Sadasivan

To give an example of a matter of individual country nature, some
years ago the Australian national airline Quantas created some circumstances
which affected very badly the national airline of Singapore, in terms of
the Singapore Airlines' ability to pick passengers from Australian cities.
This was entirely a bilateral problem between the Singapore Airlines and
Quantas., But, although it was a problem affecting one ASEAN country, the
five economic ministers in ASEAN got together and presented a common stand
with Australia, even thncugh the other four national airlines in ASEAN were
not affected yet. As a result of this joint ASEAN stand the issue was
settled very quickly. Prior to this becoming an ASEAN stand, negotiations
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between the Singapore Airlines and the Australian Airlines had been going

on for several months with no tangible results in sight. This was one

case where an ASEAN approach was successful. There also been cases

where, ASEAN or no ASEAN, you cannot really win all the time. In our
experience with Japan, for example, there is a very good example of such
lack of success. The ASEAN Industrial Projects arz suppcsed to be partly
financed by Japan as part of a special financial package promised to ASEAN
by a former Japanese Prime Minister, Mr. Fukuda. These projects in the
ASEAN countries cost between US $300-400 million each. Thus they are very
large projects and they are all ASEAN projects in that they are located

in an ASEAN country, the markets of the products are those of ASEAN, the
raw materials to make the finished product come from ASEAN and they are
owned by the five ASEAN governments so they are as ASEAN as anything else.
Therefore, the ASEAN economic ministers negotiated with Japan for the same
terms of financing for all the projects, the same interest rates, the

same grace period, the same repayment period, and we told Japan: Look these
are ASEAN projects, all five countries are participating, therefore you
should treat them all equally. I think we negotiated with the Japanese four
years on this. The first project is going to come into production by the
end of next year. And up till now the Japanese government has maintained
that, while they agree with all the other considerations for an ASEAN pro-
jects, as far as financing is concerned it will be done or an indiwvidual
project basis depending on the location of the project. For example, the
terms granted for the ASEAN project in Indonesia are much more generous 1
than the terms approved for the ASEAN project in Malaysia, simply because
according to the Japanese government criteria Indonesia deserved better
terms than Malaysia. Now, I think ASEAN economic ministers met with
Japanese counterparts at least three times, and the Heads of Governments
have taken it up, with absolutely no results. So while there have been
cases where we have been very successful working as a group there have

also been cases where we have been less than successful.

Further reply by Mr. Lim, Singapore

May I add a few words concerning the airline problem with Australia
which Mr. Sadasivan mentioned as a very successful example of group action
by the ASEAN countries. Yes, Singapore was very happy with the group

action which brought results. The action itself was bilateral. However,

—‘—‘——‘J
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there was a deeper concern that made that particular question a matter of

vital importance to all ASEAN countries, as wel.L as to ot'.ers.

Question by Mr. Montes, Colombia

I would have two questions. The first is, how do you measure the
degree of integration attained? The second is, what do you do to avoid
polarization? With respect to this later question what would be the
balance between benefits and costs between countries? What could you say
about the way you bialance out the effects of polarization? How do you
distribute benefits and costs and what measures do you take in this

respect?

Reply by Mr. Sadasivan

These are some of the questions that we are asking ourselves actually.
On the first question, on how we measure the degree of integration, I think,
firstly, it should be noted that integration in ASEAN, as I mentioned, has
taken a number of forms. To start with a very simple example, many years
ago the ASEAN countries decided that ASEAN nationals do not need visas to
travel to the other ASEAN countries. Therefore, if you look at the tourist
flow, for example, there are more ASEAN tourists travelling within ASEAN than

ever before. Other anrd more substantive measures indicating the degree of

integration would be seen, for example, in the number of common stands

that ASEAN has taken, in the number of common positions ASEAN has had,

both in the political and economic areas. 1In the political field we have
common stands on Kampuchea, on Afghanistan and on a number of other inter-
national issues. In the economic area, you may look at the market sharing
arrangements for ASEAN Industrial Projects. For example, if you look at
the ¢ da ash project in Thailand which is an ASEAN Industrial Project where
the Government of Thailand owns 60 per cent of the activity, more than 60
per cent of the production by that particular project is meant for the
non-Thai market; it is meant for the markets of Malaysia, Indonesia,
Philippines and Singapore. If you look at the ASEAN urea project in Malaysia,
at least half the production of that project is meant for the market in the
Philippines. The same with the copper project in the Philippines. I think,
about 60 or 70 per cent of the copper products to be produced by the ASEAN

project located in the Philippines would be meant for the markets of other
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ASEAN countries. In some cases the products are probably going to be a
little bit more expensive than what we can buy from the rest of the world.
But, that is a price that the ASEAN governments have agreed would be paid

by the ASEAN consumers as part of the process of integrating ASEAN economies.
Now, if you look at trade flows between the ASEAN countries, and the results
of the efforts by the Committee on Trade and Tourism to liberalize tariffs

- to remove tariff barriers and to reduce tariff duties on a number of
products which are traded in ASEAN - the intra-ASEAN trade has increased
substantially over the last 10 years. I do not have with me ;he actual
figures, but over the last 10 years there has been far greater intra-ASEAN
trade than ever before. If you look at the ASEAN Industrial Complementation
projects in the first package, we could talk about some countries that would
end up with the substantial deficit in the trade (within this package)

with another ASEAN country. But this deficit would be made up when the
second and third Industrial Complementation packages come into operation.
So, there are a number of ways to measure the degree of integration. We

are not for a moment saying that we are happy with the present extent of
integration. I am using integration in the broadest possible sense now,
because our objectives are not really the actual physical integration of

the economies; we do not think it would work in our context.

Further reply by Mr. Sammao Chulkarat, Thailand

I would iike to add little bit on the economic and political integra-
tion. Sometime, it is so, that co-operation has been created automatically,
say, in some international forum. Some problem may occur for the ASEAN
member countries in a meeting and in such a case we get together automatically

and discuss, and we have a speaker on behalf of the ASEAN's group.

Further reply by Ms, Cabazor, Philippines

May I add that there have been a number of cultural exchanges among the
ASEAN countries, For example, there is the ASEAN film festival, when ASEAN
films of the five countries are shown and performers, artists, directors,
producers and other professionals connected with the film industry visit
ASEAN countries. There is also exchange of artists, painters, sculptors
and anthropologists., 1In the making is an anthology of ASEAN literature.
Also being planned 1is a series of films about ASEAN, which we hope will"
reach the Andean countries in due course. In the field of social develop-

ment - in education in particular - there is the ASEAN development education
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project which is funded mainly by Australia. This is divided into five
sub-projects, namely, special eduncation which is being co-ordinated by
Indonesia; management information system co-ordinated by Malaysia;
teacher education reform co—ordinated by the Philippines; work oriented
education of specially out-of-school use being co-ordinated by Singapore;
and trusts development co-ordinated by Thailand. We also have a project
called the ASEAN natural disasters mitigation preoject which envisions
co-operation in case of natural disasters. You know that most ASEAN
countries are subject to natural calamities like typhoons, earthquakes,
floods and so on, and we would like to develop some form of co-operation
in this. We have so far established ASEAN Natural Disaster Centres and
following the usual pattern of rotation the centre will first be lccated in
the Philippines and then down the alphabetical line. These are only some
of the co-operation schemes that we have developed in ASEAN on very

specific basis.

Question by Mr. H. Revuelta, Bolivia

I would like to know what problems have emerged due to development

differences between ASEAN countries.

Reply by Mr. Sadasivan

I think this is been a problem area for us because of the relative
levels of development between various ASEAN countries and the different levels
of income in the ASEAN countries. Singapore is the most developed of the
ASEAN countries, with the highest level of income, Indonesia, the other
extreme, is the least developed in many areas with correspondingly low
level of income. This has obviously led to differences in priorities in
each country. In the case of Indonesia, the major and immediate priority
was to increase food production, to increase the output of the
fertilizers and to increase the communication and transportation facilities,
because these are basic infrastructure requirements in a developing country.
Singapore had other priorities. Singapore was concentrating on the develop-
ment of financial and banking services because that was the area in which
they decided the best prospects were for them. They were concentrating on the
development of high technology industries where labour was not an important
input any longer,while Malaysia, Thailand, Philippines and Indonesia were

still looking at the development of labour-intensive industries for many
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years. We were promoting, and competing with each other for the establish-
ment of electronics and textile industries in our countries, whereas
Singapore has given up on that. When it comes to a point where we want to
try and co-operate on an industrial basis, these diffasrences in our present
stage of development affect the position we take on industrial co-operation.
Hence you would notice, that the four ASEAN Industrizl Projects have con-
centrated on the production of the primary products, namely, urea, copper
products and soda ash because of the nature of our economies at that
particular point of time. The next set of projects we would look at would
probably be of a nature of higher technology products which will accommodate
the aspirations of Singapore. It is probable that this is the next area
that ASEAN should look at., But obviously, whatever project or group of
industries we look at on a collective basis, our stand and our position

on that industry will be influenced substantially by our level of development
at that particular time. For many years, for example, the ASEAN Rubber
Manufacturers Association has been trying to persuade ASEAN governments that
they should liberalize tariffs on rubber products in ASEAN. Malaysia supports
this proposal because the rubber industry in Malaysia is a very efficient
industry. Singapore, again because they are not very interested in rubber
industry, really has no strong views on the subject. But other ASEAN coun-
tries where the rubber industry is less developed than in Malaysia have
reserved their position. They say, well, if we were to open the market, if
we were to liberalize trade in rubber, then the main benefits will go to

the Malaysian manufacturers because they have been in business longer and
therefore have become more efficient. That sort of individual industry
position determines how closely we get together in a number of industries,
and that is why, in ASEAN, it has been a bit difficult for us, because it

is very hard to find one industry where nobody has any interest. Each

time we look at an industry, ~e look it at on a product basis because that
will then make it easier for us to say, yes we are prepared to support
co~operation in this product up to this limit or we are not interested in
co~operating on this product. But our attempts of co-operation provide

for a degree of flexibility that I do not think we heard from the Andean
Pact countries and this is that we do not need all five countries to parti-
cipate in a scheme. Two countries or three countries in ASEAN can co-
operate amongst themselves in one industry. The other two or three countries
can go ahead with their own national plans without affecting the success of

these two countries getting together. For example, there is nothing to
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prevent Thailand and Malaysia deciding that Thailand would make motorcycle
engines while Malaysia would not make motorcycle engines but would make
motorcycle bodies. So we exchange engines for bodies. Indonesia and
Philippines would say their markets are big enough to support motorcycle
engine and motorcycle body parts plant so they would not participate in the
arrangement with Thailand and Malaysia. We have deliberately provided this
flexibility for participation simply because of our different levels of
development. We are not sure this flexibility will continue for long
because it makes the question of getting all five countries to participate
very difficult, and very time consuming. But rather than wait till all
five countries agree on a scheme we say, what is there to prevent two or
three countries going ahead? The others can either come in later or they
can stay out of the scheme. Thecefore, our approach at co-operation would
in many cases appear to the outside world as ad hoc measures. But we would
like to look at it as practical attempts, taking into account actual

development levels in the five countries.

Question by Mr. Ramm—Ericson, UNIDO

May I come in with a question or suggestion for elaboration? 1In
connexion with specific indsutrial projects, you are discussing that matter
both in COIME and - in relation to the trade preferences - in the Committee
on Trade and Tourism (COTT). To what extent are you /as COIME/ working
hand in hand with COTT? The final say, of course, is with the economic
ministers. Are they playing arbiter in that connexion or are you coming
to an agreement between COIME and COIT in between? I suppose to some extent
you are the same people in trade and industry back home in the member coun~

tries, Perhaps that matter could be a elaborated upon a little bit,

Reply by Mr, Sadasivan

When we looked at the ASEAN Industrial Projects and agreed on the
establishment of the ASEAN Industrial Projects, we also agreed that the
products of these project should get very substantial tariff preferences
in ASEAN countries. Then we ran into a problem, because tariffs are dealt
with the Committee on Trade and Tourism (COTT). COTT told us that it is
very good to establish ASEAN Industrial Projects but tariff matters for
such projects must be dealt with by COTT. Now, as Mr, Ramm~Ericson points

out, we have the ASEAN economic ministers who meet twice a year; the same
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ministers of various ASEAN governments are involved in both COIT and COIME
So, it was not very difficult to get an agreement very quickly from COTT.
We organized one joint meeting of the ASEAN Committees on Trade arnd Industry
in Singapore two years ago to look at these possibilities of getting tariff
preferences. We are now taking an easy way out, we have asked the ASEAN
economic ministers to authorize COIME to recommend what should be the level
of tariff concessions for ASEAN Industrial Projects. So, we recommend to
the ASEAN economic ministers that there should be for example a 50 per cent
reduction in duties. COTT is advised ty; us that this is our recommendation
and COTT endorses the recommendation without any debate and it goes to the
ministers for a decision. So that is how the system has worked, fairly

well actually.

Question by Mr. Montes, Colombia

You mentioned that there have been several common ASEAN positioms.
Do you recognize a juridic personality to different ASEAN organs so that

they may, for instance, conclude international conti: . on ASEAN's behalf?

Reply by Mr. Sadasivan

We do not really have a legal framework as such for ASEAN's collective
positions on external issues. What we have is a degree of under-
standing amongst ASEAN member countries, that, on certain issues affecting
either one or all ASEAN countries, it is in our long-term interest to take
a common stand. Such common stand and the need to lobby for a common stand
is often undertaken by our embassies in a particular area. For example,
when we were looking at the Kampuchean issue the ASEAN embassies in other
countries and ASEAN missions to United Natioms in New York, were conveying
an ASEAN position on that all the time. I think, there is within ASEAN
to the best of my knowledge no legal mechanism which permits the five
ASEAN countries, for example, to decide to let us appoint a particular
person to convey an ASEAN position. The only time the ASEAN formally
acts in common would be following ASEAN economic ministers meeting, where
the economic ministers may agree that, in view of the negotiations on
certain trade matters, or certain issues affecting ASEAN, it may be in

ASEAN's interest to appoint somebody to present an ASEAN position.
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Further reply by Mr. Sobrepenia, Philippines

I think the basic question was whether there is a co-operate entity
called ASEAN. There is none. We always call ourselves five countries,
although the group is always represented by at least one country on a
rotation basis. So, for example, in this particular conference we have
chosen the representative of Malaysia to be our spokesman. In another
meeting it could be Thailand, in another meeting it could be Singapore.

If you really want to be very strict about it in any particular given

time, the person-in-charge of ASEAN would be the foreign minister which
services as the Chairman of the Standing Committee which meets six times

a year. The Standing Committee's duration is one year. It moves from one
capital to the next. It is at present in Thailand. For example, in the
current UN debate for the creditentials of Democratic Republic of Kampuchea

the spokesman -or ASEAN is Thailand.

Question by Mr. C.D. Rendon, Ecuador

I would like to know how the economic ministers proceed after thgy have
taken a decision to be put into application in the other countries. What
would the attitude of other countries be if one of them refuses tc comply
with a given decision? Have there been any such cases in the past? How
was it solved? Secondly, I would like to know how the free trade area system

is affecting the integration process in ASEAN,

Reply by Mr, Sadasivan

On the first question which is the process of compliance with decisions
of the ASEAN Economic Ministers, the real substantive issues are, as I
mentioned, discussed at the committee level. The Committee on Agriculture,
for example,has a proposal to establish an emergency rice scheme in ASEAN.
The Committee may set up a group of agricultural experts to study the
proposal, to study the implications of such a proposal. This group of
experts may recommend to the Committee on Agriculture a decision on the
proposals. These are different levels of government, so let us say, for
example, that while the Malaysian representative in the experts group
on the rice scheme may agree with the need to establish a scheme, the
Government of Malaysia can still change its position when it goes to the

Conmittee on Agriculture. At the Committee level, once the decision is

made, it is then submitted to the economic ministers for approval. When
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the economic ministers approve it (and before they approve it the committees
would have agreed on it) the concerned different machineries in the ASEAN
governments would have been already informed of what is to be expected from
the meeting of the ASEAN economic ministers and what the decision is that
has been recommended by the relevant committee for approval. Once the
decision of the ministers is known, then it just falls into place. For
example, on tariff matters the ASEAN Preferential Trading Arrangements is
a legal document which says that "once the economic ministers decide on
the level of tariff reduction within 90 days of that decision all ASEAN
countries must implement it". There is no possibility of non-compliance
because all ASEAN countries have agreed to that agreement, have signed
that agreement. In the case of the COIME, for example, a decision was
made that there will be a 50 per cent reduction in tariff duties for the
products in the first ASEAN complementation package. This reduction was
supposed to come in effect in September or October 1981 as it was the
decision of the economic ministers that we are to grant a 50 per cent
reduction of duty (as COIME had recommended), and by virtue of the agreement
90 days after they decide it must come into effect. Now, this is omne
example, where there was not non~compliance as such, but where there was

a difficulty in one ASEAN country of implementing the decision because

the Ministry concerned with reducing the tariff had not probably been
informed in time that from 1 October 1981 there must be a 50 per cent
reduction in duty on these items. In most countries we have

a legal process to go through before we can announce a tariff reduction;
we have to go through parliament, go through a tariff advisory commission,
get approval of the Ministry of Finance, etc. So, in this particular

case the ASEAN country concerned which could not implement the decision

in time, informed the ASEAN economic ministers that,although they had
agreed, they could not do it because of the limited time available. So,
the ministers decided to postpone the implementation by six months which
all countries agreed to so that at one time on 1 June 1982 or 1 July 1982
every country in ASEAN had a same reduction of duty. So there was in that
sense, no non-compliance with the economic minister's decision, there had
only been delay in implementing because of the procedurial problems. But,
this again was brought back to the ministers who then decided on the

postponement.

The second question, I understand,is in what way this concept of free

trade zone eventually in ASEAN would affect the present programmes in ASEAN.
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There is a concept of free trade area Lﬁot quite free trade zone in usual
sensg7 by greater liberalization of tariff preferences, which some coun-
tries in ASEAN have been advocating as the ultimate degree of co-opera-
tion in ASEAN, as a sign of the final stage of co-operation. This has
obviously affected our programmes of co-operation because for some ASEAN
countries this may not be a practical proposition. Countries with large
domestic markets with an established LSr which are in the process of
establishing a&? industrial base would not want to expose their industries
to the competition that a free trade area would create. So while some
countries have been advocating a concept of free trade area very strongly,
others have been going slow on this. This is why, as I mentioned earlier,
we are now making a review of all the proposals we have for ASEAN co-opera-
tion to see whether a free trade area concept, a limited form of customs
union or a common external tariff (we are not sure which) would be the
final direction in which ASEAN will move. But these differences in
attitudes have obviously affected the speed with which we promote regional
projects. Because the arguments may run that, well, free trade area is
good in theory but when I have 140 million people in my country and I have
a big market why should I open that market to others. On the other hand
others may say, well, if you want to be really internationally competitive,
you must have a free trade area where everybody can compete. These are
some differences in views and we always try and find, again on the basis
of products, some degree of compromise so that we can have limited forms

of competition and limited forms of free trade area type of activities.

Farther question by Mr. C.D. Rendon, Ecuador

How has the establishment of free trade zones or economic processing

-~ es (EPls) affected ASEAN integration?

Reply by Mr., Sadasivan

Each ASEAN country have established within theilr country free trade
zones, which are set up principally, to attract industries like major
electronics companies to come and assemble and soume cases manufacture
their products for export to the rest of the world. Now, in the case of
Malaysia, for example, we have 16 free trade zones throughout the country

where companies can import their raw materials and their components

entirely free of duty and entirely free of customs regulations, provided
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the finished products are exported out of the country. Basically that is
the only requirement. You import your own materials and export your
finished products. In Philippines there has been number of very successful
free trade zones in various parts of the country. Singapore is basically a
free trade area. There is no restriction on imports of raw materials, so

the whole country is practically a free trade zone.

Further reply by Mr. Dhawatchai, Thailand

In the case of Thailand, although we have one free trade zone we have

also another system, which is what we call bonded warehouse, which we have

in something like 20 areas. It is based on the same principle; you import

raw material without paying duty but the finished products must be exported.

kkkkkkkkkkk

In response to a request by the ASEAN participants a presentation was

given by Dr. Antonio Kuljevan of the Legal Department of JUNAC on the subject

of JUNAC Decision 24 regarding treatment of foreign capital, and Decision

169 on the Multinational Andean Company.

The Agreement of Cartagena regime on foreign investment (Decision 24)
is a verv broad spectrum based on the concept of policy harmoni-
zation. It has two fundamental principles: (a) recognition of the
Andean Group's necessity of foreign capital and foreign technology
and the need of setting them in rapport to the priorities of the
Group's development; (b) creation of a stable regime which would
give security to foreign investors having obligations and rights

and being benefitted by certain juridical stability. The regime may
not be modified by one or two countries, only by the agreement of
the Andean Commission.

All foreign investment must be subject to the authority of the
competent national organ. Once it is realized, it must be registered
(in convertible currency) in order for the investor to have rights:
(a) to re-export invested capital should the investor sell his shares
to national investors or on the company's liquidation. The case of

a capital reduction is not dealt with in the agreement, but these
cases are usually solved on a national basis; (b) to re-export profits
obtained, There is a limit to this which used to be 14 per cent of
the direct foreign investment. In 1975 Chile proposed a modification
of this percentage, This was agreed in 1976 through Decision 103,
bringing the percentage to 20 per cent and also giving the countries
the capacity to authorize an expcrt of over 20 per cent whenever
countries considered it convenient, with the only obligation to
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communicate it to the Commission. So far the Commission has not
received any such communication. There are, however, several companies
which are free of these limitations, namely, companies which export
more than 80 per cent of their preduction to third countries.

For the common regime there exist three kinds of companies (a) foreign
companies (those ones with less than 51 per cent capital in national
hands) ; (b) mixed companies (those ones with 51-80 per cent capital

in national hands); and (c) national companies (with more than 80 per
cent national capital). As national capital we also understand the
Andean capital. Tariffs restrictions favour national companies. The -
protection provided by the common external tariffs favours those
companies which are either national or mixed (or foreign in a process

of transformation to either national or mixed). There is a regime

on the transformation of foreign companies covering two cases: (a)

those companies already existing at the time the regime becomes

valid, and which are to be transformed only if they want to enjoy

of the advantages of.the liberalization programme; (b) new companies
which are all obliged to transform within a given period of time:

15 years for companies in Colombia, Peru or Venezuela and 20 vears

for companies in Bolivia or Ecuador., These general rules have, however,
exceptions, namely, (a) basic products like energy and mining; (b) public
services; (¢) insurance and banking; and (d) internal transport,

internal marketing and the media. These companies can on the other hand
not enjoy of the benefits of the liberalization programme.

There exists, since 1971, an Andean system of technological irnformation,
for the exchange of information about foreign capital and foreign
investment.

During 1971 we also adopted a regime on the Multinational Andean
Company (Decision 46), which did not became valid until 1976 when the
countries finally complied with the requisites of their national law
system. So far no company has been formed under Decision 46, mainly
because one of the requisites is that its social goal be based on
Andean programming and alsc because of the enormous bureaucracy
involved. Therefore, we thought about creating a new regime, to
which we arrived in March 1982, with Decision 169, which does not,
however, erase Decision 46, We may, therefore, guide ourselves by
the contents of either Decision 46 or 169. The site of a newly
created Multinational Andean Company must be one of the Andean
countries, the intra-Andean investment must be at least 80 per cent,
leaving a maximum of 20 per cent for foreign investment. There must
be investors from at least two member countries and the 80 per cent
Andean investment must be reflected in the company's management. By
Decision 169 the Commission wished to intensify the Andean countries’
capital circulation.

The Multinational Andean Company must be constituted in one of the
Andean countries in the form of a joint-stock company. Its equity
capital must be in personal shares, since transferable shares are

not allowed in these countries because of Decision 24, This must be
so in order to be able to control the compliance of the common regime
and of the requisites for the Multinational Andean Company.
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With the new company (under Decision 169) much of previous bureau-
cracy is avoided and it is constituted by only submitting the pro-
cedures to the national organ of the countrv where the company will
have its headquarters. The company's administration is legally
under the jurisdiction of the country where its headquarters are
located. To this Multinational Andean Company, which is ome of

five types of companies which so far may exist within the jurisdiction
of the Cartagena Agreement, is given a special treatement and its
products also enjoy the advantages of the Cartagena Agr~ement. It
also gets a special tax and credit treatment, similar to the treat-
ment which national companies in the same economic activity enjoy.
What makes it particularly interesting for foreign investment is
the fact that there are no limitations to the annual profit payment.
It has no such limits as is the case of Decision 24.

Another advantage for a Multinational Andean Company is that any
investment made by the company in any of the Andean countries will
be considered as national investment. Finally should be noted the
flexibility provided due to the fact that Decision 169 will become
effective whenever two countries will have it integrated into their
respective legal system and have depousited it with the JUNAC’
Secretariat. So far Decision 169 is legally effective in Bolivia
and Peru.

Question by Ms. Cabazor, Philippines

I would like some elaboration on the divestment proceedings as far as
the goal of nationalization of equity is concerned. have any of the
divestment features originally incorporated in the original Decision 24
been amended? 1Is there any amendment in Decision 169 to that effect? And

if so what are amendments? What are the divestment proceedings?

Answer by Mr. Kuljevan

In principle there have not been major amendments. The procedure
remains the same with the 15 and 20 years terms, in agreement with the
member countries. I will not talk about Decision 103 in the tourism
sector which is not subject to the norms on Chapter II of Decision 24; it
is transformation-exempt. It is on the same level as those companies
which export more than 80 per cent of their production to third countries.
There is, however, another amendment that aids to the transformation of
companies and which has hardly been utilized, namely that capital owned
by investors of the other member countries qualifies as national capital
for the receiving company's qualification. The Andean investment has then

its rights to profit-remittance, and capital re-export, although it amounts

as national investment for the receiving company's qualification of percent-
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ages; whether in the order of 80 per cent, 51 per cent or less than S1

per cent. Another amendment is that a company may be transformed not oniy
through the sale of shares by foreign investors to national investors but
also to Andean investors, and also through capital increase, a possibility
regulated by Decision 103. At present, for a compary to be transformed
and to comply with the 15-20 years procedure there are two possibilities:
(a) the sale of foreign capital to national investors or (b) the increase

of capital by national or Andean investors.

Question by Mr. Sadasivan, Malaysia

I have number of questions of very general nature. As I said earlier,
- we are here to see what we can learn from your own experience in regiomnal
co-operation. I get the feeling that, in your system, attempts to have
regional integration seem to come from the top. In our system it comes
from the bottom. So, the degree of consensus is greater in the ASEAN
system from what I can see, simply because by the time it comes to the

top everybody has agreed. Once we make a decision everybody complies with
it, everybody promotes the scheme, because all the arguments have taken
place at a much lower level. Therefore, my first and very general question
is whether if you have a chance now to look at the whole concept of econcmic
integration would you think that the Cartagena Agreement would be your
basis judging by your experience so far, or would it have been a new agree-
ment, let say, something quite different from the Cartagena Agreement? We
are really interested in this matter because as I have said earlier, our
private sector is pushing us in ASEAN for an economic treaty. This question
is of some importance to us also because the second feeling I have after
listerning yesterday and this morning, namely, that the Andean Pact scheme
does not seem to provide the same degree of flexibility that we have. It
may be that your conditions are different and you do not need that flexibi-
l1ity, or it may be that you have a long-term objective in mind where
flexibility is not so important. But we are here really to find out,

given the very different nature of economies in ASEAN, how we can develop
more schemes for economlc co-operation. You have noticed that I am avoiding
the word economic integration when it comes to ASEAN because we want co~
operate, we do not want to integrate for the moment. Would you care to

respond? 1 know this is a very general statement but I am trying to get

that gut feeling, whether really this is the right way we should go about.




- 59 -

Answer by Mr. Kuljevan

If we had to start all over again with the Cartagena Agreement, I
would certainly insist on a common-regime treatment for foreign capital.
Such a common-regime should be flexible enough and should be made well
known also to countries outside the sub-region. I would even consider
this common regime to be ideal for use as a Latin American one or even

for the Group of 77.

Further answer by Mr. Montes, Colombia

I think you would also want to better understand the philosophy
behind Decision 24. What problems did Decision 24 try to solve? Basically,
the first thing was to see that foreign investment within the region would
be in accordance to our own development needs and that the investments
would be aimed at those projects which our countries considered be of top
priority. Decision 169 is complementary to Decision 24. If the Andean
Group talked about intra-regional liberties, close to a common market scheme
(and we talk about free movement of goods and merchandise), we asked uurselves,
why not free capital movement as well? Since we could not achieve this, we
had to settle with a concept of limited capital movement which, by the way,
benefits one of the countries more than the others. The mechanism of
Decision 169 seeks to allow an acceptable capital movement within specified

rules.

Decision 24 is part of the picture, the fact that we aim at integration;
integration being an instrument for economic development. We know from our
experience that if one pursues integration, sooner or later one would have
to face tne problem of foreign capital. 1If we simply wanted to co-operate

regionalliy we would noat have needed to face this problem.

Further answer by Mr. Pefiaranda

We have to be clear about the difference between regional economic
co~operation and integratiom. The Andean Group, we find, when we review
the Cartagena Agreement, ambitiously seeks an economic integration process.
If we look at it through the years, the Andean integratiom process was
never meant for short- or medium-term; it is a long-term process. This
last step towards full integration is clear in the Agreement, in its

device of a series of steps which must be passed. It is difficult for

us to talk about whether we .re immersed in forming a free trade area or
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a customs union or a common market because there are overlappings. Because,
depending on the type of policy we are trying to put together or on the
kind of sector or of economic activity we are working with, we could say
whether or not, with less or more intensity, we are applying some of those
steps which we know an integration process divides into. The Agreement

is very clear in respect of the steps and actions countries must follow

and take, and in the required harmonization of the policies; this is done
by aifferentiating not only those which are of top priority, but also

those which are easier to deal with in the short- or medium-term from those

more difficult to deal with.

The harmonization of a money exchange policy has, for instance, been
included in the Agreement. We have, however, not yet arrived to that
point, even if we are conscious of the fact that in order to come to a
market liberalization, which is the programme of the Andean Group, and
to arrive at the fixation of a system of common customs tariffs, it would
necessarily carry us some way towards the harmonization of the exchange
policy because of the distortions it creates in the trade flow and in
resource investment. This example illustrates the type of scheme evolving
within the Cartagena Agreement which essentially is one of economic inte-
gration. In what way does it differ from a scheme of economic co-operation?
Let us look at the livestock and agrarian sector. Here the Cartagena
Agreement also foresees a programming, which is definitely very complex.
What has the Andean Group done there? I would say that we have begun
there by economic co-operation. We have, for example, identified a few
activities in which our five countries would benefit as a whole and
individually. For example, we have all acted against the "coffee rust",
unanimously and I do not think any country will refuse any common action
on the matter. We get the funds and we go and fight the problem. That

is on my view economic co-operatiorn.

When we talk about economic co-operation, let us note that it is
usually the private sector who initially promotes such actions which are
later legally approved by the respective governments through the Commission,
and, as you said, it is always easier to ensure participation upwards than
downwards (even if I think also in ASEAN there must be some actions which
go downwards). But what happens when one comes into a more ambitious and

complex action, such as economic integration, which includes the harmoni-

zation of global, macro-economic policies, which horizontally affect the
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five countries and which may tend towards omitting the differences there
may be due, for instance, to different development levels, differences

which affect relative profits of economic activities?

Evidently one mist here go from the governments down. This is no

obstacle to the fact that in the harmonization of a concrete economic
policy, for example, the industrial one, the concermed economic agents

may participate. That has been the case whenever we have discussed the
establishment of common customs tariffs. Even universities have parti-
cipated sometimes on these fora as have, evidently, governmental insti-
tutions, which in the end must decide. Ignoring our great differences

and individual problems, even if we speak a common language, we decided

at the end of the 1960s that what we are aiming at was economic integra-
tion and not economic co-operation. Your question is a very important

one and I would like to invite to go on with the discussion on this in

the afternoon, so that we may present openly to you the problems we are
finding and living under with the scheme of economic integration. I

repeat - we have also taken actions which are purely of the nature of
economic co-operation, like in the agrarian case. But we know we must
also in this matter one day arrive at a proper economic integration actiomn.
Our countries must import lots of food, spending a great deal of foreign
currency on these imports. Therefore, we must take a more aggressive and
wider action which brings us to price and marketing questions and even

to matters of specialization in the agricultural field. This is delicate;
if we said, for example, that a country should stop or reduce production, ‘
at least theoretically, of a certain commodity, or if we would introduce
rigidity to economic policy tools when we talk about common harmonization
of prices. Because, one of the greatest problems on the level of economic
integration that governments have is the gradual loss of freedom gnd
flexibility. It is already difficult for governmments to accept institutions
like JUNAC, or even the Commission, for they take decisions at supera-

national levels.

Response by Mr. Sadasivan, Malaysia

I think all of us are looking forward with great interest to the after-
noon session because when T asked this earlier question about the top to

bottom and bottom to top, I was, I think, conveying the feeling in ASEAN

that we have almost come to the end of our ability to co-operate with
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with each other. Because up to now, our co-operation efforts have meant
that each cne of us as national government has given up very little of

its sovereignity; one reason being that (with the exception of Thailand)
all of us became independent only in the last 25-35 vears. So, we are
still in a stage of mind where national independence is very important.
Therefore in last 10 years we have looked at co-operation effort where

we do not really have to give up national independence, like national
freedom to carry out our own national policies. But these possibilities
tend, after sometime, to be limited. You can not co—operate anymore
without giving up something fundamental and we have now reached a stage
where we are finding it increasingly difficult, to develop new schemes

of co-operation where we do not have to give up some national powers.
Therefore, I think the raeview exercise that you are going to carry out,
would be of tremendous importance to us. Because it is very likely that,
onc: there is a sufficient political will in ASEAN to have this degree

of integration, we may have to go through the same very painful adjustments
of national policies, and very difficult exercises at harmonizing five
different national policies, for example, on foreign investment. I am
certainly looking forward with the lot of interest to finding out a bit
more about the impact of some of the decisions you have made on an Andean
basis; what you have experienced on harmonization of incentives; what
impact did this have in other countries. What sort of reaction did other
countries in.the Andean Pact have, for example, to harmonize to a proposal
that an Multinational Andean Company should not have more than 20 per cent
non-Andean investment? This is something we are beginning to ask ourselves
in ASEAN, although we chose an easy way out. We just said that for ASEAN
projects majority must be ASEAN ownership, and with majority we mear 51

per cent. There have, however, been feelings in ASEAN that, perhaps, we
should not get 49 per cent non-ASEAN, we should get, say, 30 per cent. Now,
you have decided that 20 per cent would be the limit. There must have been
a lot of reaction to that figure from some countries in the Andean Pact.
Countries which have traditionally a longer experience of foreign invest-
ment may have argued *.aat, well, 20 per cent is too little, we may need

30 per cent to attract the type of investment. I think this sort cf things

we really want to hear your experiences about.
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Answer by Mr. Kulievan

The 20 per cent is only for the regime of the Multinational Andean
Company, for another type of company there may be 100 per cent foreign

ownership. Some sectors are not obliged to integrate and the obliged ones

have a period of 15-20 years to do it. The treatment of foreign capital

is flexible, not riecid.

Question by Mr. Campos, Peru

I have a question about Decision 169. If we aim at formenting capital
flow within the Andean Group what would the motivation be for two investors
of two different countries of the Andean Group for forming one of the Multi-
national Andean Companies. Are they on an equal level to a national

investor?

Answer by Mr. Kuljevan

The advantage would be more in the benefits being given to the company.

It asks for participation of at least two investors of two member countries.

Further question by Mr. Campos, Peru

In respect tothe income taxes and remission of profits, is it the same

to form a national company as to associate with an Andean enterprise?

Reply by Mr. Kuljevan

There are certain specific aspects affecting the Andean investor. 1In
order for an investor to qualify as national investor he must comply with
a series of regulations not being asked on Decision 169. For instance,
it is required that he be authorized by his own country's pertaining organi-
zation and what is more he is authorized to remit capital only to his

country of origin. This is not stated in Decision 169.

Afternoon session - 12 October 1982

Question by Mr. Lim, Singapore

In che Andean countries you have carefully thought out and come up

with the Cartagena Agreement, whereby you have a framework within which you




- 64 -

have designed programmes, and you also verify certain parts which are in
operation. We wonder whether you also have a method of anticipating the
results of such programmes in operation and if so, how do you monitor the
actual results against your anticipated or expected results? We shall be
very happy to learn from you the actual experience of implementing these

carefully thought out programmes.

Comment by Mr, Pefiaranda

Is it so that you are interested to know the methods of creating the
Andean programmes and, especially, the industrial programmes and then the
methods used to assess the results with the s mes? Are you interested
only in the industrial programmes or also in knowing about the implementa-

tion of other Andean mechanisms?

Response by Mr. Lim, Singapore

I think it will be best and most informative if we confine ourselves to

just one area as an example. For instance, yc1 -esteidayv. t ‘lieve, gave us
some information of the situation in the auton.oi.. as in the
petrochemical sector. I may be using ——2 »f thteec 1 example.
It is not so much the comprehensive m 138y 15 addressed
to, but the fact that you probably h: , _.. lesign.- , nti-
cipated certain results or put certain targets. Thei - the , rogramme,
you measure the results and you compare we c21] .- 1g). We would
like to know your view point on how » . 3ets ot . 28 e coming out.

Reply by Mr. Peflaranda

I would like to talk about the methodo.ogic scheme on the conception
and the elaboration of the petrochemical pr  imme and then on the system

and scheme for evaluation, checking and implementation-executicn of it.

How do we conceive the allocations or opportun.ties of investment
packages given to the countries and, on the other hand, how do we calculate

through the intra-Andean market flow, the possible benefits?

With reference to the first I shall say that in JUNAC, based on inter-
natlonal-level studies by organizations as UNIDO or others, and based on

our own studies, we determined which products would be interesting and

possible to make within the Andean Group. This evidently involved market
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analysis and considerations of production levels, technology involved and

production processes.

We made industrial profiles for projects,not to be realized by JUNAC
but by the private and/or government sectors. We identified which the
products were that, within a given efficiency level, could be produced.

We took into account what inefficiency or extra costs the countries could

be expected to have to cope with. Not all the possible products were to

be assigned to the member countries. We decided that because of market

and investment opportunities, we were interested in intermediate and final
products. Basic products would, however, also be needed. This way we

would have vertically integrated processes. The involved assessment of
production processes and the average production levels desirable or possible
at international levels in order to make use of scale-economy and to be able
to be competitive. It was not that we only considered the Andean market.
What we did was that we measured the dimension of the Andean market for the
specific products, only in order to start production efficiently; supplement
could be given through export to foreign countries. It was an open model.
Perhaps we were over optimistic on the petrochemical matter. We were not
looking for a 100 per cent usage of the installed capacity but feor a
percentage t at would assure a profit to the plant and an efficiency and

a competitiv. level. We obtained a lot of information coming from outside

JUNAC on both economical and technical matters.

Once the industry study was made the most complex question was how to
distribute the investment opportunities between the five countries. We did
this in a dynamic context, using the concept of dynamic comparative advantages.
Secondly, the foreign economies on which the installation or placement ot
the plants were dependent may also change with time. Technology may as
well, with time, alter the comparative advantages. The fact that we were
looking to the five countries all to participate on the sector introduced
inefficiencies to the scheme., Maybe the best would have been that the
country with the larger market and with the best natural resources (Venezuela
in this case) would have developed a larger part of thé petrochemical industry,
based on the Andean market and then seeking to project it to third countries,
while other countries would have a larger participation on other industries.

We were, however, not looking for this.

What we did was, of course, not fully in line with the criteria of the

efficiency of investmnet opportunities but we answered to the countries'
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aspirations. The first difficulty was then that all the five countries
must participate in the programme and all had to have investment opportuni-
ties. That lead us to elaborate within JUNAC various distribution alter-
natives of the products identiliied as interesting, trying to make it in

the most efficient possible way, and at the same seeking to meet the

aspirations of countries.

In the case of the petrochemical programme, at least two years of
meetings by experts were held to elaborate it. The final distribution came
about after study of different criteria on market size, natural resources,
industrial infrastructure, vertical integration, etc; plus the aspirations
expressed by each country. JUNAC on its proposal, presented the countries
with a way to distribute the investment opportunities between the five
countries. Market-wise, we generally made ten years projections based on
the intra-Andean trade the project would generate, since we did not know
what percentage of the production that could be expected to be sold outride.
We assumed that the Andean market was protected and that what was produced
could be sold within the Andean Group; assuming also that our external rela-
tions in all Andean countries would allow us to capture that market. Part
of the market, initially at least, may have to be supplied from outside.

As part of the analysis designing the programme we also knew how the markets
were opening up. We knew that an assigned project had a market. Therefore,
we could calculate the potential trade which could be generated, as well as
exports to be derived by each country, as well as the imports needed. We
also calculated by sectors, the intra-Andean commerical balances, and made
investment analysis in order to assign the investment opportunities. The
employment variable was not relevant in petrochemicals for we knew that

this industry is more intense in capital investment than in need of labour.
The important thing was the availability of human resources in the sense

that a significant amount of technology would have to be assimilated. There

was also indirect employment, through the plant installation, etc.

That was the way the proposal was elaborated and presented. It would
than be negotiated with the government, which would analyze its compatibility
with their aspirations., The government negotiators would analyze the
benefits which may be derived from it on basis of their forecasts. Decision
91, for example, which refers to the petrochemical programme is not exactly

what JUNAC presented. Thus changes of the proposed distribution were made

due.to different factors, at times also sacrificing a more efficient allocation
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of resources, to derive greater benefits at Andean level. There is usually
a difference between the proposals of the technical organ (JUNAC) and final
decisions, as result of the negotiations which are more political than

technical.

Once the decision has been taken we proceed to the evaluation. 1In all
our programmes we establish our administrative committees; an institution
comprising representatives of the five countries which meets regularly
and evaluates the progress of the programme. JUNAC has also to look after
the Agreement itself and the progress of the decisions. We also participate
in some of the meetings, and try to look at market changes in order to
compare with what we had foreseen and see how it might modify the foreseen
benefits, and to know about the investments made, and the production
realized. We compare it with our forecasts with reference to production
levels, complex-integration and the technology involved. We also look at
exports and imports and compa.ce trade balances with the forecasts. We
calculate the money transfers within the region and assess the over-cost

of the common tariffs; it being the subsidy the countries pay within the

Andean Agreement.. Therefore, we review and compare it not with forecasts
but with the real customs tariffs being applied. Were they not those

which were approved? No, because at times we have non-compliance at the
Andean level. The study carried out by JUNAC suggests certain adjustments
in order to facilitate the execution of the programme. A sectoral programme
is dynamic, not static; the economy, the industry and the technology are

dynamic, therefore programme adjustments need be made.

JUNAC is now presenting the governments with the necessity to make
some adjustments in the different programmes. These refer to adjustments
and further analysis in respect to investment opportunities since the
market may have changed. JUNAC has presented for the countries' considera-
tion, for example, a proposal that, in the petrochemical field, there are
programmed preducts which it may not be possible to produce on the medium
range, therefore the effort must be concentrated on a smaller number of
products. Also, we have here stated that, on the medium range, due to the
world energy and financial problems the idea of a vertical production must
be, at least momentarily, be put aside. We must continuously evaluate.
These adjustments at times affect the expectations of countries, for in

exchange they had accepted compromises as well. This makes negotiations

difficult, and, in particular, adjustments difficult.
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Question by Mr. Sadasivan, Malaysia

Can I follow up on that same example? After technical evaluation and
identifications of locations have been done on a technical basis, you
have these negotiations. Obviously quick compromises are made, locations
are charged to reflect the wishes of the governments in the region. Then
you said that after sometime there is an evaluation made to see whether
adjustments are necessary. Now, do these adjustments, for example, include
the possibility of some governments in the area giving up an investment
opportunity that have been allocated to them because after some years they
find it is not economic. Is this possible? Can there be a reallocation
of the same investment opportunity? This is the first part of the question.
The second part is, can the allocation of investment opportunities cut
across industrial sectors? For example, in the case of your petrochemical
sector, judging by the resources available, one country may be in the best
economic location to really make a success of petrochemicals, but because
of the need to make everybody happy, we may have a number of complexes.
What I am saying is: Is it possible in your present scheme that one country
specializes in petrochemicals because that is the most logical place for
petrochemicals, and in return for that another country or countries may
specialize in metalworking or in some other sector where they have the

best comparative advantage? Is this possible in the present arrangement?

Answer by Mr, Peflaranda

On your question about the possibility of a reallocation of the
investment opportunity, we have an example, namely on the metal-mechanical
programme of year 1972, As a result to the withdrawal of Zhile and the
entrance of Venezuela to it, the programme needed to be adjusted; not
necessarily because of a country like Venezuela with a larger market
entered and a country like Chile with a smaller market withdrew, but
because their demand structure is different, and Chile may have had more
demand on specific products. When in the year 1979, we negotiated a new
metal-mechanical programme, the countries which had originally signed the
programme accepted that some allocation passed on to another country,
accepted to share some allocations and also asked for more., Because of

negotiations and the planning of JUNAC, new investment opportunities were

accepted.
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On the other question I would like to say that it is the best way
to look for the specialization of countries in those areas in which they
have better comparative advantages, larger or better industrial infrastructure,

better technical knowledge and larger market, etc.

The Agreement states that sectorial programmes for industrial develop-
ment be developed,although it was not intimating the existence of many such
industrial sectorial programmes. We have elaborated programmes one after
the other and they were also negctiated one after the other. We have three
programmes now: the metal-fabrication, the petrochemical and the automotive;
all three being subject to adjustments now. We have another programme to
be approved, the iron and steel one, and others to come, including pharmo-
chemistry, chemistry, electronics and telecommunications. At a given
moment we wanted to programme intersectorially e.g. Bolivia would specialize
on pharmo-chemistry, Venezuela or Colombia on electronics, etc. This idea
did not last. 1t was not viable because the criteria was not that every coun-
try must participate in each sector. Countries did not see in this approach
that their aspirations were being met, or saw imbalances within it. We
have still got to negotiate. As for the possibility that one country
may derive more benefits from one sector in exchange for another country
getting more benefits in another sector, I may say, that it will in practice
in the end be a matter of fact. For example, in the petrochemical field
the countries are very realistic now. The countries are having many problems
- rampant inflation, balance of payments deficits, high foreign debts - and
they are studying again cheir economic schemes. Within this spectrum we
can hardly think that the petrochemical industry be maintained as a priority
in all countries and it can be expected that some countries will not parti-
cipate with the initially shown intensity. Maybe they will participate in

other programmes, programmed or not, which may now be more interesting.

With time the allocation of resources becomes more effective, not
only as a consequence of the planning but because of its own market mechanisms.
Realities become clearer and the countries' imperfections become adjusted.
The answer to your second question is really that we tried but it was not

well received, but we will probably in time arrive to it as it would be

more efficient.
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Further answer by Dr. Augustu Aninat

The compromise one is asking to these countries is closely related
to the tools they have to assess the rentability in the industrial sector.
Governments were to decide on the best projects compared with others which
were also relatively good. One cannot and must not overlook the fact that
the market indicators, the economic criteria must be very clear, in order
to avoid situations becoming inflexible and more difficult to adjust

subsequently.

One more thing to note is that the negotiating process starts only
after the first meetings are held, after the first visits to JUNAC and
meetings with the private enterprises and associations, etc. In the case
of petrochemicals this process started almost at the time of the Cartagena
Agreement, as this sector had inherited agreements derived from ECLA.

These first deals were put in front of the technical organ of JUNAC and

thus we had the first choices. However, if the political way is closed

and we .develop functional proposals, these proposals should not be presented.
In various sectors, due to different . ressures, this has been the case.

There were several programmes given thoughts to at the beginning which

did not materialize. For example, on the petrochemical field, even if
customs tariffs were common and we had demand figures, other factors were
affecting the effective production on this sector; the figures could vary
from 40 per cent to 350 per cent in practice. All that was needed was

for governments to decide on the price of o0il or gas, or what subsidies ¢
they were willing to give directly or indirectly to the production. In all
adjustment schemes the concern of governments lies in how much do these
governments pay as over-prices for these products, not how much it costs

to other governments. This is a problem, for if one programme is too

costly to a government sooner or later there would be economic problems

and consequences,

Further answer by Mr., Estrada, JUNAC

While evaluating possible benefits in a given industrial programme
we must not forget that many of its realizations are in the hands of the
private sector and their efficiency. But this efficiency depends as well

on the existence of a given infrastructure, on the capacity technological

changes that may be assimilated and on the capacity to enter an external market
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without previous experience. It also depends on the structure of services
and technical preparation. The evaluation concept would be to evaluate not
only the integration process but also the single countries or all the coun-

tries as dynamic economies.

Question by Mr. Sadasivan, Malaysia

Let us follow-up with certain questions. Between the JUNAC suggested
programme and the final programme as agreed by the respective governments,
is there normally much difference in terms of location of projects? I am
trying to get an idea of how does the technical report on a particular
industrial programme, finally differ from what is actually approved at the
appropriate.political levels in the country. We have asked this question
and I am particularly interested in this, because one major difference
between the Andean and ASEAN Groups is that you have a very strong, very
centralized technical organization which we do not. Presumably JUNAC is
quite independent of the five governments. But governments, governments
anywhere 1in the world, like to have the last say and very often decisions
are made not strictly on economic basis. Like in your petrochemical
example, JUNAC may have identified in three countries 10 investment
opportunities per country and nothing for the other two countries, because
the economics were not there. But governments may have to see it otherwise.
Similarly in the other sectors. So, what is the percentage that you
normally expect? Are you 10 per cent of the mark or the government change

you to 20 per cent?

Answer by iir. Pefiaranda

There must be a clear difference. First, we have a mandate to make
sectorial programmes of industrial development, then we have another
one defining which sectorial programmes to work on. Here start the
differences, the technical organ's conception of a sectorial programmes
and its strictly economical and technical conception. In the petrochemical
case, there were discrepancies on the viability of five complexes. The
conception of programmes was different from final proposals. The only
organ which may propose is JUNAC, for it alone has the capacity to do it.
JUNAC proposes the programme as a result of a long technical and political
negotiation process. Only then JUNAC presents its proposal or proposals

and, I would say, in all cases it has differed from what the technical

organ presented.
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In the petrochemical case, for example, the techuical organ said,
"please vrealize this is a field which requires enormous investment, the
cost of opportunities is very high, but, even if the political will is to
go with it, it is not viable on five complexes”. What was the political
decision? Make it on five complexes! We gave the warning light, we
advised of the problems and we made the five complexes on paper. In the
long run it came out that what JUNAC and other intermational agencies had
forecasted was true; it was too difficult, based on the Andean market to

plan for five integrated complexes.

In the metal fabrication programme also, the technical organ was
against identification of investment opportunities or duplication of
investments, because the market was too small to make products competitive
because of the minimum envisaged outputs. There was a need to specialize
the countries. However, even then the technical organ had to modify its
first proposals. The technical organ must, thus,look for a point of
equilibrium taking into account the aspirations and problems facing the
five countries. In the end, what matters is the feasibility of an acceptable

scheme for the countries.

Further reply by Mr. Estrada

We must also talk about the difficulties encountered in these detailed
negotiations which may also be inter-sectoral, so that certain compensations
were not on the discussed sector but in a different one. The difficulties
were met in verifying whether or not such compensations were absolutely
legitimate. There is also the political aspect of the negotiations, indi-
vidual national negotiators tried to get what in their opinion was a larger
portion of the cake without looking to closely on whether the projects
they got were really feasible. What was important for them was to show
success as negotiators through the number of projects they got for their
respective countries. On the metal fabrication for example, the proposals
of allocations from JUNAC were doubled, as in the case of Ecuador from
an initial number of 10 projects to 20, while Bolivia had 1l in the proposal
and ended up with 27. Therefore, a programme which was technically reasonable

for two or three countries was divided into shared-allocation, with the effect

that the feasibility of many of the projects was diminished.




Further reply by Mr. Penaranda

We must realize we are talking about countries with scarce resources,
where efficiency in resource-allocation is extremely important. We found
precisely on metal fabrication that non-achieved production or projects in
which there were problems later, were exactly those which the countries

had negotiated for and which were not initially allocated.

Questron by Mr. Sadasivan, Malaysia

I have two very general further questions at this stage. Onme is, it
was mentioned just now that only JUNAC can make proposals as such for
industrial programming. Is there any possibility, for example, that Colombia
with its longer industrial tradition would be submitting a proposal or
requesting JUNAC, saying, for instance,we want you to look at the possibility
of a industrial structuring or restructuring programme for a particular
sector of industry, let us say, timber industry because Colombia has lot of
expertise in timber and it wants to expand to meet the demand of the Andean
rarket. In other words, is it possible in the scheme that the member country
in the Group can request the JUNAC to look at a particular industry sector?
That is the first question. The second and the more difficult question and
something we would like to know really, is, the following. The industrial
programming seems to be the final form of industrial co-operation in the
Andean Pact, it seems to be a major form of co-operation, but, before you
arrived at that form, you may have examined other methods of integration
of the industrial development for the whole region which you may have dis-
counted? Could you give us the benefit of your experiences, n proposals
examined and dropped? Why? Because they are not practical? We would
like to get some idea of what other policy measures you have looked at
which you found not very practical before you arrived at this industrial

sector programming.

Answer by Mr. Peilaranda

JUNAC has the capacity to make proposals not only on the industrial
field but within the whole range of decisions which the Commission takes.
Any country may suggest to JUNAC the importance of analyzing one sector
which may in turn be interesting as a programme. Another thing is that

an industrial programme, a sectorial programme, does not necessarily

require that all countries participate in it. Although this was the
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original requirement within the Cartagena Agreement, this is no lcnger so.
There is a given period of time during which the allocations or investment
opportunities are kept in reserve in order to give that particular country

the opportunity to integrate to the programme again.

In respect to the second question, the Cartagena Agreement is very
clear when it talks about sectorial programmes of industrial development
and it tries to define the rules, such as, that plants must be localized;
liberalization programmes by countries or by products must be established;
common customs tariffs must he established; and financial schemes to make
the plants feasible must be given. In the beginning there was another
alternative; namely, to make available to the Andean community only one
programme which would include all sectors. It also has its pros and comns,
but was not really considered by the Andean Group. We have, however,
on the way enriched us as to what tools and mechanisms can be used for indus-
trial development. I think, for you the industrial rationalization programme
is very important. This may have been mistakenly delayed ZIn its application.
Due to the fact that it takes competition into account, the industrial rationali-
zation programmes mechanism has a tendency to seem to diminish adjustment
problems. Here we think of a more indicative and less planifying scheme,
on a centralized level away from the sectorial programmes. We try to
tackle the problems the Group may have as a result of inter-regional
competition because of inequalities of economic development, inecualities
on industrial development. We aim at showing the countries' industry how
to deal with competition in the best possible way. Behind this lies the
assumption that, if advantages tend to polarize, the integration process
which in the end is political, will not be feasible, because there are
the socio-economic effects, with all the difficulties of the displacement
of factors, etc. Therefore, and in order to diminish these problems, we
have got the industrial rationalization programmes. We have four areas
or approaches which may be interesting for you. One is the application
of rationalization programmes by'sectors, selecting those of top priority
or those in which one sees the problems, in order to study them with
businessman in order to look for solutions, maybe by way of specialization.
Another approach is that we tried to define an action area within the
rationalizétion programme which we call the general tools and mechanisms

of rationalization, which consists of defining general instruments, such

as finance, technology, training, marketing, etc., to be made available
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to the businessman with problems or who may want to increase his own
efficiency. A third area is the creation of a specific programme for the
small~ and medium-size company, having in mind the problems these groups
may have. Finally, we recognize the difference of development hHetween the
five countries, namely Peru, Colombia and Venezuela on one side and Bolivia
and Ecuador on the other side. Therefore we thought that rationalization
programmes should primarily be aimed at the two less developed countries,
in order to prepare them better for competition. We think this is very
important when we facilitate more trade at the Andean level, since an
increase on efficiency increases productivity and competitiveness which

is what we are in the end in search of.

The Commission has also taken the decision of creating two complementary
tools to industrial programming, one is fthe inter-sectorial programmes,
the other one is what has been called Integral Development Projects, not
necessarily but preferably within the industrial field. What we look for
here is to define important projects aimed at the larger market and requiring
the support of the members to be feasible, although evidently located in one
of the countries. This I think, is somewhat similar to your experiences. It
came up as a - reaction to the non-materializing of some projects or invest-
ment opportunities given to the countries within the sectoral programmes.
Therefore, as a complement to this opportunities' distribution, or invest-
ment programming, we established this later tool which still is in the
conception form. It may help us to deal with the industrial sector problems.

Another tool is evidently the Multinational Andean Company.

Further answer by Mr. Estrada

We can also refer to the experiences of LAFTA, where the countries with
less relative economic development were not the beneficiaries of the inte-
gration process; they had, on the contrary, become the receptive markets of
the big countries, like Mexico, Brazil and Argentina. This factor was the
justification for the creation of the Andean Group. Within this group we
also find these relative economic development differences. Obviously, these
differences are not so big. We, anyhow, created a system which benefits
the countries with less relative economic development, so that they may
also share the benefits of the basic Andean integration concept. Obviously

there is a difference between allocating benefits and the fact that a country

may really benefit from the allocation. It is not enough that a country may
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have industrial projects allocations for these projects to be feasible,

even if the projects themselves as such are feasible. A lot depends on
whether or not the country has reached an industrial development level to
enable it to implement new projects. We found out that these two less
developed countries - Ecuador and Bolivia = did not have a development level
to enable rapid implementation of a wide variety of projects, including very
ambitious projects which amounted to a true absorbtion of the new industrial

technology aspects that were involved in such projects.

Now, we are trying to create a true internal industrial structure
directed towards capital goods, towards those elements which may clearly
increase and multiply the countries' capacity to produce. This new approach
brings a wide variety of benefits while it makes the best of the countries'
natural resources, helps to train them technologically on a superior level
and to produce a genuine internal economical development, less dependent on

foreign economies.

Question by Mr. N. Ramm—Ericson, UNIDO

I would like to refer to the industrial rationalization programmes in
connexion with the attention given to selected branches, in order to see
their future development, including structural adjustments and long-term
strategy for them. To what extent are you working with the industry in
this connexion, with the industrial representatives and to what extent is
the industry itself taking part in programmes like this? I am thinking now
of the parallel of ASEAN with their regional industrial clubs which, besides
preparing proposals for tariff preferences, joint ventures etc, also have
established a lot of co-operation between themselves. For instc.ce, in
the case of the cement industry club they have co-operation on technical
matters, such as energy-saving measures and processes. In textiles, they
are looking into the possibility of ASEAN co-ordinated training and research
activities as most of the countries have national textile institutes.

Are the branches of industries in the respective countries initiating

co~operation with each other in this way also in Andean?

Answer by Mr, Peflaranda

We do not have yet a concrete on~the-field experience on a rationali-

zation problem. We are in JUNAC trying to rollaborate with the countries

based on certain economic indicators, in order to point out priority indus=~
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tries for which, in their further development in Andean context needs for
rationalization appear. For example, because of value added, of employment
etc., the textile industry is one of the most important sectors in Andean
and it is seen as a possibility to qualify for analysis of its further
development within a rationalization programme. What we have done as yet
is that we have given to the governments certain tools, in order to make

it easier for them to identify and define the sectors where one wouid
initially have to carry out the industrial rationalization programmes. It
is not the technical organ which would decide on which branches to be
rationalized, but (and we are stressing that more than the governments) it
is the businessmen, the industry associations which must have full fledged
participation in the definition of priorities and in the making of the

required studies. The participation of the private sector is essential.

Thus, we do not yet have the working experience on this matter but
we have presented it for the consideration of countries. Four countries
have so far agreed with us on that the textile branch is important, not
in all its parts because it would be too complex, but selectively. And
we understand they are already forming the werking teams in which it is the
private sector that must carry out the substantial work. Maybe by identify-
ing the common bottlenecks one could come up with a common approach, but
if these are particular problems, particular actions must be taken. The
willingness of the private sector to rationalize must of course be taken
into account. What we are looking for is true collaboration with the
industry, to detect their problems and to present them with management
alternatives. Macro problems could be dealt with by governments, but
essentially enterprise-level decisions should be with the entrepreneurs.
It will mainly be their role to deal with the tools of the implementation

of the rationalization programmes,

Further answer by Mr., Aninat

We have to ask ourselves the questions: Why do we want to intervene?
With what instruments dc¢ we want to intervene? Who is to intervene, the
Andean community, the government, or the private sector? All this depends
cn the problem, the objective and the instruments. In the Cartagena Agree-
ment we have mandatory and non-mandatcry instruments, and, even if the

problem is a common one, sometimes there is no capacity to mandate the

instrument to solve it. A lot depends on the governments' internal
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organizaticn and alsc on the regicnal community. Even if government plays
a role in ownership of production facilities, big private organizations
often exist and each country may put up Very decentralized schemes of
decisions. These elements are the heart of the problem. It is d: £ficult
to give an answer if we do not know the facts and the capacity to react

to the problems. The schemes to be used may be totally different.

Question by Mr. Samnao, Thailand

I would like to get some information on how many projects that have
been proposed by JUNAC and led to disagreement amongst the Pact members
and how many prnjects have been proposed by JUNAC and met with approval
at the commission. The second question is, do you have a policy for
small- and medium-scale industry in the sectorial programmes? Has basic
policy on small-scale industry and medium-scale industry been considered

by JUNAC or not?

Answer by Mr. Penaranda

In respect to your first question, I may not have a concrete number
to give you but is your question how many projects in the sectorial pro-

grammes were presented and how many approved?

Clarification by Mr. Samnao

From my understanding, a project has first to be analysized at JUNAC
and thereafter if the majority 2/3 of the members have agreed on that
proposal the project has been agreed for submission to the Commission.
The Commission may perhaps disagree on this project and they have to send
it back to JUNAC. Then JUNAC will work over it and propose again to the
Commission within not later than two months, probably. I just want to
know how many projects have got the  disagreement from the Commission that
have been submitted by JUNAC.

Answer by Mr. Penfaranada

There have been many. JUNAC presents a proposal, the Commission
analyzes it and, if not in agreement, gives it bacl to JUNAC and, after

a given period of time,it goes back to the Commission. On the automotive

programme, for example, there have been many cases in which this has
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happened. There were at least four JUNAC proposals until the programme

was accepted. In the petrochemical programme on the other hand this was
almost non-existent, mainly because JUNAC, after meetings with technical
groups, and governments, and visits to the countries etc., tried to achieve
a common denominator acceptable for all countries. Upon its presentatiocn
it was, after very little adjustments, quickly accepted by the Commission.
We “ave almost the sime experience with the metal fabrication programme.

In the iron and steel field, there have been several proposals which were

not accepted by the Commission.

We have also analyzed the possibility of an inter-sectorial or multi-
sectorial approach, but the document with a basic proposal was not approved.
All products which have been chosen for programming and have not been parc
of a sectorial programme, are part of a JUNAC proposal presented to the
governments to pass these products on to the liberalization programme,
keeping for Bolivia and Ecuador some feasible and interesting programmes
to be carried out in these countries. There is a deadline on the Cartagena
Agreement which states that if not approved by 1980, these (sectorial)
programmes would pass on to the liberalization programme. We cannot, of
course, be reserving programmes without end, because we would be delaying
the countries' investment opportunities. Some countries may even have
comparative advantages to produce even on an international level, and a
delay would affect clear possibilities within the Andean Group or for a
given country. This has led to JUNAC to propose to the Commission that a
decision to be taken on this matter, and since the products are not going
to be programmed, neither sectorially or inter-sectorially, they should be
passed on to the liberalization programme. This means a free programme for

any country which may produce it or sell it freely within the Andean market.

Further answer by Mr, Estrada

Complementing a bit more, we may add that no project as such has ever
been rejected by the countries. The negotiations have consisted mainly on
adjustments towards ensuring an adequate distribution of the project ideas
between the countries, due to their relative importance. Thus, no project
has been rejected, on the contrary, the negotiation process has added new
ideas to the big package which included the programming of all sectors. For

example, within the metal fabrication programme the negotiators will discuss on

the customs tariffs level and after its realization, this aspect has been
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sub~divided in many other elements. To clarify, there has been a joint
negotiation of these packages, but the projects themselves have never

been rejected.

Further answer by Mr. Pemaranda

There may be a distinction between a proposal and the projects, which
are several and many of these are incorporated within a programme proposal.
Once the programme is approved it is possible that specific projects are
not realized. Unless its realization is in the hands of the state, it is
in the end, the private sector which develops the projects. We may endow
ocourselves with a programme of 50 or 60 production units which may never come
to be, because we do not have planned economies, what we have is more indica-

tive planning.

How then is the decision-making carried out within the Andean Group?
Generally, when JUNAC comes to the point of making a proposal to the
Commission, there has already been a lot of consultations. There have been
groups of experts, high-~level groups, which have discussed matters on a
technical level and others where decisions are taken at a political level.
The protlem is often at times political, but the Commission may not take
a decisior, or not even hand back the proposal, as the JUNAC proposals

in their purely technical concepts may be fully agreeable.

I think one of the big problems of indicative planning within the
Andean Group has to do with the lack of industrial coherence, of coherence
of the private sector in the countries. The Andean Group, except for its
Economic and Social Advisory Committee (CAES), has not yet come to a cohesion
level which would mean: to meet, discuss, bring up ideas, create clubs in
glven sectors in order to push a given project or programme, This is a
problem partly because we are mixed economies, and although most of the
specific projects are developed by the private sector, in some Andean
countries the state plays a significant role in specific projects. Anyhow,
many of the sectorial programmes of industrial development are not discussed
in the private sector, due to the fact that for this sector, at the moment,
the question is not of how to derive benefits from a specific sectorial

programme as a whole but how to make profit at project level alone,
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Comment by Mr. Dhawatchai, Thailand

I would like to make an observation concerning the level of private
participation. 10 years ago when ASEAN got together, initiating industrial
co-operation, our private sector was not really that active either, specially
in Thailand; well, I am saying this for Thailand. We had the same difficul-
ties of encouraging the private sector to come together to be involved
when the ASEAN co-operation began to gather momentum and make more progress.
Thailand's private sector has since then become much more active simply because
they have their own interest at stake. The national industry clubs or
Chamber of Commerce which before were rather paésive are now very active
and they have joined hands with other national clubs in the other ASEAN
countries forming the ASEAN Chamber of Commerce and Industry and its
affiliated regional industry clubs. The ASEAN-CCI is a very active organi-
zation, working hand in kand with ASEAN governments. In connexion with
development of programmes they have been quite effective. The active
interest of the private industry is needed for programmes to lead to concrete
results. So, this is a comment really, and I think it would also apply in

the case of Andean situation.

Question by Mr. Lim, Singapore

I would like to seek a clarification on a specific matter, Under the
Cartagena Agreement, there are mandates for certain actions to be taken within
a certain time frame. Now, did this create a situation whereby those
involved might nave felt a need to design programmes within somewhat limited
time, as a result of which there could be some overestimation of available
resources, resulting in some of the problems that you have been very kind
to expecse to us? And perhaps more important, is it because of such problems
and early anticipations, there might have come about some possible conflicts.
Is it not that which with another concept was introduced by you yesterday,
namely this 'unpackaging'? Will net the unpackaging concept of, say, a
rather capital-intensive project invelve more and more resources. I just

want to seek some clarification, whether my understanding is correct or not.

Answer by Mr, Pefiaranda

During the last years a certain cohesion of the private sector has
become reality between groups formed with the initiative of industries,

for example, the Andean Corporation of Industrialists (Coandina). Also
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a few contact groups have been formed in the automotive industry and the
metal fabrication fields after the emergence of the sectorial programmes.
Nevertheless, whenever one comes to more complex stages of economic inte-~
gration, where it is necessary to be precise on the market opening and
customs tariffs, it is not necessarily the private action which gives the
needed iliumination, since these potential producers will be interested
parties with different motivations. We do emphasize, however, the import-
ance of more intense and more active participation of the private sector,

even if there are elements which go beyond their capacity.

Further answer by Mr. Aninat

I think it can be said that we over-estimated our capacity in given
proposals, we over-estimated our joint and individual capacities to
integrate a lot of activities which in turn required important investments
(on top of the country's own investment requirements outside the integration
process). We over-estimated the absorptive capacity of each country, the
capacity of handling results, the adjustment capacity of the economies as
well. Time in a way also played against the Andean Group; adjustments
could not be made as fast as we thought they could be made. It is therefore
always important to consider the mobility of resources and factors, and the
capacity of countries to deal with their own economic system vis-d-vis the
community compromises, as countries loose part of their freedom to act.

For instance, customs tariffs can not one-sidedly to increased, if there

is an agreement which has settled them specifically. In many cases our
countries were overtaken by the quantity of JUNAC compromises and decisions
that were achieved. One must, therefore, always consider the time factor.
One must, from the beginning realize the exigencies asked from countries
vis-d-vis the national demands. Countries cannot delay programmes cn
health, housing and education, by giving priority to other programmes. One
of our tiggest problems has been to meet deadlines, even if the political

will has been there.

Further answer by Mr. Estrada

I would like to give a great deal of importance to political observance
of given situations, specially in our developing countries. I mean by this
that political characteristics and economic policies of the countries which
signed the Cartagena Agreements are now vely different, in general, from
what thev were or.ginally. Economic policies have given new impetus to osur

integration process, for example, in industrial programming. One observes
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different opinions about when one must intervene in a market, why one
should allocate or to what levels protectionist measures should be insti-
tuted. We look at different levels of priority for the production of
either goods or services, perhaps different ones on the production of

industrial or agricultural goods.

The majority of decisions have been achieved during moments when the
Andean countries' thoughts were more or less homogenous, even if good
or bad. For example, during the early seventies we all thought priorities
were to be given to the petrochemical and automotive programmes. Now
it would be difficult to find the same assessment with respect to such
priorities. Other experiences on the matter also demonstrates that an
important element is that there should exist a common identity, at least

in the pertaining areas, on the substance of economic policies.

Further answer by Mr. Montes, Colombia

I want to emphasize the fact that the process of integration cannot
in any case be separated from external economics. When many of the
industrial programming decisions were taken it was clear that it was the
right thing to do and the countries did have the resource: to successfully
carry them out. There had been a boom cf o0il prices and several governments
did have the economic means to carry the projects and they also could make
strong decisions. The increase on interest rates now has made money verv
expensive to obtain, the countries' debts are so enormous and the value
of their exports has decreased on the internmational market, that the
financing of programmes has become very difficult. Some countries are more
worrled now abnut creating job than about investing in capital-intensive
ventures. Therefore, attention must now be given to labour-intensive
projects different from those approved before. It has become more difficult
to programme on the long run, since the future becomes more and more
unpredictable. Therefore, we in the individual countries must concentrate on
small-scale programmes which would lead to results on a shorter period of time.
We are now forced to adapt our efforts to the necessities of the present circum-

stances within our countries.

Further answer by Mr. Pefiaranda

Circumstances have changed from the years of the 60s and 70s, maybe

the emphasis of the 80s shall not be on industry but on agriculture,
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What is important is that the Cartagena Agreement still exists and that the
political willingness of the countries is flexible enough to allow for

the countries, and JUNAC and the organisms of the Agreement to implement

a series of policies provided for in the Agreement. The Agreement contains
two main axes: the sectorial programming axes and the liberalization and
free-circulations axes. 1In accordance to the given moment and circumstances
one will insist on one or the other. I think all agreements should have
long-range goals which take into consideration historical momentum; such

a vision is indispensable for any form of integration, otherwise it is quite

improbable that countries would adhere to an integration process.

Question by Mr. Estrada, JUNAC

I would like to ask a question, namely, whether in ASEAN there was
the need and the feasibility to establish common criteria in relation to
the technical standardization and to the certification systems of quality
standards, as a means to support commercial exchange and industrial co-opera-
tion between the countries. Have you been able to develop a specific
activity on the matter? I believe this may be a field in which we could
start co-operation between the two integration systems resulting in muliple

benefits for both groups.

Reply by Ms. Altamirano, COIME

I may reply to that particular question. ASEAN has given attention to
the need to come to some kind of harmonization of standards, special
industrial standards. Recently we have formulated a study proposal to te
undertaken in co-operation with European Economic Community to see possibi-
lities for harmonization of industrial standards in ASEAN with the main
objectives of facilitating intra~ASEAN trade. Specizlly in view of the
ASEAN programme vn industrial complementation, the need was felt to see
what products could or should be standardized so that there would be more
intra-~ASEAN trade. So, we could say that we just starting to look into

this specific area.

Comment by Mr. Pefiaranda

I would like to mention three areas of possible co-operation for us
all. One of them is external-action within the international context. It
would be interesting that both groups co-ordinate positicns and statements

before the intermational fora, since we could derive from it more benefits
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than if we acted separately.. I would suggest to leave it for the future
to look for a common position and a common action before the intermational
fora in various fields, such as financial aspects, industrial or cultural
ones, etc. Another field would be to try to increase the commercial
exchanges between our two groups of countries through identifying in

which products and to what extent such increase can be achieved. The
third area would be concerning particular aspcts of mechanisms in the
integration process, like methodology; ways to focus on problems, statis-
tical information, etc. We would; for example, like to exchange ideas on
our methodology and studies made on our common external tariffs. We have
here worked on the theor, of effective protection, and we have worked on

a raw material product basis., We have experience and information which
may be interesting to discuss for you and for us. We could also discuss
on sectorial programming, how to identify investment opportunities, how

to distribute them between the countries , the model we used, how did we
get to it, how do we deal with it, etc. These arz three possible areas

of co-operation, the idea being mainly to develop thoughts on the fields
where in the future co-operation may come about and on the continuation of
this relationship. We are open,of course, to share our experiences in what
we have done., All this could be complemented with seminars, experts-

interchange, and more specific meetings.

Reply by Mr. Sobrepena

We were thinking alcng this line also in our group and we have came
here with an open mind as to future areas of co-operation between the two
groupings. Personally, I think the exposition made by the various members
of the JUNAC secretariat, and the delegations from the Andean Pact countries
were very informative, honest and frank. We have been giving some thoughts
on some possibilities or suggestions which we might put forward in order to
maintain the momentum of this initial contact. We realize that it is
important that we get to know one another better so that there will be
better links between our two groupings. This, as you know, we are
going to have a chance to do,because starting tomorrow, starting with Peru,
we are going to each of the countries of the Andean fact trying to meet
the people involved in integration and visiting factories. We would like
to suggest that th~ Andean Group likewise explore possibilities with UNIDO
for a similar conference and study tour to ASEAN by a group of Andean
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delegates. It could be timed with the meeting of COIME in Manila sometime
next year and after which there could be visits to the other capitals of
the ASEAN countries and also a similar programme could be implemented. In
this way it would be possible to have both the formal discussion with ASEAN
as well as physical view of the level of development in each of our five
countries. I think this initial contact would also provide a useful basis
for the second area proposed by Dr. Penaranda, that is, an identification
of possibilities of increased trade. The fact that we will be able to see
what is available in the five countries of Andean during next two weeks,

I think, will provide us an opportunity to asses some kind of initial may
market possibilities, and we think that coul/ be duplicated next year by a

similar delegation from Andean.

The very first area that you suggested, regarding possibilities for
joint co-operation in international fora, this would be a decision which
cannot be made at this point. I mean, we could not formally make a commit-
ment because there is a practice in the ASEAN that before you formalize
any linkage between groupings or tiird countries this must be decided by
our foreign ministers. The decision, for example, to establish formal
dialogues with US, EEC, Japan etc. were made by the foreign ministers and
not the economic ministers, although the main bulk of the discussions, and

were we get practical results, are really economic.

On the third point, on an institutionalized exchange of information
and exchange of experts, I think, this will fall under the first, area.
If we already agree that there will be real formal ties with Andean 1like,
for example, establishing an ASEAN-Andean Pact dialogue, then such insti-
tutionalized exchange of information will fall into place. But, short of
that, I think, most of the delegates from the Andean Pact and the delegates
in ASEAN will have further informal contacts. Again, let me reiterate our
suggestion (and for this we do not need to have any formal approval) which
is, that you could negotiate with UNTDO that there will be a return
conference/study tour in ASEAN, maybe with the conference in Manila to

coincide with one of our regular meetings of COIME.

Finally, just as a footnote, Initially, also in this process of
establishing formal dialogues or formal contacts, as matter of procedure
it might be useful to consider that in Lima, where the secretariat of the

Andean Pact is located, there is one Ambassador from the ASEAN conntries
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located and that is the Emabassy of the Philippines. So the Ambassador of
the Philippines could be a contact person in behalf of ASEAN as far as

Lima is concerned where the secretariat of the Andean Pact is located.
Correspondingly, there is only one Embassy of the Andean Pact countries
located in Jakarta where the secretariat of ASEAN is and that is the
Venezuela Embassy. So, perhaps Venezuela's Ambassador could be the
official linkage of JUNAC in the Secretariat in Jakarta. So you have possi-
bilities of designating, or the meeting could recommend that the Venezuelan
Ambassador in Jakarta be made liaison officer of JUNAC to ASEAN and the
Philippine Ambassador in Lima be designated as the ASEAN liaison to JUNAC.
We have used this kind of arrangement in some of the major capitals of the

world. It is a one of the modus operandi that we have in the ASEAN.

Further comment by Mr. Sadasivan

I substantially agree with what my colleague talked about. I am
particularly interested in the suggestion regarding information exchange
and I think that we in ASEAN would find it very useful to get a little bit
more information on the methodologies used in preparing your industrial
programming, I think we would be very interested in determining, in trying
to understand and find out more details about your methods for the common
external tariff. We have seen the EEC methods. I believe you mentioned
that you were looking at it on the basis of effective rates of protection
which is a substantial improvement over the standard average that the EEC
took as their guide. Many ASEAN countries are beginning now to examine
their own tariff policies both on national basis as well as on ASEAN basis.
The effective rates of tariff protectinn method is what most of us are
looking at, but again on national basis. Some of us have discovered to
our horror that some of the industries in our respective countries are
protected by as much as 150-200 per cent level of protection, through the
nominal level of protection may be only 25-30. We,in Malaysia for one,are
very concerned with this aspect of tariff protection, and I believe the same
is true in some other countries. So, whatever information you have on this
particular exercise and its relevance to Andean Pact, I think would be
something that we could make very useful use of. The other area is the
question of increasing trade between both groupings. The ASEAN Committee
on Trade and Tourism 1is always examining the possibility of diversifying
the trade relations from the existing trading partners to other areas as

well. 1I,personally. think that there is a lot of products in the Andean
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Group we should find a ready market for in ASEAN. In this particular case

I am thinking of your capital equipment and your semi-durable industrial
products. I think there are also number of ASEAN products which should

find a good market in the Andean region. You mentioned that you have some
figures, some indication of products which could be the basis of starting
trading relationship between the two groups. Whatever information you have
on this we would certainly pass to the Committee on Trade and Tourism in
ASEAN to look at and see how the trade can be developing. On the first
point, about adopting common positions in a number of international fields,
as my colleague from Philippines explained, this is strictly outside of
mandate at this point of time, simply, because we came here with the
different purpose really, we came here to study your experiences, so I

think most of us did not, quite honestly, seek a mandate from our govern-
ment on discussing any formal relationship of the type that is involved in
accepting or in adopting common stands or common positions on international
issues. But in principle as far as Malaysia is concerned, I do not really
see too much difficulty in establishing the initial contacts at a political
level; maybe at next appropriate UN meeting perhaps. We would certainly

on our return take this up through our own committee (COIME) and the economic
ministers to the foreign ministers for their consideration as to what possible
course of action they think should be adopted for this particular exercise.
In summary, Mr., Chairman, I think most of us in ASEAN would be extremely
interested in obtaining more information on the last two points you mentiomned,
the possibility of greater trade between us and the methodology used in
negotiating.

Further comment by Mr. Ramm=-Ericson, UNIDO

May I just suggest one small item more on which ASEAN might wish to
have further information. In JUNAC you mentioned that you are in the
process of reviewing the impact of the Andean Pact trade liberalization
programme, Perhaps the methndology you are employing, or intend to
employ, in assessing the effect of the increase in your intra-Andean trade
in manufactures can be a useful piece of information for ASEAN ulso. Then,
of course, later on the results of your assessment will certainly also be

interesting.
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Morning session - 14 October 1982

The conference was concluded during a brief morning session on
14 October 1982, before the ASEAN participants continued on their study
tour to La Paz, Bolivia. (On the 13 October the ASEAN group had held

discussions with Peruvian government representatives and industrialists).
At the final session a brief summary report was adopted. (see page 6 above).

In a concluding statement Mr, Sadasivan on behalf of ASEAN noted that
the real objective of the ASEAN visit has been to see whether there was any-~
thing in the Andean Pact experience that could be useful for ASEAN. This
objective, he said, the meeting has fulfiled. We have learnt about your own
difficulties at integration, we have learnt some of the complex plans you had
which had to be amended because they were very ambitious to start with and,
therefore, we would try to avoid those mistakes in our own efforts in ASEAN.
ASEAN collectively, he confirmed, is also very interested in establishing long-
term relationships with other regional groupings. As to what form this would
take, I think it may be of bit early for us to say now. But certainly this
was a very useful initial contact we have had with the Andean Pact and we are
going to have subsequent contacts with you. We certainly hope UNIDO and
UNDP are listening very carefully to our proposal that you visit us next
time; next year perhaps. I believe contacts of this type would result in
establishing between the Andean Group and the ASEAN countries some sort
of long-term relationship. We are particularly interested in technical
co~operation, as was mentioned. At this point of time we do not kow what
areas are suitable for technical co-operation. We might have a better idea
after we complete the visit to all the countries in the region. Finally,
may I on behalf of colleagues again express our very sincere appreciation
to the JUNAC secretariat for giving us this opportunity to see for ourselves,
to hear of your experiences and difficulties. We think this has been
specially useful, because, as I mentioned yesterday, we are also looking
in ASEAN now at ways to intensify our economic co-operation efforts and
this particular meeting and the visits to the Andean Pact countries are
really irteresting to us and useful to us. I would also take tiiis
opportunity to thank again very much for the assistance of UNDP and UNIDO,

Mr. Sadasivan concluded.
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III. THE STUDY TOUR

Through the study tour the ASEAN participants were given the
opportunity to discuss and exchange views with the officials in the
respective Andean Pact member countries directly involved in the inte-
gration work, as well as with industrialists in these countries actively
involved in the various regional industrial programmes of the grouping.
The discussions were without exception characterized by great frankness
and openness and the ASEAN participants were given most valuable
information of the areas of progress and of difficulties encountered.
The ASEAN participants on their side tried to indicate how they were
tackling similar problems and informed on the various approaches they

were pursuing in the area of industrial co-operation.

In the folioﬁing, a summary of all the discussions is given within

the framework of the programmes followed in the respective countries.

A representative sample of industries in the various countries
were also visited and the study tour participants could obtain an
appreciation of the effects of the Andean Pact co-operation schemes,

the problems faced and potentials envisaged.
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Lima, Peru

Wednesday 13 October 1982

10,00 Ministry of Industry, Tourism and Integration (MITI)
Present: Dr. J. Gonzales Inquierdo, Deputy Minister of Integration

Mr. N. Moscoso Campas, MITI
Mr. J. Alfaro Gilvonio, MITI
Mr. C. Canales Jesi, MITI
Mr. J. Licetti Coniciq, Industries Society
Mr. B. Baletti, FOPEX
Ms. E. de Patinho, Ministry of Foreign Relatioms

The discussion was focused on the Peruvian experience in the
application of the main mechanisms of the Cartagena Agreement,
e.g. Sectorial Industrial Programming and Rationalization, the
Liberation Programme and Common Extermal Tariff Policy, Physical
Integration. Especially, the three main programmes agreed upon
- metalmechanic, petrochemical and automotive industry, were

analyzed in detail.

The objectives of those programmes were only reached very partialily
and integrational efforts failed to a great extent. For example,
the metalmechanic programme aimed at a $75 million investment in
the region and actually achieved as $12 million real investment.
The failure of the programmes was attributed to an exaggerated
compulsory planning policy which left aside the private sector
industry.

The government in Peru, had adopted a liberal trade and economic
policy with emphasis on the market forces which is not compati-
ble with a rigia sub-regional government programming and which
would be trying to actively involve the private industry and
assign products on basis of purely economic and technological

criteria.

The government's industrial policy is aimed at reduction of
protection level, taking into account comparative advantages
and to reallocate resources according the forces., Emphasis
is laid on the rationalization programme to reduce the cost

of readjustment to the new situation.




14.00

-92 -

The assignation of products and industrial programming in JUNAC

were In the past the result of negotiation between governments,
whereas in the future the Peruvian government intends to reformulate
and re-orientate the programmes towards an active participation of

the private sector thus also redefining JUNAC's role.

Delcrosa Company (electric motor factory)
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La Paz, Bolivia

Friday 15 October 1982

09.00

16.00

Secretaria de Integracidn

Present: Mr. Hormando Vaca Diez, Minister of Integration
Mr. Gonzalo Walde Cardenas, Undersecretary of Integration
Ms. Ana Maria Solares, Director of Economic Affairs

(the last two participated in all the following official
meetings)

Technical Experts of the Ministry.

After receiving a welcome of the ASEAN participants the Minister
of Integration expressed his pleasure to receive the group in this
special moment for Bolivia and gave a short exposition of the new
Bolivian vision of the integration process. The most important
goals to achieve would be a reduction of the dependence in the
field of industry. The integration process should promote the
establishment of adequate industry which would use national prime
materials, intermediate technologies instead of capital-intensive,
labour-saving technologies which the international companies tended
to use., By this way a horizontal industrial integration could be
realized. Asked about specific problems of the Andean integration
process, the Minister mentioned that it was sometime forgotten
that in a just bargaining process both sides would have to gain
something. He pointed out that in the past negotiations some

very technology- and capital-intensive industries of less immediate
interest to Bolivia had been distributed, i.e. in the car industry.
The integration process should start at the individual country
level, on basis of each country's situation, resource endowment
and priorities. 1In conclusion, the Minister explained that the
past experience would have to be reevaluated. The important
achievements would have to be conserved but the necessities would

have to be redefined.

Alubol S.A. aluminium plant in E1 Alto outside La Paz which was

presented by its owners and managers.

Alubol S A. is a plant producing aluminium profiles and fittings
from ingots imported from the US. This privately owned plant

started operating three years ago using Latin America's most
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modern equipment. Because of the custom tax exemption for non-
traditional industries they can export duty free to Peru, although
they have encountered various administrative problems and because
of this and the internal economic difficulties of Bolivia they are
presently working at a very low capacity. With these problems
(i.e. the difficulties to export to Andean Pact countries in spite
of the devaluation of the Bolivian Peso) they find themselves in
the same situation as the Andean Pact enterprise Atlas Copco of

Bolivia, which had recently suspended production.

Viacha plant of the Cerveceira Boliviana Nacional (brewery) which

was presented by the plant manager Mr. Rene Prudencio.

The modern bottling plant of the Cerveceria Bolivian Nacional,
Bolivia's biggest brewery, was recently inaugurated. This

privately owned enterprise has started to export on a wide scale

to Peru and Chile using its cost advantages and in the case of

Peru also using the exemption of customs duties. To lower its
production costs this enterprise has started a big agriculture

and social project in Chuquisaca to produce malt in Bolivia. By
this they can produce beer using up to 99 per cent national inputs.
Only barley has to be imported because it cannot be grown in Bolivia.

Visit to the Vice President of Bolivia, Mr. Jaime Paz Zamora, in

company of the UNDP Resident Representative, Mr. Pedro Mercader.

After having received the welcome of the group the Vice-President
Mr. Jaime Paz Zamora expressed his high pleasure to receive a
mission frrem the countries of ASEAN which like Bolivia were facing
formidable development tasks. He gave his visions of the problems
of integration for the Andean Pact countries which at the same time
had to achieve both internal integration and integration with each
other. Bolivia, because of its geographical situation, is very
dependent on the integration process. It is not only drawn to the
Andean Fact countries but, because of its situation in the Amazonas
basin and the Rio de Plata basin and it closeness to the Pacific
Ocean, it 1is also drawn towards integration with other countries.
For all this the Vice-President saw the integration process as an

important challange.
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Looking at the past experiences with Chile and also of the
military-ruled Bolivia in the Andean Pact one could learn that

a well functioning irtegration process has to be based not only
on technocratic and economic integration, but also on political
integration. He was interested in learning whether the ASEAN
countries have seen the same problems. It was explained to him
that in the ASEAN countries problems of political integration
have not come up, tha: the countries were satisfied with their
achievements in the field of economic co=-operation. It could
well be that on basis of the successful economic integration one

day a process'of political integration could also be startea.

Ministry of Mining and Metallurgy

Present: Mr. Carlos Barragan Vargas, Minister of Mining and Mettallurgy

Mr. Guillermo Aliaga, Director of Planning, Ministry

of Mining
Mr. Fernando Kyllmann ; Representative of the Corpora-
Mr. Rolando Jordan tion of Private Miners

The Minister of Mining was interested to discuss specific problems
with the mission and asked them to inform about the concrete
example cf the mineral exchange of Penang. He was also interested
in the view of the mission concerning the necessity to take politi-
cal actions to gain a just price for tin. It was agreed that the
members: nf the group coming from tin-producting countries would
convey the interest of Bolivia to discuss these specific problems
to their Governments and would ask them to invite Bolivia to parti-
clapte in the meeting among ASEAN ccuntries in which a position on

these issues would be discussed.

Ministry of Foreign Relations

Present: Mr. Fernando Salazar, Special Adviser to the Minister

Dr., Hernando, Velasco, Undersecretary, External
Relations, Ministry of Foreign Relations

The visit to the Ministry of Foreign Affairs was largely of a

protocolar nature,
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18.00

Bolivian Chamber of Commerce

Representatives of the Bolivian Ministers of Foreign
Affairs, Industry, Integration, and Mining and representa-
tives of the private sector.

In the joint meeting in the Bolivian Chamber of Commerce the
difficulties encountered in both integration schemes were very
frankly discussed. The ASEAN members explained their mzin achieve-
nents (i.e. industrial projects, industrial joint ventures, and
ASEAN's industrial complementation process). As main problem of
the ASEAN co-operation process the competing interests of each

of the members were pointed out. This made it difficult to assign
certain economic activities to one country. Because of the very
different levels of customs duties in the member countries the

process of reduction of customs duties encountered difficulties,

The Bolivian experiences with the integration in the Andean Pact
was frankly explained. Until now the industrial sector prograuming
had costed Bolivia a lof without bringing much benefits out of the
rounds of assignment negotiations in respect of the three sectors
hitherto covered (whereof the programme of the petrocheanical indus-
try had become somewhat obsolete because of the little availability
of raw materials in some member countries and the programme on the
car industry because of technological progress in this industry).
From its assignments in the metalmechanic industry programme Bolivia
had only been able to start the production of drilling equipment
and compressors by the multinational enterprise Atlas Copco. The
market for this equipment in the Andean Pact is wvery small since
only Bolivia and Peru have an important mining industry. Neverthe-
less, it was pointed out that the integration process is always a
long process and that it was important that a permanent dialogue
had been started among the Andean countries which certainly one

day will bring its fruits.

Reception in the Secretaria General de Integracidn
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Quito, Ecuador

Monday 18 October 1982

08.30 Ministry of Industry, Commerce and Integration (MICE)

Present: Mr. Armando Baquerizo Carbo, Undersecretary of Inter-

national Trade, MICEI

Mr. Luis Orlando Diaz, Director-General of Integrationm,
MICEI

Mr. Jose Villacis Paz y Mino, Director-General of Foreign
Investments and Technology, MICEI

Mr. Nelson Diaz Suarez, Director, Department of General,
Directorate of National Industrial Development, MICEI

Mr. Ruben Rerdoiza Mera, Director, Department of Eocnomic
and Social Harmonization, MICEI

Mr. Marco Arias Ribadeneira, Director, Department of
Sectorial Programming, MICEIL

Mr. Jose Rivadeneira, Director of Investment Promotion,
Centre for Industrial Development (CENDES)

Mr. Mar:elo Ruiz Lecn, Ecuador Federation of Exporters
(FEDEXPOR) (private sector)

After a short introductory statement by Mr. Baquerizo, a four-

hour very lively and frank round-table discussion started by an
expose (by Mr. Diaz) of what the process of Andean integration

had meant for Ecuador. It was felt that the integration had served
in principle as a good tool, stimulator and support mechanism for
the government's efforts in fostering industrial development in the
country. Of particular importance was the fact that Ecuador (and
Bolivia) had been given certain favourable treatment under the
Andean Pact agreement. However, some negative aspects had to be
observed. In particular, the agreements regarding interchange of
goods ~ being of a main factor in the integratiom process - had

not been properly implemented by all the countries, although Bolivia
and Ecuador cn their part had made great efforts to comply. Ecuador
had found it difficult to absorb the increase of imports from the
more developed Andean Pact countries, while at the same time it had
experienced difficulties in penetrating the markets of these coun-

tries.

Regarding the industrial sector programming, the experience of the
metal fabrication programme, being the only one having been put
under implementation, was, it was felt, of great significance.

The experience of Ecuador had not been satisfactory. Conflicts
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and difficulties had arisen due to complex administration and

rigidity in the rules adopted under the agreement. Also, the

lower level of infrastructural development in Ecuador (and

Bolivia) was a handicap. Moreover, Ecuador had to overcome

prejudices when penetrating neighbouring countries' markets =nd,

in particular, other countries did not always readily grant duty

free entry in accordance with the agreement. Ecuador had, at the
beginning, in the early 1970s, great expectations to attract a

number of industries in metal fabrication with relatively high
technology. However, in the negotiation process, under the aegis

of the JUNTA, it was clear th;t in the case of most industries of

a type which would be suitable for Ecuador, established manufactur-

ing was already existing in the larger neighbou: .ag countries, and

such industries would not be allocated to Ecuadur. Ecuador made,
unfortunately, no detailed studies regarding viability of potential
projects before the negotiations. The industries which were allocated
to Ecuador were thus not the ideal choice, although the country got
exclusivity in Adnean Pact area for these industries up to the end of
1987. Several industries were established and some of these had subse-

quently to be closed down. The main reasons were quoted as:

(1) Unsatisfactory access to Andean market as:
- The common external protective tariff was not always
complied with by other Andean Pact countries;

-~ Junta-Andean Pact tariffs were not eliminated as
agreed;

- Adrinistrative obstacles and non-tariff barriers
s £ created by some Andean Pact countries;

(ii) Tecls..logical advances made some of the projects obsolete.

(111) Some o) the projects were ill-conceived from the beginning.
As indicated above, the Ecuador negotiated list of projects
was to some extent a rest-list (as many more suitable
industries were allocated to other countries on basis of
existing production).

According to the private sector representative (Mr. Marcelo Ruiz

Leon of FEDEXPORT), a major problem, besides those above indicated,
was a lack of political support for the smooth running of the inte-
gration agreement. IHe also observed that the situation for Ecuador

in 1969 was much different from that of to-day. Iow wost of Andean
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Group countries were competing with each cther much more and
wanted to manufacture products allocated to others. Finally,

the Ministerial negotiating delegations were often not able to
effectively follow-up in their respective countries the compromise
agreements they had arrived at. What was needed would be that the
other countries clearly demonstrated their intention to fully
comply with their obligations. Only then could the Ecuadorian
private sector confidence in the industrial sector programmes be

restored.

Both the gcvernment and private sector stressed that the ideals

of the Cartagena Agreement were not in question. However, Ecuador
was now trying to review the existing and to create new programmes
within the integration scheme - what was wanted were programmes
which would be more practical for Ecuador and take into full
account the economjc realities. Cnly then could the Andean pact

industrial co-operation be revitalized!

ECASA (factory producing refrigerators, gas-stoves etc,)

Present: Mr. Alfonso Abdo Neira, Production Manager

Mr. Miguel Andrade, Materials Manager
Mr. Abdo Neira informed about the experiences of the ECASA company
with the Andean Pact co-operation. He observed that the Andean
market was a reality and although at present they had great diffi-
culties due to various reasons to sell in the markets of the other
Andean countries, he felt that these problems would be overcome
in the long run. There were producers of household appliances,
like stoves and refrigerators, in all the Andean countries. A
relatively high external tariff exists in all countries. In order
to export to the other Andean countries ECASA was to use Andean
parts when such parts were being manufactured in Andean, for instance,
compressors which are made in Venezuela and Colombia. However,
although no 220 volt compressor which is what is needed for Peru,
1is made in any Andean country, ECASA was not able to export duty-
free their refrigerators co Peru (as they had a compressor imported

from outside).

All in all, Mr, Abdo Neira maintained that the company had more

problems than before the integraticn scheme also in their production
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for the local Ecuadorian market. In particular, they have tec pay
more duties now for components which have to be imported. Presently
the company, which was originally established before the integration
scheme and was expanded a few years ago in view of expectations of
increased local market and intra-Andean exports, is exporting about
20 per cent of its production to the other Andean countries. It was
noted that the Andean Development Corporation (CAF) had provided some

finance to facilitate imports of components from other Andean coun-
tries (i.e. compressors from Venezuela).

17.00 Centre for Industrial Development (CENDES;

Present: Mr. Cesar Delgado Rendon, General Manager
Mr. Jose Puya, Promotion Manager
Mr. Rodrigo Orbo, Technical Manager
Mr. Jose Rivadeneira, Director of Investment Promotion

Mr. Delgardo informed about the activities in connexion with the
Andean integration schemes of CENDES which is a government-owned
organ., CENDES provides the government negotiation teams for irdus-
trial sector programme discussions with data and policy analysis.
Once programmes are agreed CENDES has the main responsibility of
promoting their effective implementation normally through the
establishment of joint ventures. CENDES has done this through
preparation of industrial project profiles, pre-feasibility studies
and identification of prospective projects sponsors. CENDES has
agreements with a number of organs in industrialized countries

aiming at promoting investment in developing countries.

20.00 Dinner hosted by MCEI and CENDES.
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Bogota, Colombia

Wednesday 20 October 1982

08.30 Instituto Colombiano de Comercio Exterior (INCOMEX)
Present: Dr. Luis Yesid Hoyos, Sub-Directocr, Economic Integration,
INCOMEX
Dr. Jorge Luis Ordonez, Sub-Director, Commercial Policies,
INCOMEX

Dr. Alvaro Bernal Gomez, Sub-Director, Operation, INCOMEX

Dr. Jose Alberto Perez Toro, Sub-Director, Exporters,
INCOMEX

Dr. Jorge Esquivel, Chief, Communication Office, Public
Relations and Protocol, INCOMEX

Dr. Jaime Gutierrez Montes, Chief, Division of Bilateral
Relations, INCOMEX

Dr. Felipe Carrizosa Restrepo, Chief, Division for Economic
and International Studies, INCOMEX

Dr. Omar Ferreira Rey. Assistant Director, INCOMEX

Dr. Elias Herera Mejia, Chief, Secticn for Metalmechanic
and Steel, INCOMEX

Dr. Fabio Jaramillo Rojas, Chief, Sector for Exteral
Relations, INCOMEX

Dr. Horacio Hoyos, Division for Economic and International
Studies, INCOMEX _

Dr. Pedro Garzon Sarmiento, Chief, Section of the Latin
American Countries and the Rest of the World, INCOMEX.

Mr. J.L. Ordoilez, who chaired the meeting, opened by underlining the
importance of a south-south dialogue and briefly illustrated the
Colombian experience in the Andean Pact vis-d-vis (i) Zoreign
investment; (ii) the two less developed countries within JUNAC
(Ecuador and Bolivia); (iii) the co-operation among the Andean Pact

countries; and (iv) with the transnationals.

Then, the delegation of ASEAN gave a short explication of their
three main programmes, e.g. the ASEAN Industrial Projects, the ASEAN
Industrial Complementation programmes, and the ASEAN Industrial Joint

Ventures.,

The officials of INCOMEX on their side explained the functioning
and their experiences of the three main industry sector programmes
of the Andean Pact, namely, the metalmechanic, automotive, and

petrochemical industry sector programmes.

On the whole Colombia was satisfied with the programmes, while
recongni.ing many problems and shortcomings in the functioning.

The importance of matching the assignations of the products with
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the existing infrastructures in each country was emphasized.

The metalmechanic programme was the one which functions best,
whereas the automotive programme had suffered many problems which
had come about independently of the planning within the Andean

Pact (energy crisis, change of technology etc.).

It was pointed out that Colombia has a negative trade balance within
the region, that is, it imports more from the other Andean Pact

countries than it exports.

It was maintained that the non-compliance with many decisions

of JUNAC did not imply a failure of the system as a whole. It
rather meant that the regulations had to be adapted and corrected
during the process of integration. Also, it was believed that a
firm treaty, like JUNAC represents, was absolutely necessary for
an integration programme. Nevertheless, the treaty had toc be
flexible in order to take into consideration the changing political

economic scenario.

The Decision 24 about foreign investment and transfer of technology
was considered a most important framework and a stabilizing factor
for Colombia. In conclusion, it was stated that today, the Andean
integration had become a most important reality for the country, and,
therefore, the Andean Pact was of utmost importance. Colombia was
trying to insist on necessary changes within the treaty and was
strongly believing the future of that .ntegrational system.

ICASA (plant producing refrigerators, cooking stoves and other

household appliances)

Present: Dr, Jaime Glottman, Chairmar. of the Compaay Board

The mission was guided through the ICASA plaat by Dr. Glottman,
Chairman of the Board of the Company and senior management staff.
During the subsequent lunch Dr. Glottman reviewed his and the
company's experiences of the Andean Pact co-operation. The basic
concept of the integration is good, that is the possibilities at
enterprise level of increases in economics of scale due to the
larger market should be pursued and should, if successful, lead

to further effectiveness and possibilities of penetrating the
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international markets outside Andean. The industry in Colombia
had generally seen the Andean Pact co-operation in this light; as

an opportunity.

The household appliances sector was by far the industry most advanced
in respect of Andeun co-operation. The sectorial programming had,
however, not been a very important mechanism in this connexion, it
had led to more discussions and argumentations tham coacrete practi-
cal results. Much more important was the gradual automatic tariff
reduction (even if ics agreed automaticy had not always been properly
adhered to by all the countries). Dr. Glottman also stressed that
the Colombian government organs, such as PROEXPO and INCOMEX had
been most helpful and positive towards the Colombian industry.
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Caracas, Venezuela

Friday 22 October 1982

09.30 Institute of Foreign Trade (ICE)

Present: Mr. Carlos A. Granier, Dirsctor-Generzl for Economic

Integration, ICE

Mr. Telasco Pulgar, Director-General for Planning, ICE

Dr. (Ms.) Eglee de Blanco, Adviser to the President
of ICE

Mr. Freddy Tineo Aguilero, Co-ordinator of Industrial
Programming, Legal, ICE

Mr. Emilio Nouel, Legal Consulting Office, ICE

Mr. Gustavo Perez Ortega, Director-General for Sectorial
Planning, Ministry of Planning

Ms. Magda Gonzales, Department of International Relationms,
Ministry of Plannine

Mr. Ivan Fernandes, Director for Planning, Ministry of
Trade and Industry (FOMENTOQ)

A meeting with Venezuela senior officials and researchers with
Andean Pact integration related to the industrial sector was
arranged by the Institute of Foreign Trade (ICE) which is a semi-
autonomous institution with the tasks, inter alia, of proving

the government with research analyses, and proposals in connexion
with regional economic co-operation, The discussions which lasted

about four hours were very lively and frank.

As a start information was given on the reasons for the late entry
(in 1973) of Venezuela in the Andean Pact, a major purpose of
which was to provide support for the development of Venezuela's
industry. The main reasons for the delay were indicated as having
been the following:

(1) A major political change took place in Venezuela at the
time of final negotiations which led to a reappraisal
of the Venezuelan policy;

(11) The existing trade treaty arrangements between Venezuela
and the US had to be adjusted =0 as to become compatible
with the Andean Pact co-operation;

(111) The ecunomic interests in certain sectors, in particular,
the agriculture, textile aud Lanking sectors, had to be
convinced of the overall benefits of Andean Pact co-
operation;

(iv) The international companies (INC's) 1in Venezuela wei
mestly import substitution production units working
behind a protective tariff, and interested in the main-
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tainance of the protected local market and not necessarily
in a wider Andean market. [In Bolivia and Ecuador on the
other hand the TNCs, being mostly distributors and importers,
were generally less in favour of high-protected natiomal
markets,/ TNCs in Venezuela, taking such a short-term
position, were opposed to the Andean Pact industrial
integration;

(v) Difficulties were also foreseen in the field of intra-
Andean transportation, for instance, transport by trucks
were the priviledge of national companies and reloading
was necessary at the border points;

At 3ame time the main reasons (related to the industrial development)
for Venezuela's joining the Andean Pact were identified as follows:

(i) 1In the 1960s and earlier the industrial policies had
primarily been directed towards supporting increasad
consumer goods production, on import subsititution basis,
and little attention had been given to intermediate and
capital goods (partly as consequence of the trade tready
with the US). However, by 1970 the country had reached a
stage whi:n the development of certain capital goods and

intermediate goods production became interesting. The
effective furthering of such development needed first

of all a market enlargement,

(i) The already existing, mainly consumer goods, industries
should be made more efficient through exposure of competi-
tion (a) from the other Andean countries as result of the
reduction and eventual elimination of the tariff protection
with the Andean Pact and (b) from third countries as the
common Andean Pact outer tariff would normally be lower
than that of the high tariff Venezuelan. In particular, the
Venezuelan industry should be brought into a position to be
able to compete successfully in the enlarged Andean market.

(111) As far as the Andean Pact in“ustrial sector programming
of the Andean Pact was concerned, Venezuela had major
interests in products, such as capital goods, transport
equipment, petrochemical intermediates,which were in
the areas of industrial programming. The Venezuelan
policies for the development of these sectors could be
reinforced through the programming. These policies,
aimed at making the Venezuelan industry more efficient,
were by necessity creating a lot of immediate problems
for the country's industry which had developed quite
cemfortably under considerable tariff protection, Further-
more, Venezuela did not earlier have any legislation
regulating direct foreign investment (such as the Andean
Pact Decision 24).

In 1971 a big meeting to discuss the pros and cons for Venezuela
joining the Andean Pact was arranged between representatives of

the private industry sector, the public sector, the trade unions
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and the political parties. The prevailing result of the meeting
was that Venezuela should join and the hesijtent private sector was
convinced of the overriding benefits in the long-term of the Andean
Pact co-operation. On this basis the Institute of Foreign Trade
(ICE) now functions as the technical secretariat and research arm
of the country for the integration work. It has working groups

for the programmed sectors (metal working, petrochemicals, auto=-
motive) with representatives from all interested parties (private

and public sector).

The main results achieved for Venezuela, after nearly 10 years in

the Andean Pact, were indicated as:
(i) The evolvement of a common industrial policy in the
Andean Pact

(i1) The evolvement of a common trade policy in the Andean
Pact

(iii) The diversification of production and exports. As much
as 20 per cent of Venezuela's exports to other Andean
Pact ccuntries is now non-traditional products (while
of exports to the rest of the world only 4 per cent is
non-traditional).

It was felt that the main benefits for Venezuela were in terms of
medium-. or long-term industrial restructuring due to the fact

that the Andean Fact co-operation would reinforce this process.
Indeed, it was pointed out that the possibilities to achieve
national objectives in the field of industrial policies have been
much enhanced due to the existence of the regional market. It was,
however, at the same time noted that the trade liberalization
programme seemed to have, in the immediate terms worked to Venezuela's
disadvantage, It was also important to bear in mind that very much
increased local (and intra~Andean) utilization of the country's
primary resources, such as oil, gas, aluminium and iron, could only

be envisaged to be achieved in the medium- or long-term.

On a question regarding areas where some adjustments or modifica-
tions in the Andean integration process might be desirable the
following was indicated:
- There could not be any question of retraction of the
integration process so far achieved.

- However, the intermational as well as the national contexts
within which the integration had been evolving, had changed,



while the integration arrangements had often remained
somewhat static. Future arrangements should be built up
on a more flexible and dynamic basis.

- In the case of the common commercial policy, besides follow-
ing up what was being done already, further efforts should
be made towards the harmonization of various measures aimed
at preventing unjust competition (common rules of origin,
harmonization of export incentives at Andean level, common
quali-y norms, regulations regarding EPZs). Furthermore,
the lists of tariff exemptions should be thoroughly reviewed.

- In the area of industrial development, there was full
consensus in the country that Andean projects should be
more of the nature of complementation and less directly
competing with already existing industries in other countries.
In other words, an aim would be to identify and promote indus-
tries in which the production of one or two plants would
suffice for the whole Andean regionm.

Finally, it was observed that the integration process, for instance,
the industrial sector programming, had not been fully put to work
and not always been working totally harmoniously. This did not,

however, necessarily mean that the mechanisms were not good.

Saturday 23 October 1982

Andean Development Corporation (CAF)

Present: Mr. Jose C. Cardenas, Executive President
Mr. Jorge Balcazar, Vice President, Operations
Mr. Victor Hoyos Salaz, Vice President, Finance
Mr. Emilio Costa, Chief, Division for Finance Programming
Mr. Carlos Claverie, Chief, Division fcr Evaluation
Mr. Miguel Olano, Chief, Division for Administration
of Loans
Mr. Gillermo Hansen, Financial Analyst

The Executive President of CAF Mr. Cardenas presented an overall
picture of the functions and activities of CAF. He pointed out
that agreement on the creation of CAF was reached already in 1968,
thus even before the formal Andean Pact agreement in 1969. CAF
started operations in 1970, 1Its authorized capital 1is US $400
million, whereof US $100 million was initially subscribed and paid
in. Another US $100 million is available for new subscription and
approaches to that effect are now being made to the governments.

The remaining US $200 million constitute guarantee capital.



CAF has so far approved operations of about US $500 million.

They are using two “windows':

(i) investment programme in the Andean Pact countries;
(ii) trade financing (intra-Andean Pact as well as trade
with third world countries).
CAF has also created the Andean System of Trade Financing (SAFICO)
to foster exports of Andean countries' origin. The system operates
through exporter's or buyer's credits of non-traditional goods of

the'sub-region.

Minimum amount for such a credit is 10 million US $§, short-term up
to one year or medium-term up to five years with an interest rate
of currently 13.5 per cent per annum. Credit lines have been
received through the following institutions: Andean Reserve Fund
(FAR), PROEXPO (Colombia). FOPEX (Ecuador) and FINEXPO (Venezuela).

Mr. Cardenas also noted that while there had, overall, been a
tremendous growth in international ‘rade during the last decades,
the Latin American countries had not participated in that growth.
Indeed, in 1950 Latin America had 11 per cent of world trade, to-day
it has only around 4 per cent! The possibilities during the past
decades of increased trade w'th the developed countries and +

the Arab OPEC-countries had not been fully utilized by th-
American countries,including those of the Andean Pact. 1I.

hoped that one valuable mechanism or tool in this connexion would
be the "Multinational Andean Companies', the concept of which was
approved in 1982, CAF wanted to play a role in ensuring necessary
iinks between these new companies and the marketing channels and

distribution know how of international enterprises (INCs).

The mission was also informed that CAF had completed an initial
study on industrial rationalization. It was attaching importance
to the carrying out of further studies on specific aspects in this
field. The studies should identify in each mezmber country a deter-
minated number of projects which could be financed by CAF and ela-

borated the corresponding preliminarv prcject profiles.

CAF was also presently carrying out a study on prospective Multi-

national Andean Companies.
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ANDEAN GROUP - ASEAN - UNIDO
Conference
october 11 - 14, 1982

Lima, Peru

Monday 11

PROVISIONAL AGENDA

October

Morning session 9:00 a.m.

Afternoon

Opening of the conference, by the Cartagena Agreement Board (JUNAC).
Brief introduction on the purpose of the conference, by UNIDO.

Long-term goals of the Cartagena Agreement, by the Cartagena
Agreement Board.

Economic policy and industrialization in the Andean Group in
1970 - 1980,by Mr. Javier Iguiniz, consultant.

session 3:00 p.m.

1.

2.

Issues of economic policy in the Andean Group, by the Cartagena
Agreement Board.

The Joint Industrial Programming of the Andean Group: conceptual
frame, implementation and perspectives, by the Cartagena Agree-
ment Board. This theme includes, in addition to other issues,

the Sectorial Programme of Industrial Development and the Rationali-
zation Programmes.

Tuesday 12 October

Morning session 9:00 a.m.

1.

2.

Long-term goals of the economic co-operation of the ASEAN.

Promotion of industrialization through ASEAN co-operation
mechanisms.

Afternoon session 3:00 p.m.

l.

Exchange of experiences and comments on industrial development
issues
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- Factors leading succesfuly to implewmentation of programmes,
agreements and projects;

- Problems and difficulties encountered in such implementatiom.
- Alternative solutions to the common or similar problems

related to the two groups of integratiom.

2, Identification and discussion of potential areas of co-operation
between ASEAN and Andean Group.

Thursday 14 October

Morning session 8:30 a.m.

Concluding session of the Conference with adoption cf a brief report.

- 0000000 -
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Table 1. Andean Group: Principal products imported from ASEAN

(Thousands rf US dollars)

COUNTRY
- 1978
EOLIVIA  (TOTAL) 319
27.13  Paraffians 82
34.12 Air Conditioners 25
85.15 Radio and TV receptors 132
Subtotal .. 239
Total & 5%
coroM3IA  (TOTAL) 10,207
09.09 Cummin-seeds -
40.01 Latex and natural rubber 9,430
80.01 Tin 259
84.11 Bombs, motobombs and turbo
bombs - 163
85.15 Radio and TV receptors 196
87.09 Motorcycles -
Subtotal ) 10,048
Total * 98%
ECUADOR  (TOTAL) 2,631
15.07 Palm oil 1,.08
49.01 Latex and natural rubber 1,056
84.12 Air Conditioners -
85.15 Radio and TV receptos . 4
Subtotal ) 2,168
Total “ 827%
PERU (TOTAL) 7!822
15.07 Coconut and almond oils 189
27.13 Paraffins -
40.01 Latex and natural rubber 7,033
85.15 Radio and TV receptors 115
Subtotal * 7,377
Total * 94%
VENEZUELA (TOTAL) 39!513
03.01 Coconuts 244
0°.09 Cumin and Anise seeds 216
15.07 Cotton and Coconut oils 1,431
26.01 Chromo 469
40.01 Latex and natural rubber 9,299
73.21 Structures of iron and steel -
85.01 Monophasic motors -
85.15 Radio and TV rrceptors 255
89.01 Boats 2,474
Subtotal ) 14,388
Total ° 87%
N.A.: Noun available
Source: Statistical Unit - JUNAC.

3,631
477
7,240
~,669
431
65

22
15,513
874

1950 1981
131 140
N.A N.A.
N.A. N.A.
N.A, N.A.
N.A. N.A.
N.A. N.A.

16,055 17,161
272 111
13,742 14,937
437 131
- 178
802 249
- 900
15,253 16,506
95% 967

7,521 2,618

2,621 -

3,538 1,000
283 840
275 250

6,717 2,090
89% 80%

11,752 XA,
409 ¥.A.
418 N.A.

9,558 N.A.

609 N.A.
10,994 N.A.
94% N.A.
23,887 N.A.
481 N.A.
329 N.A.
= N.A.
581 N.A.
18,338 N.A.
- N.A.
383 N.A.
2644 N.A,
- N.A.
20,356 N.A.
85% N.4A.



ANNEX 3(2)

Table 2. Andean Group: Principal products exported to ASEAN

Country
ountry

BOLIVIA  (TOTAL)
Tin
Cotton

Subtotal )
Total -

COLO*BIA (TOTAL)

Coffee
Cotton

Trimmings for brakes and clutchs

Autoparts

Ball point pen

*Non identified
Subtotal
Total )

ECUADOR  (TOTAL)

Cacao
Paste of cacao
Cacao in form of powder
Extract of coffee
Fish flour
Ball point pen

Subtotal @)

Total .

PERU (TOTAL)

Conserves of fish

Fish flour

Tin minerals

Lead

Zinc

Manufactures of Zinc
Subtotal v
Total %)

VENEZUELA  (TOTAL)

Veeners of iron or steel
Tubes of iron or steel
Maches for working glass
Subtotal -
Total (%)

(Thousands of US dollars)

914

3,005

2,548

*Products comprised in Position BTN 99,99

Source: Statistical Unit -~ JUNAC.

127
491
2,794
248
4,251
93

3

;365
2,190
1,120
174

3,484
28




Table 3.

Andean Group: Trade witin ASEAN 1975-1981
(Thousands of US dollars)

Exports Imports
= -
1975 1976 1977 1928 1979 1980 1931 1975 1976 1977 1978 1979 1980 1981
Bolivia -~ 19 498 136 1,072 4 12,140 61 A8 180 319 321 1319/ 1409/
Cuolombia 252 898 902 914 2,35¢ 1,862 3,731 4,832 8,674 9,003 10,207 16,006 16,05% 17,161 i
Feuader - 2,539 238 2,027 529 598 1,810 1,121 7,305 7,945 2,631 2,254 7,521 2,613 @
'
Pera 5,856 3,385 3,472 3,139 3,689 3,788 4,551 17,405 5,359 7,327 7,822 10,713 11,762 N.A.
Venezuela 40 1,505 5,387 2,548 2,822 - 3,565 18,159 16,732 35,557 16,513 17,812 23,887 N.A.
Total 6,148 8,346 10,497 8,764 10,471 6,252 25,797 41,578 38,118 60,008 37,492 47,106 59,356 N.A.
2 of total
Expurt/imports) 0.05 0.06 0.07 0.05 0.04 0.02 0.09 0.36 0.31 0.36 0.20 0.26 0,26 N, 2.
&
¢/  Estimate |34
w
N,A.: Not available. EE

JUNAC.

Source:



Table 4. Andean Group: Trade with ASEAN 1975-1981

{percentage)
Exports Imports
1975 1976 1977 1978 1979 1980 1981 1975 1976 1977 1978 1979 1980 1481

talivia - 0.2 4.7 1.6 10.2 - 47.1 0.1 0.1 0.3 0.9 0.7 0.2 N.A.

Colombia 4.1 10.8 8.6 10.4 22.5 29.8 14.5 11.6 22.8 15.0 27.2 34.0 27.1 N.A,

Ecuador - 0.4 2.3 -23.1 5.1 9.6 7.0 2.7 19.1 13.2 7.0 4.8 12.7 NAL |
—

Perd 95.3 40.6 334 35.8 35.2 60.6 17.6 41.9 14.1 12.2 20.9 22.7 19.8 N.A. e
'

Veunzzuela . 0.6 18.0 51.3 29.1 27.0 - 13.8 43.7 43.9 59.3 44.0 37.8 40.2 N.A.

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 N.A.

N.a.: Not availablle.

Source: JUNAC.

(v) ¢ Xanny




Table 5. Andean Group: Trade with ASEAN
(Thousands of US dollars)
Exports Imports

1975 1976 1977_ 1978 1979 1980 1981 1975 1976 1977 1978 1979 1980 1981
Philippines - - - - - - - - - 91 4 - N.A. N.A
Indonesia - = 1 - - - - 26 4 - 91 4 N.A, N.A.
Malaysia 1 - - 497 - 6 - 12,140 20 17 - 45 177 N.A. N.A.
Singapore - 19 - 2 59 - - 14 27 89 179 140 N.A. N.A.
‘thailand - - - 134 1,007 4 - 1 - - - - N.A, N.A,
TOTAL - 19 498 136 1,072 4 12,140 61 48 180 319 321 l31£(e) uog/

e/ Estimate
N.A. Not available.

Source: JUNAC

- 02l -

(6)€ XINNV



Table 6. Andean Group: Trade with ASEAN 1975-1981

(percentage)
Exports Imports
1975 1976 1977 1978 1979 1980 1981 1975 1976 1977 1978 1979 1980 1981
Philippines - - - - - - - - - 50.6 1.3 - N.A. N.A.
Indonesia - - 0.2 - - - - 42.6 8.3 - 28.5 1.3 N.A. N.A,
Malaysia - - 99.8 - 0.6 - 100.0 32.8 35.4 - 14.1 55,1 N.A. N.A, !
Singapore - 100.0 - 1.5 5.5 - - 23.0 56.3 49.4 56.1 43.6 N.A. N.A. -
]
Thailand - - - 98.5 93.9 100.0 - 1.6 - - - - N.A. N.A.
TOTAL - 100.0 100:0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 N.A. N.A.
— ]

N.A.: Nor available,

Source: JUNAC.

(9)€ XINNV



Table 7. Colombia: Trade with ASEAN 1975-1981
(Thousands of US dollars)
Exports lmports

1975 1976 1927 1978 1979 1980 1981 1975 1976 1977 1978 1979 1980 1981
Philippines 30 221 150 354 671 628 669 36 14 60 44 152 252 945
Indonesia - 98 60 - 18 - - - - - - 49 36 -
Malaysia 1 53 22 108 61 21 13 1,209 545 7.83 1,175 2,056 2,570 1,537
Singapore 215 351 187 .300 1,547 1,070 223 3,587 8,111 8,152 8,982 13,749 13,197 14,563
! Thailand 6 175 283 152 62 143 2,826 - - 8 6 - - 4
TOTAL 252 898 902 914 2,359 1,862 3,731 4,832 8,674 9,003 10,207 16,006 16,055 17, 149

Source: JUNAC

(L)€ X3Inxv

-t -




Table 8,

Colombia:

Trade with ASEAN 1975-1981

(percentage)

Exports Imports

1975 1976 1977 1978 1979 1980 1981 1975 1976 1977 1978 1979 1980 1981
Philippines 11.9 24,6 16.6 38.8 28.4 33.7 17.9 0.8 0.2 0.7 0.4 1.0 1.6 5.5
Indonesia - 10.9 6.7 - 0.8 - - - - - - 0.3 0.2 ~
Malaysia 0.4 5.9 2.4 11.8 2.6 1.1 0.4 25.0 6.3 8.7 11.5 12.8 16.0 9.0
Singapore 85.3 3.1 42.9 32.8 65.6 57.5 6.0 74.2 93.5 90.5 88.0 85.9 82,2 85.5
Thailand 2.4 19.5 31.4 16.6 2.6 1.7 15.7 - - 0.1 0.1 - - -
TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: .JUNAC.

(8)€ XANNY




Table 9. Ecuador: Trade with ASEAY 1975-1981
(Thousands of US dollars)
Exports Imports

1975 1976 1977 1978 1979 1980 1981 1975 1976 1977 1978 1979 1980 1981

Philippines - - - 493 213 47 1,621 88 3,121 540 798 30 33 17

Indonesia - 2,425 - 983 - - - 555 149 431 168 103 388 1,052

Malaysia - - - 79 - - - 390 3,634 6,927 1,571 1,748 6,263 56

Singapore - 114 238 472 307 551 189 77 390 145 72 327 828 1,302

Thalland - - - - 9 - - 11 11 2 22 46 9 187

TOTAL - 2,539 238 2,027 529 598 1,810 1,121 7,305 7,945 2,631 2,254 7,521 2,618

source: JUNAC.

- %21 -

(6)€ XIANNV




Table 10, Ecuador: Trade with ASEAN 1975-1981

(percentage)

Exports Imports

1975 1976 1977 1978 1979 1980 1981 1975 1976 1977 1978 1979 1980 1981
Philippines - - - 24.3 40.3 1.9 89.6 1.8 42,7 6.8 30.) 1.3 0.4 0.7
Indonesia - 95.5 - 48.5 - - - 49.5 2.0 5.4 6.4 4 6 5.2 40,2
Malaysia - - - 3.9 - - - 3.8 49.8 86.0 59.7 17.6 83.3 2.3
Singapore - 4.5 100.0 23,3 58.0 92.1 10.4 6.9 5.3 1.8 2.7 14.5 11.0 49,7
Thailand - - - - 1.7 - - 1.0 0.2 - 0.9 2.0 0.1 7.1
TUTAL 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: JUNAC,

(0T)€ XINKY




Table 11 Peru: Trade with ASEAN 1975-1981
(Thousands of US dollars)

Exports Imports
1975 1976 1977 1978 1979 1980 1981£w 1975 1976 1977 1978 1979 1980 1981

Philippines 5,426 2,968 3,266 2,805 2,727 1,632 815 210 570 - 362 12 72 N.A,

lndonesia - 4 - - 128 27 2,082 696 2 - 4 130 681 N.A.

Malaysia - - 30 86 127 1,304 460 1,990 4,417 6,941 296 105 301 N.A. L
"~

Singapore 430 413 174 148 443 487 929 4,005 343 360 7,160 10,465 10,098 N.A. T

Thailand - - 2 100 264 338 265 | 10,504 27 22 - 1 10 N.A,

TOTAL 5,856 3,385 3,472 3,139 3,689 3,788 4,551 17,405 5,359 7,323 7,822 10,713 11,762 N.A.

e/ Estimate
N.A. Not available.

Source: JUNAC,

(11)€) XINNV




Table 12. Peru:; Trade with ASEAN 1975-1981

(percentage)
Exports . Imports

1975 1976 1977 1978 1979 1980 1981 1975 1976 1977 1978 1979 1980 1981

Philippines 92.1 87.7 94.1 89.4 13.9 43.1 17.9 1.2 10.6 - 4.6 0.1 0.6 N.A.

Indonesia - 0.1 - - 3.5 0.7 45.8 4.0 0.1 - 0.1 1.2 5.8 N.A.
Malaysia - - 0.8 2.7 3.4 34.4 10.1 11.4 82.4 94.8 3.8 1.0 2.6 N.A. l
[N
Singapore 7.3 12.2 5.0 b7 2.0 12.9 20.4 23.0 6.4 4.9 91.5 97.7 90.9 N.A. T

‘Thailand - - 0.1 3.2 7.2 8.9 5.8 60.4 0.5 0.3 - - 0.1 N.A.

TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

N.A.: Not avallable.

Source: JUNAC,

(Z1)€ X3INNY




Table 13,

Venezuela:

Trade with ASEAN 1975-1981

(Thousands of US dollars)

Exports

Imports

1975 1976 1977 1978 1979 1980 1981 1975 1976 1977 1978 1979 1980 1981
Philippines 7 124 - 323 - - 174 | 10,720 7,960 372 2,259 4.708 1,656 N.A.
Indonesia i3 S 489 738 - - 686 1,840 3,383 3,121 6,351 2,614 8,149 N.A
Malaysia - - 25 - - - - 1,926 2,544 3,412 2,854 3,533 9,277 N.A.
Singapore - 1,376 4,873 - 14 - 81 3,489 2,700 28,448 4,745 6,782 4,576 N.A.
Thatland - - - 1,487 2,808 - 2,624 184 145 204 304 175 229 N.A.
‘TOTAL 40 1,505 5,387 2,548 2,822 - 3,565 18,159 16,732 35,557 16,513 L7,812 23,887 N.A.
Jource: JUNAC.

- 871 =

(€1)€ XINNV




<
Table 14. Venezucla: Trade with ASEAN 1975-1981
(percentage)
v it “‘""‘_'—1
Exvorts Inports
1975 1976 1977 1978 1979 1980 1981 1975 1976 1977 1978 1979 1980 1981
Philippines 18.0 8.3 - 12.7 - - 4.9 59.1 47.6 1.0 13.7 26.4 6.9 N.A,
Indonasia 82.0 0.3 9.1 29.0 - - 19.2 10.1 20.2 8.8 38.5 14.7 34.1 N.A.
Malaysia - - 0.5 - - - - 10.6 15.2 9.6 17.3 19.8 38.8 N.A. !
~
Singapore - 91.4 90.4 - 0.5 - 2.3 19.2 16.1 80.0 28,7 38.1 19.2 N.A, "°
‘tThailand - - - 58.3 99.5 - 73.6 1.0 0.9 0.6 1.8 1.0 1.0 N.A,
TOTAL 109.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 N.A.

N.A.: Not available,

Source: JUNAC.

(%1)€ X3ANNY




Table 15. ASEAN: Trade with Andean Group 1975-1981
(1housands of US dollars)
Exports Imports
1275 1976 1977 1978 1979 1980 1981 1975 1976 1977 1978 1979 19805/ 1941
Philippines 5,463 3,313 3,416 3,975 3,611 2,307 3,279 11,054 11,669 1,063 3,467 4,902 2,013 N.A.
Indonesia 33 2,532 550 1,721 146 27 2,768 3,117 3,538 3,552 6,614 2,900 9,254 N.A.
Malaysia 1 53 574 273 194 1,325 12,613 5,535 11,157 17,963 5,941 7,619 18,411 N.A.
Singapore 645 2,272 5,672 922 2,370 2,108 1,422 11,172 11,571 37,194 21,138 31,463 29,299 N.A,
‘Thailand 6 175 285 1,873 4,150 485 5,715 10,700 183 236 332 222 248 N.A
TOTAL 6,148 8,346 10,497 8,764 10,471 6,252 25,797 41,578 38,118 60,008 37,492 47,106 ?9,225 N.A,

a/ Imports of Bolivia is not included.

N.A.: Not available

Source:

JUNAC.

(ST) € Xanxv

= 0€1 -




Table 16. ASFAN: Trade with Andean Group 1975-1981

(perventage)

Exportes Imports T

1975 1976 1977 1978 1979 1980 1981 1975 1976 1977 1978 1979 19802/ 1981

Philippiues 88.9 39.7 32.6 45.4 34.5 36.9 12.7 26.6 30.6 1.8 9.3 10.4 3.4 N.A.
Indonesia 0.5 30.4 5.2 19.6 1.4 0.4 10.7 1.5 9.3 5.9 17.6 6.1 15.6 N.A,
Malaysia 0.0 0.6 5.5 3.1 1.9 21,2 48.9 13.3 29.3 29.9 15.5 16.2 1.1 N.A.
Singapore 10.5 27.2 54.0 10.5 22.6 33.7 5.5 26.9 30.3 62.0 56.4 66.8 49.5 N
w
Thailand 0.1 2.1 2.7 21.4 39.6 7.8 22.2 25.7 0.5 0.4 0.9 0.5 0.4 N T
Al

TOTAL 100.0  100.0 100.0 100.0 100.0  100.0  100.0 | 100.0 100.0 100.0  100.0 100.0  100. 100.0
. ]

a/ lmports of Bolivia is not included.
N.A.2 Not available.

Source: JUNAC,

(91)€ XaANKY




Table 17. Total external trade of members of Andean Group and ASEAN, 1970-1980
(Thousanda of US dollars)

Exports Imports
1970 ° 19725 1978 1979 1980 1970 1975 1978 1979 1980
ANDEAN GROUP 5,352 13,113 16,309 23,912 32,049 3,536 10,950 17,526 17,710 20,185
Bolivia 190 445 627 856 1,033 159 588 848 985 81}
Colombia 127 1,465 3,060 3,410 4,016 843 1,495 2,836 3,031 4,495
Ecuador 190 897 1,494 2,013 2,400 274 943 - 1,627 1,986 2,248 !
Perd 1,048 1,315 1,941 3,474 4,000 619 2,629 1,601 2,090 2,541 G
Venczuela 3,197 8,991 9,187 14,159 20,600 1,641 5,325 10,614 9,618 10,068 T
ASEAN 6,276 21,338 37,319 51,637 68,252 7,537 23,867 36,716 47,289 63,826
Philippines 1,142 2,294 3,425 4,601 5,977 1,286 3,776 5,143 6,613 7,727
Yudonesla 1,108 7,103 X1,643 15,590 21,909 1,002 4,770 *6,690 7,202 10,834
Malaysia 1,262 4,188 8,042 12,014 14,481 ) 1,489 3,907 6,483 8,658 12,045
Singapore 1,554 5,376 10,134 14,233 19,376 2,461 8,134 13,049 17,635 24,008
Thailand 710 2,327 4,075 5,199 6,509 1,299 3,280 5,351 7,190 9,212
\

Source: JUNAC,

(L1)€ XINNY










