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REGIONAL INDUSTRIAL CO-CPERATION: EXFERIENCES AND PERSPECTIVE
OF ASEAN AND THE ANDEAN PACT

CHAPTER 1: INTRODUCTTION

Regional economic cooperation or regional economic integration -

with the two terms often used interchangeably though inprociaelyl -—

has by now become widely accepted as an important instrument and

potentially an effective means for facilitating development in a group

of Third Werld countries. In the beginning, especially in the early

sz 19608 vhen regionalism started to bud first ia Latin America and later

in other parts of the developing world, the economist's intereat in

the subject lay primarily in its theoretical interpretation witbin the
3 mainetream analytical framework. It was belleved that the traditional
international trade theory cculd yield concepts >r produce variants

which would be adequate for explaining the process of regional economic

. 1. Integration often refers to the more positive and specific process

a of economic cooperation. According to Bela Balassa, cooperation

- includes various meagures designed to harmonize economic policies
and to lessen discrimination, whereas the process of economic
integration comprises those measures designed to suppress oz
remove discrimination. For example, an international agreement
on trade belongs to the broad area of economic cooperation, but

- the abolition of trade restrictions is an act of aconcmic

o integration. ("The Theory of Economic Integration” in Miguel S.
Wicnczek, ed., Latin American Economic Integration: Experiences

i and Prospects, New York: Praeger Publishers, 1966). In this

S report, "regional cooperation™ {s used for activities in ASEAN
while "regiocnal intagration" refers to the regional activities
undertaken in the Andean Pact group. In fact, ASEAN has never
officially used the term "integration”, which is in official
us? in the Andean Pact. In a historical survey of 1iterature
on economic integration, Pritz Machlup found that the term
"accnomic integration™ was not ugsed until recently, well after

World war II. (A History of Thought on Economic Integratioc,
Londors Macmilian Press, 1977). '
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cooperation integrat_.on. Thus the problem was often analysed vn the
basis of the theory of customs union if welfare losses frox the trade
diversion effect could be offse* by the welfare gains from the trade
creation effect arising from integration. It was later conceded
that, for developing countries, the basic economic ratioamale for
cooperation/integration might not be found in the static, efficiency

AAAAA critera of rescurce and production reallocation effects as provided

..... in the theory of customs union, but rather, in terms of "dynamic"

- considerations essociated vith the growth and development potentials
for the countries involved in integration.

In the 19708 the world was struck by a series of economic crises
touched off by the first world oil crisis, whichb bit many developing
countries very hard. In retrospect, the turbulent world economy of
the 19708 actually provided a2 great spur to regional economic
cooperation efforts in the Third World. Although tbe global eccnomic
crises of the 19708 had clearly demonstrated the fact that national
economies were actually more closely ipterdependent than previously
thought, 8t the same time, developing countries (being mostly small
to medium-size with weak economic structures) were feeling vulnerable
to the deteriorating internatioral economic environment ana were
increasingly inclined towvards seeking a more autonomous meané or
eTedter self-reliant pattern of develophent. If naticnal "self-
reliance” were often too unrealistic & policy to puirsue, "self reliance"
on a regional basis would seem to be an acceptable alternative, an

idea which was also incorporated in the New International Economic

Order. Bence the post-energy crisis period in the 19708 witnessed




reneved attenpts and freeh efforts among groups cf LDCs at regional
economic coopération, which wers also strongly endorsed by many
development economists as a form of South-SouéL economic cooperation.

The upsurge of interest in regional economic cooperation amagg
Third World countries eaiziz easily understood in terms of the
interratioral economic relations prevaiiing in the 1970s. It was
argued that many developing countries would obtain a more equitable
perticipation in ?he growth of the-international sconomy if only they
could act as a group. Many developing countries ware affected, in
varying degrees, by the growing global issues involving primary
comncdities, foreign investment, tranafer of technology, protectionism,
economic &'d and the like. There was therefore a clear need to
organize themselves to deal with those vital international economic
issues coliectively in order to secure a hetter leverage viz-a-viz
the developed countries or other interest groups.

Over the years the objectivea and functions of reglonal economic
cooperation/integraticn in the Third World have become more complex
and grown In significance. Meanwhile, the economist's approach
(particularly that of a development ecocomist) to the subject has
algo undargone changes. It is now widely accepted that the net
benefita of any regional economic cooporation/integration Bchemo
among developing countries can no longer be realistically analysed
vithin the nwo~clagsical eccnomic framework, but should be understood
in a broader institutional context. The basea and rationales for
regional cooperation/integration are apt to differ substantially from

region tu region or caase to case, and the varioua achemes shouid




therefore be judged for success or failure in accordance with the
institutional conditions and econcmic problems especific to the
{ndividual regions. Above all, the progress of ecomomic cooperation/
integration must not be measured in pursly econczic terms, but be put
in the larger context of the political reality and the historical

circumstances from which such efforts have evolved.

II

This report is concerned with the experience of regional
economic cooperation in ASEAN and in the Andean Pact, wkbich bave stood
out in recent years as relatively svccessful experiments in the Third
World. The five countries, namely, Indoneaia, Malaysia, the Poilippines,
Singapore and Thailand, which form the Association of Scutheast Asian
Nations (ASEAN) are in Southeast Asia, while the countries wkich
constitute ihe Andean Pact, namely, Bolivia, Colombia, Ecuador, Peru
and Venezuela, are in lLatin America; but both regional organizations
have been sctively pursuing or intensifying efforts towards a more
viable pattern of regional eccmomic cooperation. While ASEAN's
current cooperation sfforte are mere cautious and moderate, and seen
to be directed towards more “regional cooperation", those of the
Andean Pact are aimed at the more ambitious goals of "regional
integration®.

The zain thrust of the discussion in this report ia focused on
regional cooperation in the field of industry, which plays a pivotal

role in 1egional economic cooperaéion schemes. Most regional schemes




start off with cooperation in trade through selective liberalization
or cariff reduction, which is administratively easier to implement.
However, real breakthrough in regional economic cooperation is
achieved usually with successful progress in the area of industrial
cooperation. This is particularly true with economic cooperation
aefforts in the Third World, where intra-regional trade is normally
spall and the scope for its further expansion limited unless there

is a dramatic shift of the intra-regional trade structure from one
bagsed on traditional items to one based on mamufactured products.

Take the Andean Pact: the share of ita intra-regional exports at the
time of its formation was only 3%. In the case of ASEAN, the proport‘on
appears to be much higher, being elightly above 15%. However, the
figure for ASEAN is highly misleading, for the level of real iatra-
ASEAN trade would be much lower il the entrspot trade of Singmpore
and the traditional trade flow between Singapore and Malaysia (which
used to be one country) were removed from consideration. Furthermore,

the bulk of the intra-ASEAN trade was and gtill iz constituted by

- primary products and other traditional items. Therefore a significant

increage in the intra-regionel trade for ASEAN or for the indean

Pact i{s unlikely until a substantial growth in the volume of trade in
manufactures is achieved. But the expansion of trade in manufactures
among Third Vorld countries ia often conrtrained by their lack of
indugtrial complementarity. apart from the fact that the export markets
for the major industrial commodities are aextremely competitive ani
tend to be dominatec by the highly industrialized countries as well

as by a handful of dynamic, newly induetrializing countries (NIZs) in




recent years. One effective means to promote regiopal trade in
manufactured products among developing countries would be regionally

e co-ordinated measures to increase thelir industrial complementation.

Eence the need for industrial cooperation.
z: Injustrial cooperation not only holds the key to the continuing

growth of intra-regional trade but also to the region's success in

its overall industrialization effort. It is well-known that the

domestic markets of the member states which constitute ASEAN and the

Andean Pact are too small to permit the efficient operation of a whole

----- range of manufacturing industries, as clearly brought out by the UN
team on the ASEAN Economic Cooperation.l Smaller economies could,
of course, concentrate on a limited number of carefully selected
manufactured products in order to realiz¢ sufficient economies of
scale. Such a pattern of selective developmsnt of manufacturing
industries is known 28 "truncated industrializatinn”, for which
regional industrial cooperation :an act as a catalyst. But truncated

industrialization ig most effective and efficient where there is a

large neighbouring industrialized counvry which can readily supplement

oz complement the inputs producef domestically, in the way the Japanese

economy bas interacted with the Korean ecanomy. Thus regional cooperation

among Third World countries does not necessarily develop intc a ragional

l. "Economic Co-operation among Member Countries of ASEAN", report
of a UN Study Team with Mr. G. Kansu &8s Team Leader and
Professor E.A.C. Robinson as Senior Adviser. The Report was
publighed in the Journal of Development Planning, No. 7, United
Mations, (New York, 1974).




autariy, but the process can well lead to closer econocmic inter-

dependence with larger industrial centres ocutside the region.

Currently the ASEAN countries and the member states of the Andean

Pact are im the process of making the crucial transitien from import
= subgtitution industrialization to that based oﬁ export expansion.

----- Indeed, regicnal cooperation can facilitate industrial development

uuder both phases. Ir the shor®, run, regional cooperation offers tlae

mE opportuaity for member countries to pool their domestic markets and

therefore operates as a convenient arrangeuzent for the extension of

the import substitution process. t some economists have warned

..... developing countries against the temptation of taking advantage of

such short-term gains which wovld result in the prolonging of the
i otherwise stagnating import substitution phase through the creaticn

of an artificially expanded regional market. One noted 2conomist has

stated in no unceriain terms: "a region in which all member countriesa

base their trade and development strategies upon a co-ordinated

approach to IS (import subatitution) would be doomed %o failure."l
= Regional cooperation would work best when member countries are in
i the initial stage of looking outward for export expansion. In this

way, reglonal grouping is linked up with the more positive industrialization

- strategy based on sharing export expansion. This can be done Dy
stricturing regional cooperation arrangements towards the promotion

of more outward~locking industries and towards capturing world-wide

1. Ann O. Krueger, "Regional and Global Approaches to Trade and
Development Strategy”, in Ross Garnaut, {ad.), ASEAN in a
Chan Pacific and World Economy (Canberra: Australian National
Univeraity Press, 1980), p. 38.
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opportunities for trade expansion. There are clear advantages for a

regional body to formulate a common export promotion strategy, because

many export promotion measures can be more cheaply and efficiently
inplemented through a regionally coordinated framewsrk. o

The significance of industrial cooperation among developing ‘
countries can furtber be envisaged in a "dynamic™ context. In the
long run, industrial cooperation can lead to cc-ordinated industrial -
planning on the regional scale, which will increase the industrialization
potential of the region as a whole. Purthermore, the processes of
regional industrial cooperation and the region's induetrial development
can feed on each other. Industrial cooperation provides &n impetus
for further industrial zrowth in the region through opening up
opportunity for the establishment of new industries tc take advantage
of the regionally-based division of lebour and specislization of
production. At the same time, rapid industrial growth will increase
the capacity and flexibility of the region for greater industrial
cooperation.

It is in recognition of the importance of industrisl cooperation
as a key strategy for regional economic cooperation and of ite potential
impact on & region's overall industrislization progrese that the ASEAF-
Andean Pact Conference on Regional Indusirial Cooperation was conveoed
in October 1982 in Lima. The main objective of the Confarencs was to
review the progrese of industrial cooperation in these two ragiocas
as well aa to provide a forum for the ASEAN and Arndean Pact member
countries to exchange views and experiernces regarding their reazpective

efforts towards various forms of regional economic cooperation,
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particularly industrial cooperation. The oxperiences gained by these
two regions in their past and current efforts towards regional economic
cooperation could be ingtructive for other Third World countries.

By and large, the ccastituent members of ASEAN and the Andean
Pact bslong to whut the World Bank has categorized as the middle-income
developing countries, sharing a remarkable degree of similarity in
their respective levels of sociv-economic development, as shown in
Table 1. The notable diffexrence between the two groups is that most
Andean Pact countries are smaller in populatiocn size and %tend to be
more urbanized than the ASEAN coﬁntrien excepting Singsapore. In terms
of economic growth performance, however, the ASEAN coun:ries seem to
be more "dynamic", especially during the last decade, as reflected in
the major performance indicators ccmpiled in Table 2. In the long

run, rapid econouic growth can facilitate regional economic cooperation.
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TABLE 1.} - .
SOME DBASIC SOCIO-ECONOMIC INDICATORS OF ASEAN AND THE ANDEAN
Daily
Urban . No. enrolled
GNP Life Average % of opular Population per-capita Adult in secondary
Area Population expectancy annual labour force f calorlie
2y per-capita %) of per literacy school, as
(1000M°) (Millions) uss at birth growth of in ' supply in
{ otal Physician (%) % of age
(years) population agriculture lati % of re- ou
population quirement group
Mid-1780 1980 1970-80 1960 1980 1960 1980 1972 1977 19717 1979
ASEAN '
Indonesia 1,919 147 430 53 2.3 75 58 15 20 13,670 102 62 22
Malaysia 330 14 1,620 64 2.4 63 S0 25 29 7,640 116 ) - 52
Philippines 300 49 630 64 2.7 61 46 30 %6 2,810 107 1 63
Singapore 1 2.4 4,430 T2 1.5 ;] 2 100 100 1,250 135 - 59
Thailand 514 47 670 63 2.5 84 16 13 14 8,220 97 84 29
Average 613 51.4 1,508 50 22.8 1% 56% 21 25 6,75R 111 - 45
ANDEAN Pact
Bolivia 1,099 6 570 50 2.5 61 50 24 33 1,850 . 87 63 35
Chile ¥ 751 1n 2,150 67 1.7 30 19 68 80 1,930 110 - 55
Coloabia 1,139 21 1,180 63 2.3 51 26 48 70 1,970 98 - 46
Educador 284 8 1,270 61 3.0 58 52 34 45 1,570 90 81 49
Peru 1,285 17 930 58 2.6 52 40 46 67 1,530 98 80 50
Venszuela 912 15 3,63% 67 3.3 35 18 67 83 930 102 82 40
Average 913 14.0 1,622 61 2.6 48 34 48 63 1,630 38 - 46

‘Excluding the city-atate Singapore. # Chile 18 now no longer a memner of the Andean Pact.

Source: V¥World Bank, World Development Report 1982,
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TABLE ’02

RCONOMIC PERFORMANCE INDICATORS

Apnual Grosa Average \
Avorage annual growth rate (X), 1970-e0 Henu- rate of domestic :::::; Surrent Jobe
share in 0SS investnent o trage balance, a8 % of
GLP Agri- - In- Manu- gorvices 1 ggpz%) investment GDP, 1970-60 (¥) (m}légn $) e;‘?ggw'
culture duatry facturing 9 1970-80 (%) 1980 Exports Imports 2 )
ASEAN
Indonesia 7.6 3.8 11.1 12.8 9.2 9 14.4 30 8.7 11.9 2,872 6.0
Malayaia 1.8 5.1 9.7 11.8 .2 23 10.3 29 7.4 7.0 -470 2.3
Philippines 6.3 4.9 8.1 1.2 5.4 26 10,5 25 7.0 7.1 -2,046 7.0
Singapore 8.5 1.8 8.8 9.6 8.5 28 6.7 43 12,0 9.9 ~-1,5M 1.1
Thalland 1.2 4.7 10.0 10.6 7.3 20 1.7 22 11.8 5.4 ~2,2680 5.2
Average 7.5 4-1 9.7 10.4 7-" 21 9-9 50 904 8.5 - 4-7
ANDEAN Pact
Bollvl; 4.8 3.1 4.3 6.0 5.7 14 2.9 15 -1.6 8.9 -115 25.9
Chile 2.4 2.3 0.2 ~0.% 4.1 21 -1.8 18 10.9 2.8 -1,784 22.9
Coloabia 5.9 4.9 4.9 6.3 7.0 22 5.4 25 1.9 5.7 -25 9.6
Bucadcr 6.8 2.4 12.1 9.4 9. 8 8.8 23 1.5 9.9 -57% 14.0
Peru 3.0 - 3.7 a o 3.5 217 2.3 19 3.9 0.2 618 31.3
Yenezusla 5.0 3.8 3.0 6.5 16 - 25 -6.17 ~10.9 -4,240 13.2
Average 5.0 - 4.1 6.0 18 - 21 2.1 6.4 - 19.5
# Chile is no lonper o wember of the wdean Pact.
Source: World Bank, World Development Report 1982,




ChAPTER 2: ASEAN INDUSTRIAL COOPERATION

Overall Evaluation and Framework

The association of Southsast Asian Nations (ASEAN) was formed in
August 1967 in Bangkok by Indonesia, kalaysia, the Fhilippines,
Singapore and Thailand. 4s stated in the ASEAN Declaration, one of
the overall objectives of ASEAN is to "accelerate the economic growth,
social progress and cultural development in the region through joint
endeavours in the spirit of equality."

During the firs< part of its relatively obscure existence, the
ASELN organization was little known even to the general pudblic of the
region, although regionalism was not an entirely new phenomenon as in
fact the region had made several unsuccessful attempts at some form
of regilonal grouping prior to ASEAN. Nonetheless, the failure of
previous efforts in regional grouping and the sluggish progress of
ASEAN towards regional cooperation in its initial period serve to
underscore the inherent obstacles to regionalism in Southeast Asia.
It may be not:d that ASEAN {8 one of the world's most heterogeneous
regions in terms of culture, languages, ethnicity, religions, history
and traditions. Great disparity also exists among the member countries
in respect of physical area, population size, and stages of economic
development. Such diversity is further compounded by their different
colonial and Cold War legacies.

In 1975 the drastic political change in Indochina following the
Communist victory sparked off a sense of imminent crisis in Southeast

Asia and resulted in the stiffening of the political will of the ASEAN
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leadsrs for a rore serious approach to regiocmal cooperation. Meanwhils,
8 string of international economic crisea starting with the oil crisis
in 1973 bad further increased the awareness »f the ASEAN countries of
their economic vulnerability. The eveants culminated in the convening
of the first ASEAN Summit in Bali in February 1976, attended by the
five Heads of State.

The Bali Sumzit led to the signing of the Declaration of ASEAN
Concord, which marked a milestone in the history of ASEAN cooperatien.
Apart from endorsing the development of regional unity and regionel
identity, the Declaration puts lorward a programme of action as the
framework for ASEAN cooperation. Specifically for economic cooperation,
it highlights four areas: (a) on basic commoditiea, particularly food
and energy, member countries agree to provide each other priority
access to supplies and markets in critical circumstances; (%) in
industrial development, member countries will establish large-scale
regional induetrial projects, particularly those which would contribute
to the basic needs of the region and would utilize local raw materials;
(¢) in trade, member countries will strive to promots intra-ASEAN
trade through preferential trading arrangements and greater access
to extra-regional markets; and (d) member countries will take a unified
stand in approaching the internAtional‘commodity and other worlad
econo. ic issues.

At the Ball Summit, the Heads of ASEAN Governments also signed
the Treat of Amity and Cooperation in Southeast Asia as well as agreed
to establisbh the ASEAN Secretariat.?Z:SEAN had started without a

formal charter; nor was there a central co~ordinating secretariat.




Prior to the Bali meeting, the annual me~ting of ASEAN Foreign Ministers

("Ministerial Meetings") together with a stan.ing committee constituted
tne only institutional machinery. As various cooperation schemes were
seriously ccntemplated in Bali, a more formal organizaticn structure
was deemed necessary. Hence the decision to set up a central secretariat.
Tne ASEAN Secretarizt is loca.ed in Jakarta, the capital of
ASEAN's largest member, Indonesia. Charged witk administrative and '
coordinating functions, the ASEAN Secretariat operates through a siring
of worxing comnittees and sub-committees. The Secretary-Geaeral is in
overall charge, acting as a channel of communication between all
conzmittees and programmes. In addition, three bureaus in charge of
economic, science and technology, and social and cultural affairs,
were 2150 created, with the Economic Bureau being the most important
of all. In fact, the "Declaration” also etipulates that ministeriasl

meetings on economic matters be held regularly or when deemed necessary.

With the focus of ASEAN activities shifting to economic couoperation
after the Bali Summit, the ASEAN Economic Ministers' Meetings ‘ave
taken a lot of the limelight from the regular ASEAN Foreign Minigters'
Meetings.

The ASEAN Econonic Ministers (AEM) direct all economic cooparation
activities through five powerful Economic Committees, each of which is
posted by an ASEAN member country, as follows:

1. The Committee on Food, Agriculture and Forestry (COFAF),

hosted by Indonesia.

2. The Committee on Finance and Banking (COFAB), bosted by

Tnailand.




3. The Committee on Industry, Minerals and Energy (COIME),

hosted by the Philippines.

4. The Committee on Transportation and Commurications (COTaC),

hosted by Malaysia.

S. The Committee on Trade and Tourisam (COTT), hoated by Singapore.

Each of these Committees is in turn supported or serviced "y
a host of sub-comnrittees, expert groups, working groups and other
variously named subsidiaries. COTIT, for example, has a sub-committiee
on Tourism and a Trade Preferances Negotiating Grour; CUFAB has a
Working Group on Customs Hatterﬁ and an Experts Group c¢f ASEAN Central
Bank/Monetary Authorities; COTAC has a sub-committee each in the
fields of Land Transportation, Shipping and Ports, Civil Aviation,
and Fosts and Telecommunications, in addition to lower level subsidiaries
such as the Joint A4 Hoc Working Group on Shipping.

In broad terms, the prizmary tasks of theie five Committees are
threefold: (1) o review the proposed basic guidelires covering
economic cooperation in their particular area and submit them to the
AEM for deliberation; {2) To review proposed projects with the aid of
an interim technical secretariat and selected groups of experts; and
(3) To submit project proposals and recommend actiun to the AEM.

Apart from tha formally constituted groups, other off’:ial ASBAN
bodies sucn as the ASEAN Boards of Invgstment& andt%wemorﬂ of ASEAN
Central Bank/Monetary Authorities have also formally and informally
met to discusa those aspacts of ASEAN econcmic cooperation under their
purview. In short, aa ASEAN economic cooperation activitiee have

developed in scope and intensity over the ysars, the ASEAN organization
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structure has also grown, giving rise to a proliferation of working
committees and ad hoc meetings at the%ower level., Chart I sketches

out the main organizational f{eatures of ASEAN.

Trade and Industrial Development in ASEAN

Tpnis section is devoted to & discussion of the trade and
industrialization strategies of the ASEAN countries. A stketch of the
saliznt trade and industrial features cf the individual ASEAN countries
would be a useful base for an effective assessment of the scope an@
potential of ASEAN economic cuoperation in the subsequent sections.

The ASEAN economies are by nature trade-oriented, with each
having a large external sector and a generally high trade-output ratio.
These economies belong to the export-propelled type in tue sense that
thelr economic growth is lurgely derived from their export growih.
¥With the exception of Singapore, the ASEAN economies are heavily
dependent on primary exports. The ASEAN region as & whole annually
exports over 80% of the world's natural rubber, palm oil, tin and
coconut products, ip addition to a relatively bigh proportion of its
other commodities of mineral and agricultvral origin, including rice
and petroleum. Most of these primary products are destined to the
industrial countries of tne West and Japan. Coaasequently, trade is
both an engine of ASEAN's econonic growth and a mechanism by whick
the ASEAN economiesz become hignly dependent upon the industrial world.

The structure of ASEAN's economic dependency is well expressed
in its pattern of trade relations. In the 1960s, over 70% of ASEAN's
exporte went to the jr.dustrial countyxies, which in turn svpylied over

65% of the region's total imports. Although in the 19708, these
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proportions had been somewbat reduced (roughly down t. around 60%)
they remained baeically high. Morever, trade dependency is but one
aspect of the region's overall system of economic dependency or the
industrial countries, which includes, apart from trade, {inance,
capital as well as direct foreign investment and technclogy. It may
be stressed that ASEAN's dspendent economic relationship on the
industrial countries has not been working entirely to ASEAN'sa
disadvantage. To be sure, the ASEAN economies, through such close
linkages with the industrial economies, have been able to capture
the forces of international capitalism for their own high eccnomic
growth.

Nonetheless, there is sufficient consensus among policy makers
in ASEAN, along those in other part of the developing_world, that a

price has been pald for their economic over-dependence cn the
industrial countries in the form of subjecting their open economies
to the constant ebbs and flows of the international capitalist system.
Toroughout the 19708, the ASEAN economies have indeed experienced
large "ups and downs" in the process of their economic growth, due
to the commodity boom, the receesion in the industrial countriee, and
then risipg protectionism. On balance, it is therefore still necessary
for ASEAN to diversify its external econcmic relations with a view
to reducing its excessive dependence on the industrial countries.
One effective means to fulfil this objéctive, as is often argued,
is to promote regional self-reliance through greater economic
cooperation.

48 a direct expresgion of ASE@N'B high trade dependence on the

industrial countries, tne volume of intra~-regional trade among the




ASFAN countries remaine low. In the early 1960s, the share of intra-

regional trade vas around 9%. The share has since been increased to
around 15% in the late 1970s. It is, however, mislszding to suggest
that the formation of ASEAN bas brought about this sharp rise in the
level of intra-regional trade, because most of the "growth" was largely
due to changes in the statirtical coverage. Traditionally, the intra~
ASEAN trade was heavily concentrated in the sub—grouping comprising
Singapore, Malaysia and Indonesia, involving movements of primary
products, foodstuffs, and other traditional items. It may be added
that the predominance of the traditiomal products in the intra-ASEAN
trade actually constitutes a structural constraint on its growth.
Indeed, the lack of growth potential in .ntra-iSEAN trade haa

initially raised suspicion, on the basis of tbe old th2ory of customs

. union, tnat the factor endowmenta of the ASEAN countries seemed 80

similar to each other that further integration would only result in
more trade diversion than trade creation. However, one has to bear

in mind the static assumptions on which such theoretical arguments

are baged In practice, state economic policies are rarely formulated
within a narrow, pursly economic framework as is sometime postulated
by the neo-claasical economist, but are in fact based on wide-ranging
dynamic considerations. Viewed in this light, the present limited'
growtn of intra-ASEAN trade should not be taken to reflect the absence
of real benefits from future regional economic integration. In actual
fact, the argument may well be posited reversely: the low volume of
intra-ASEAN trade turnover can point to the existence of its potential
for future growth.

ASEAN's high trade dspendence on the advanced countries, and {n




fact much of the structural weakness in ASEAN's foreign trade sector,

arise from, or are aggravated by, its high comaodity concentration.
Commodity concentration is not a special ASEAN problem, but is familiar
to almost all the post-colonial economies depending on primary exports. )
The whole problem can be viewed from two angles: the short-term
instability of merkets for primary products as reflected in wide year-
to-year fluctuations in prices #nd export earnings; and the adverse
long-term price trends as reflected in the deteriorating terms of
trade and the slow growth in export{ earnings. From the perspective
of the developing countries, ASEAN included, these problems are
compounded by the fact that whilst tne prices of most of their primary
products face a long-term declining trend, the prices of their
manufactured importe from the developed countries, fuelled by rising
inflaticn, ha;e risen steadily over the years.

ASEAN as a major expcrter of primary products would clearly
stand to gain if the long-term price trends of its main vrimary exports
were steadily moving up and wvere sustained, 80 that greater resources
could be transferred to the region for develomment. In the long runm,
ASEAN needs to develop its own comprehensive commodity strategy for
the more efficient management of its primary resources in the face of
the rapidly changing international economic environment. This would
include diversification and various stabilization measures. Ultimately,
successful operation of any commodity palicy depends on many crucial
external factors emanating fror the advanced countries &8s much as
on ite effective implementation on the part of the primary exporting
countries. This means that ASEAN could take advantage of the regional

framework to bear on the individual industrial countries or to negotiste




with them as a group (e.g. the EEC) on matters such as tke reduction

of their effective protection of processed primary products. An
effective commodity rulicy also cannot be divorced from joint
international action as reflected in ccme succesaful internation$1
commodity agreements. ASEAN could also do well in(“ﬁﬂfinternational
arena i it were to act in uniscn by following a2 regional apprcacp.
While the overall trade structure and pattern of ASEAN has
provided a fertile ground for greater region-l economic cooperation,
the reatrictive trade policies irsued by socme ASEAN countries,
especially the more inward-loocking members, have not been generally
conducive to that effort. The Indonesian tariff regime, for instance,
is very restrictive. Indonesia's tariffs escalate steeply, with
tariff{ rates rising from earlies to later stages of faoricatiom in
the prnduction process, so that the tarifl rates are much higher for
final consumer goods than for intermediate and capital goods. To
this must be added the virtually prohibitive non-tariff barriers in
the forms of quantitative restrictiona and cumbersome customs regulations
and procedures. The same pattern, though perhaps to a lesser degree,
is repeated in the Philippines and Thailand. In the case of Malaysia,
the overal. syatem of protection is much less severe than the above
three countries, although the average effective rates remain quite
high, varying according to industries. Needlesas to say, Singﬁpore,
traditionally an entrepot-trade cantre and : .th an open economy, har
the most liberal form of trade system in ASEAN. In Singapore, the
protectionist trade policy was mild even when {t was first introduced
in the 1960a to promote industrialization; and protection and restriction

were altogether removed by the uiddle of the 1Y70s.
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It is clear that the restristive trade strategies followed by
most ASEAN countries bave, on balance, produced unfavouratle effects
on their economies, largely by distorting their economic strurtures.
The original intentions of such policies were to discouruge the
importation of consumer goods so as to stimlate industrializatioa.

As & regult, inefficient industries of inpert substitution type spreng
up, while export indusiries suffered and the bilance-n{-payments
situation deteriorated. Obviously, such an inner-direc4ed developrent
pattern is not conducive to regional economic cooperation: (1) »
restrictive trade protection system ic likely to burt regional trade
more and {2) the industrial structure buil¢ under import substitution
is likely to pose more obstacles to ragiuvnmal industrial cooperation,

ag will be more filly discussed in the next section.

(i) Industriaiization

The bagic rationale behinu the de’ermined 2fforts of the ASEAR
countries to push ahead with their industrialization precgrammes is
sufficiently ~lear. A cummon aspiration among the leaders of the
develuping countries throughout most of the postuar pericd has been
to industrialize rapidly, and industrialization was equated to economic
development. HManufacturing industries were ragarded as uniquely
‘capcble of providing the dynamic force for esonomic progress towards
high standards of living and full employwent. Underlying this romantic
notion was s3lso thelir cogent argument that the post-colonial ecomomic
structures in their countries, heavily dependent upon primary exports,
aid not have the capacity to lead to a real devalopment breakthrough,

partly because of their own experience with the limitaed spread-effect
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of their past traditional trade-led type of economic growth, and partly
o Aue to their growing suspicion about the unfavourable long-term movements
_____ in the prices of their major primary exporta.

The industrialization strategies that were initially promote&

é; throughout the region, were the familiar import substitutinn astrategies.
”: The problems of the import substitution industrialization are well
known in the economic development literature. Suffice it to say that.
5;. ) industries set up behind protective tariffs tend to be small,
lllll inefficient and inward-looking, so that they can rarely look beyond
%% their national boundaries to the.competitive foreign nmarkets. Neverthe-

less, the proceas of import substitution has constituted a major

source of industrial growth for the ASEAN region during the 1960s
- and to a eignificant extent during the 1970s. Starting in the 1970s,
. . the ASEAN countries, with perhaps the exception of Indonesia, have
been making sericus attempts to transform their industrial sectors
from import substitution %o export expansion.
Thue in Malaysias, import substitution was a major scurce of its
;; industrial growth for the period 1959-68. For Thafland, most
: lindustriea showed positive import substitution throughout the period
1960-72. In the case of the Philiprines, with.tbe longeat induatrializatiuﬁ
histery in the regicn, the import substitution process really sparned
o two decades, starting {rom the eacrly 195ve. By comparison, Ihdonasia
ia tue late comer, with import-aubstitufion industrialization started
in earaest only in the late 19608 or the early 1970as. Singapore
geens to be the only exception to the general pattern by having set

up export-oriented industries from the atart, and hence achieved




24

successful transition to "export substitution" by the early 19703.1

Largely as a result of the import substitution strategy, certain
structural issues or problems bave emerged in the process of
industrialization which are common to the manufacturing sector of
most ASEAN countries. These problemes will pose some obstacles to
ASEAN industrial cooperation efforts.

First, the ASEAN economies are still highly dependent on
manufactured imports, despite years of industrialization efforts.
This is in part due tc the operation of import substitution, which
tends to replace only consumer goods plus some categories of
intermediate goods while the import demand for producer's goods,
industrial raw materials and energy in value terms is often many times
in excess of the reduction in the import of consumer goods. Thus
industrialization in most ASEAN countries has contributed significantly
towards the deterioration of their balance of payments situation,
leading to the imposition of high tariffs on manufactured imporis.
Furthermore, the effective rates of protection for some manufactured
products between ASEAN countries themselves are even higher than for
those between ASEAN and the developed countries. Protectionism of
thie form, biased against the region, will make it difficult for the
ASEAN industries to be regionally oriented.

Secondly, the internal structure of the manufacturing sector of

the ASEAN countries nas developed & peculiar duglistic pattern. On

1. For a more detalled discussicn of the industrislization problem of
ASEAN, see John Wong, ASEAN Economies in Perspective: A Comparative

Study of Indonesia, Malaysia, Tpe Pnilippines, Singapore and
Thailand ZLondon: Macmillan Press, 1980, second printing), Chapter 3.
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the one band, it is characterised by the proliferation of "smali™
industries, typically reflecting the early stages of industrial
evolution. On the other hand, a small number of large eastablighments
tend to dominate the whole industrial scene in terms of output,.
amployment and capitalization. In the Philippines, for instarce,
establishments gé}h more than 20 workers in 1971 represented only

20% of the total number of establishments but accounted for 84% of
total employment, 95% of industrial value-added and 96% of fixed
capital assets. Such a heavy concentration of industrial activities
in large firms reflects the past biaged preferences of the ASEAN
governmenta ag well as distortion due to the working of the {mport
substitution policy. Consequently, the structure of the manufacturing
sector in most ASEAN countries remains rigid, unbalanced and fragmented,
making it inherently more difficult for it to enter into large-scale
industrial cooperation on a regional basis.

Thirdly, a further feature of the industrial imbalance in the
ASEAN countries except Singarcie is the high degree of geographical
concentration of industrial activitiea, which seemﬁ even more
cohlpicuoua than the pattern of industrial concentration based on
large-scale firms. Thus most modern industries are heavily concentrated
in Java, in the west coast of Peninsular Malaysia along the tin-and-
rubber belt, in the Metropolitan Manila region and in Greater Bangkok,
much in line with the regiocnal population imbalances and regional
income disparities that prevail in the ASEAN countries. To some
extent, the present lopsided locational patterns have been the
unanticipated consequences of the past development policies, e.g.,

industries set up under import subatitution in the region naturaily
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congregate in big cities as these industries are producing primarily
for consumption in the urban enclaves. Suffice it to say that regional
industrial imbalance in the individual ASEAN countries could also
complicate arrangements for regional industrial cooperation.

Finally, discussion of ASEAN's pattern of industrialization is
not complete witbout proper reference to the role played by foreign
investment. O(n account of the openness of the ASEAN econocaies,
coupled with the promotional efforts of the national governments to
attract foreign investment through various packages of incentives and
concessions, there is now & high degree of foreign economic penstration
into their national economic systems. Muck of the reglon's foreign
investment originally stemmed from a colonial background, initially
operating in areas connected with the nstural resources sector and
trading. later, foreign capital was increasingly draunij_ato the
manufacturing sector in response to the promotional policies of the
kost governments. Hence in /SEAN there is now a general pattern aof
concentration of foreign capital in the chemical-baged and metal-
based industries, which usually require large-scale operations and
modern technology. This is not the place to discuss the standard of
performance of foreign enterprises in ASEAN. On the whole, they
have responded well to some major economic objectives in most ASEAN
countries. At least in the case of Singapore, the most industrialized
member, foreign investment has played a distinct role in her
industrialization. If foreign enterprises have already exerted such
extensive influence on the manufacturing sector of the ASEAN economies,

the question then arises: Would it be realistic to exclude all foreign

N

e SN
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enterprises from the process of regional economic integratioa? An
even more appropriate question would be: Could foreign economic
companents be utilized at some stages t» accelerate the region's
industrial cooperation efforts?

Iu recent years, the ASEAN econcmies are undergoing rapid
structural changes in response to domestic and international challenges.
For most ASEAN countries, the lessons of the 1960s are well learmned,-

é; ) and efforts are being taken to liberalize their economies and render

then more cuter-direcled. Thus the trade regimes have been

progresgively rationalized and exports industries promoted. For the

manufacturing sector as a whole, there are clear signa that it is in

the throe of making the transition from import substiitution to export
""" @Y a3 iOn.

Singapore's manufacturing sector is almost exclusively orient;d
towards the export markets. Nonetheless, the industrial structure in
""" Singapore is being vigorously transformed towards more capital~

intensive activities due to labour shortages and rising labour costa.

In the process, labour-intensive industries are being phased cut while

e efforts are increasingly concentrated on the development of skill-

intensive and high value-—added industries.

Az a late-comer in the industrialization scene, Indonesia stands
in great contrast to Singapore in the development pattern. Most
industrial activities in Indonesia are predominantly in the import
substitution phase, sustained by restrictive tariffs and prolonged by
a huge domestic market as well as the oil bonanza of the 1970s. Still

changes are unmistakable over the past few years. There are two
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compelling reasons {or Indonesian policy makers to adopt measure to
accelerate industrial restructuring. First, it has become obvious

to the Indonesian government that ths existing import substitution
strategy has not been effective in terms of employment crestion.
Secondly, the growth of extractive exports, particularly the
depletable petroleum vhich alone accounts for nearly 70% of its total

exports, is not likely to continue beyond the mid-19808 as the

locomotive for the Indonesian economy. Thus Indonesia has to reorient

its development strategy for a more diveraified industrial base.
Many irdustries have to be restructured for greater efficiency and
made more outward-locking. This in fact has been the underlying
consideration for the 33.6% devaluation of the Indonesian rupiah in
November 1978, ainmed at rectifying the market distoriion caused by
th~ over~valuation of the Indonesian exchange rate.

The provlems and prospects of industrial expansion for Malaysia,
the Philippines and Thailand seem to be those that fall between
the polar cases of Singapore and Indonesia. These three countries
are likely to press for a more rapid growth of mamufactured exports,
wbickxﬁb,a already started in the late 1970s. Industrial restructuring
will be pursued more vigorously 2s it is clear that the relatively
easy inifial period of import substitution based on simple fabrication
for domestic consumption is over. Industries will have to be‘
upgraded towards the second round of imfort subgtitution in the
manufacture of interuediate and capital goods as to form main source
of their industrial growth. At the same time, efforts for the
development of labour-intensive industries geared to the foreign

markets will be intensified.

o
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As the manufacturing industries of ASEAN are, in various ways,
geared up to the challenge of the 19t s, the internmational economic
environment, due to the slackening of world trade and the reduction
cf international flows of capital and technology, has become much ) [
more difficult for ASEAN to continue its high industrial growth. It
is beyond doubt that the export markets for mamfactures will be
highly competitive in the 19808. Some ASEAN export industries will .
face 8tiff competition from the successful NICs (Newly industrializing
countries) such as Hong Eong, Korea and Taiwan; while others will be
adversely affected by the resu.gence of the Chinese economy and its
re-integration into the world market. If China were successful in
ita economic modernization effort, it would have enormous capacity
to mount a large-scale export drive based on low-cost labour-intenzive
activities, with serious repercussion on some of ASEAN'g own budding
export industries, e.g. some ASEAN textiles industries. At the same
time, the industrially advanced economies, hit by a prolonged recession,
are increasingly taking to stringent protectionist measures against

manufactured exports from the developing countries and render the

world market for manufactured exports more like a zero-sum gane.

It can be cogently argued that the rise of domestic and
intcfnational problems in the 1980; could actually create greater
opportunity for more serious regional economic cooperation endeavours.
To cope with mouniing protectionist barriers in the industrial
countries, the ASEAN countries will find i¢ more effective %o act as
a group in pressing for significant tariff concessions from advanced

countries through such mechanisms as multilateral trade negotiations (MTN),

e —
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or for essier access to the marketa of these countries through the
GSP achemes. The bargaining advantage of a regional economic
cooperation framework is more obvious in times of economic crisis.
Meanwhile, as the manufacturing irdustries in ASEAN sre forced to
undergo structural adjustments to meet nev international and domestic
pressures, the scope for regional industrial cooperation will also
increase. VWith a more efficient and cutward-looking industrial
structure, mepber countries will have greater flexibility to go into

various forms of regional cooperation.

The Techniques cf ASEAN Economic Cooperation

The basic techniques and strategies for ASEAN economic
cooperation were laid down in the Declaration of ASEAN Concord.
Broadly speaking, economic cooperation in ASEAN is proéoed.ing an
three frontss (1) trade liberalization; (2) industrial cooperation;
and (3) a variety of agreements and accords initiated by various
government bodies, semi-government organizations and the private
sector. Activities in the third area range from the relatively
more significant efforts such as arrangements for the priority supply
of rice and petroleum or money swavping, to those obviocusly of more
sycbclic value such as pledges by some trade or profonioml_
organizatiohs to increase mutual contact. In the long run, all joint
activities in the three areas are interrelated and will operate to
enlarge the scope for regional economic cooperation and increase its
momentum. Even the many gestures in social and cultural areas, which

apparently lack real substance right now, may alqo serve the cause of
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regional economic cooperatica directly and indirectly through
popularizing the very notion of regionalism.

In concrete terms, however, real progress towards integration
will bave to come through advance in either trade or industrial .
cooperation. Hence in the formal sense, the main thrust of the
overall ASEAN sconomic cooperation strategies is crucially binged on
the first two fronta: trade liberalization and induatrial cooperatiom.
This was in fact foreseen by a United Nations Study Team, headed by
Mr. G, Kansu, with the British egonomist, Professor E.A.G. Robingson
acting as a Senior Advisor.

At the request of ASEAN, the United Naticns Study Team was
organized to loock into the scope of economic cooperation for ASEAN
and to identify possible ways and means for more concrete cooperation
action. The U.N. Team recommenied three major technigues for regional
economic cooperation: (a) trade liberalization through preferential
trading arrangements, aimed at promoting intra~-ASEAN trade and greater
specialization between member countries; (b) industrial complementation
arrangements, mainly undertaken by the private sector and almed at
rationalizing existing industries by introducing ccmplementarity in
production; and (c) package deal agreements for the allocation of
large-scale industrial plants to be negotiated at the official level
in order to launch certain larga-scale industries which require a
regional market to become economically viable. As it happened, the
recomnendations of the U.N. Study team were clysely followed by the
ASEAN leaders in Bali and becams the backbone of ASEAN's regional

economic cooperation efforts.
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The U.N. Study team apparently took the view that ASEAN was noti
yet ready for a higher level of economic integration in the form of
a free irade arsa, a customs union or a common rirket. In the
circumstances, the three techniques of cooperation so reccamended
should allow for a more steady growth of intra-regional trade and for
a balanced aliocation of large-scale industrial projects so0 as to bring
about a more equitable distributiou of benefits of regional economic
cooperation. Above all, the recommendations were geared to the
political reality of ASEAN as it wes perceived in 1370, when a slow
and cau*ious approach to regional cooperation was viewed to be the
only pclitically feasible‘course of action. By 1976, ASEAN, undex
mounting externzl pressures, had grnwn more cobesive and developed
& greater propensity to undertake more serious cooperstion efforts.
Had the U.N. Study team recommended bolder and more ambifious messures
for cooperation, it is conceivable that the ASEAN Heads of govermmentas,
under the euphoric influence of the rising "ASEAN spirit® prevailing
at the Bali Suemit, could 8still have endorsed them in principle.
With all the hindsight, this would have probably trought adbout a
bigger initial breakthrough and a faster progress im ASEAN economic
cooperation, thus saving many tiresome rounds of negotiations

subsequently undertaken by the bureaucrats.

Trade Liberalization

Regional cooperation in trade does nut only lead to the alteration
of the trade pattern of the region, but also ultimately beara directly

on the structure and pattern of the regicn's industrial cdevelopment.

.....
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= Before going into detailed analysis of ASEAN cooperation in the field

of industry, a brlef discussion of ASEAN's practice in trade

cooperation is highly warranted.

The existing low level of intra-ASFAN trade has always been the

il

rallying point fcr the "regionalists”, wko strongly advocate a rapid

growth of intra-regional trade in order to diversify the region's

fillu

market base and to reduce its over-dependence oan *the industrial
= ' countries. BHowever, the intra-ASEAN traae since 1976 bhas simply
= failed to take off in real terms and remains stagnant at around the
15% level, despite the implementation of some regional trade
liberalization measures. In a sense, the sluggish expansion of intra-
i = regional trade in ASEAN brings to the fore the inefficacy of the
= technique of trade cooperation adopted by ASEAN. At the same time,

i the stagnancy of intra-ASEAN trade also reflects the tremendous

structural proolems and institutional biases operating agzinst intra-

regional trade. Many of the inherent obstacles standing in the way
e of intra~ASEAN trade are well-known. First, the existing trade and

' production patterns of ASEAN have allowed only limited absorptive

capacity for each other's major exports like rubber, tin, palm~oil, awl

o coconut products, which are primarily destired to be consumed outside

the region. Second, the ASEAN economies at their present stéges of

development have almost exbausted their commercial capacities in

_____ responding to the large and growing export markets of the developed

countries during the past two decades. Tnird, the import-substitution

i policies together with the balance of paymenta difficulties faced by

some ASEAN countriesa have resulted in certain policies which are




inherently biased against regional trade: e.g., high —riority for
the import of capital and in‘ermediate goods whicl are usually
supplied by the developed countries.

To overcome these inherent difficulties, the ASEAN economies
need to change their overall orientation in the long run. 3But in
the short run, a fundamental change in the technique of regional
cooperation in trade can alsc be effective. Trade liberalization
should be more vigorously pursued and be geared towards the small
and medium-scale industries with excess capacities. Ultimately,
growth of intra~ASEAN trade cannot be divorced from industrial growtb
and industrial adjustment in the member countries.

At the Bali Summit meeting, the five governments bad, in their
Declaration of Concord, expressedly committed themselfes to trade
liberalization through preferential trading arrangements (PTA). The
PTA agreement, signed by ASEAN Economic Ministers in Manila in
February 1977,is to provide an overall framework for the membey
countries to exchange trade concessione sc as to expand intra~ASEAN
trade. The instruments for the implementation of the PTA include
extension of tariff preferences, liberalization of non-~tariff{ measures
on a preferential basis, long-term commodity contracts, purchese
finance support at preferential interest rates, and preferences in
procurement by government entities. Of these instruments tariff
reductions have been by far the most important. Tariff negotiaticns
are to be conducted by the Tariff Preference Hegotiating Group of the

Committee or Trade and Tourism (COTT), and preferances are to be

[ ——
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excaanged on a product by product basis. The preferences are in moat
cases expressed as a certain percentage of the exisiing import duty
levied on extra-ASEAN imporis of the products. In the first round,
soume 1,700 items were initially considered but 200 items vere short-~
1isted, out of which only 71 products were finally picked after a
good deal of protracted negoiiation and bard bargaining. The first
round was approved in June 1977 and implemented in Jamuary 1978.
Tariff negotlations are held quarterly on the basis of offer and
request lists of each member country. By the middle of 1981, 5,825
product items with binding zero tariff rates or preferential margins
of 20%, 25% or aoove have been exchanged. By the end «f 1982, the
punber of commodity items approved for PTA bas reached 8,74, even
though most of these items caxry only 10% reduction. It has been
estimated that the PTA accounts for only a tiny 2% of the total intra-
ASEAN trade. This has led to the belief that the PTA scheme based
on its present atructure is not likely to produce much significant
effect in terms of restructuring the ASEAN trade pattern towards a
distinct regional orientation. |

It bas been argued that ASEAN could have followed a faster process
of trade liberalization had it from the start adopted the more
efficacious across-the~board tariff reductions, instead of the
commodity-to-commodity approach. The cumbersome comacdity-to~commodity
approach haa an open-ended time frame and has given rise to excesaive
negotiatinns and horse-trading among member states. In conirast, che
big~push way of the across-the-board tariff reductions would have been

interpreted as a gesture of serious intent and could well generate the
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psychological atimilus uveded for & significant breakthrough in intra~
ASEsN trade, Furthermore, the exisiing ccmmodity-to-comzodity patterz
of tariff preferences invclves many articles wiik a low trade content,
eepecially since tariff reductions are negotiated oa the basis of

toe BTN (Bruseels Teriff Nomeaclature) seven~digit level for articles
that enter iuts world trade. In fact, a large mmbher of the commodity
items includied in the PTA list are actually articies so minutely
refined down to the seven figures that they practically produce little '
trade impact.

During the last twe years fresh efforts in ASEAX have been made
to enlarge the general tariff cut to an average of 20-25%, with the
cut-off ceiling for the import value of PTA items being raised from
U5$50,000 to US$500,000. In addition, measures are also being taken
to deepen the trade preferemisz by introducing a 20% across-the~
board tariff cut on items vith import values less than US$50,0CH,
subject to national exclusion lists on sensitive products.

In the very iong run, suck pelective trade liberalization,
operated through the lengthening and deepening che PTA scheme, could

cf course produce a significant impact on the region's trade structure.

But the mechauism would be far more sffective if the products covefed

could include wmore non-traditional items, preferabtly those directly
related to the rsgional industrial projects or regional industrial
couplementation schemes. Hence trade liberslizetion, in the finel

analyais, is closaly linked %0 industrial cooperatiocm.
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I

ASEAN Industrial Cooperation in Practice

The main thrust of ASEAN‘s current endeavours toward industrial
cooperation is contained in two bagic programmes: the ASEAN Industrial
Projects (AIP) and the ASEAN Industrial Complementation (AIC) schemes.
The AIP scheme seeks to ~stablish large-scale government-initiated
industrial projects while the AIC programme attempts to promots
greater complementarity among existing industries through private
initiatives. It was felt that the private_sector wou.d be in a better
position to initiate and promote AIC projects due to their extensive
ard pervasive network of commercial linkages, while governments would
be better equipped to bandle large projects involving heavy capital
investments. The AJ? scheme was launched immediately after the Bali
Summit with a great deal of fanfare. However, its subsequent lack
of progress has resulted in the shift of momentum of industrial
cooperation to the Al programme, which currently.becomes the mainstay
of ASEAN industrial cooperation efforts. |

As already mentioned earlier, the scope and techniques of regional

~economic cooperation for ASEAN adopted at the Bali meeting are generally

baged on the recommendations of the United Nations Study Tean.
Specifically for industrial eooperation. gome of the findings and
recommendations of the ECAFE (now ESCAP) report on "Asian Iadustrial
Survey for Regional Cooperation' prepared in 1973 are also relevant

for ASEAN's current efforts towards industrial cooperation.l

1. The project was spomsored by ECAFEZ in conjunction with the Asian
Development Bank, UNDP and UNIDO, with Professor H.C. Bos as the
co-ordinator for the project and M. A. Feraldis as the leader of
the permanent team. The report was p.blished as Document AIDC (9)/1,
United Nations, N.Y. (1973). :
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The techniques of industrial cooperation as recommended by these two

UN reports are specially geared to the political reality of ASEAN as
well as its existing industrial structure. Thus, the AIP scheme

would envisage the launching of lerge industries on a "package deal
basis" by the ASEAN governments while the AIC programme would facilitate
the rationalization of existing industries, particularly the medium

or smaller industries, through complementation to take advantage of -

the enlarged regional market.

(1) ASEAN Industrial Projects (AIPs)

The Declaration of ASEAN Concord provides, inter alia, that
member countrlies "shall co-operate to establish large-scale ASEAN
industrial plants particularly to meet regional requirements of
essential commodities, and that the expansion of trade.amnng member
states shall be facilitated through co-operation in ASEAN indvstrial
projects." Priority is to be given to industrial projects which
could utilize the raw materials of member countries, create employment,
contribute to the growth of food production, and lead to increased
foreign exchange earnings or savings.

Immedistely after the Bali Summit, the ASEAN Economic Ministers
gathered in Kuala Lumpur in March 1376 to identify and allocate the
first package of ASEAN Industrial Projects (AIPs): urea projecte for
Indonesia and Malaysia, the diesel engine project for Singapore, the
superphosphate project for the Philippines, and the soda-ach project
for Thailand, Each of these five industrial projects was expected to
require an investment of about US§250-300 milliqn, with the host

country taking up 60% of the total equity and with the remaining 40%
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to be equally sharsd out among the other four member countries.
Private sector in the host country could take up equity participation
up to 40%. It was also agreed that up to 70% of the infrastructural
costs of these projectas could be financed by foreign loans. Ke;nnhile,
the Japanese government announced that it was ready to provide USS1
billion as loans to help finance the AIPs. Byt the Japanese made it
clear that their finan~{al commitments could only be extended to
projects which had proved ecanomically viable. This was also the
point to which the ASEAN leaders had agreed, and they had since
repeatedly stressed that economic viability of the projectes must be

established by feasibility studies before the final signal to go ahead

be given.

In scme ways the original allocation of the AIP package would
seen to be fairly rational in terms of location, factor endowment,
industrial structure, rav material supply and market potential. While
the engine project would be eminently appropriate for Singapore with
her urban economy and & relatively more advanced industrial structure,
the other four industries were rescurce-based agro—igdustries clearly

suitable for the other four agrarian ASEAN countries needed for the

_technical transformation of their agricultural sectors. Beyond such

a generalization, rational allccation would alsc require the fulfilment

of both efficiency and equity conditions before a particular project

be declared viable.
The prosress of the AIP scheme haa been nctoriously slow. So
far cnly the Indonesian and Malaysian urea projects have really taken

off the ground and are expected to come into commercial production by
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- 1984, Tne Thai soda ash project is still in .Le process of feasibility
| study, while the remaining two projects allocated to the Philippines
""" and Singapore have since been officially withdrawn. The hasty manner
in which the AIP package was adopted and the subsequent slugglish
progress in its implementation have clearly shown that many of the
i pre-feasibility problems have not been carefully considered. From

the outset, there were many unmistakable signs that some of these

= projects would be running into difficulties.

_____ The original concept of the AIPs was, as indicated earlier,

based on the "package-deal technique" as recommended by the UN teaxm.

ff Such technigue envisages a praminent role for the member governmentse
in the identificatian, selection, location as well as the implementation
of these projects. It 18 bheld that the direct involvement of governments
in large-scale enterprises would also help ease the infrastructural
bottleneck that is likely to crop up in some ASEAN countries.

vvvv There is a great deal of obviocus economic sense for the ASEAN

countries to undertake the package-—deal approach to industrial

..... cooperation, as cogently argued by the UN team. Industries which are
not economical in any one member country could now become viable if
set up on a regional cooperation basis because of the resultant larger
market. Accordingly, the economies of scales become the basic rationale
for the esteblishment of regional ind;atrics.

The ECAFE study has also shown that regional industrial projects

would actually require less investment and less labour per unit of

output than for similar national projects. Further, the relative

superiority of reglonal cooperation over non-cooperation comes out
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clearly in cost differences. The cost of meeting a supply deficlency
is significantly less in the case of industrial cooperation than in
the case of non-cooperation. Savings in costs would also be greater
for industrial cooperation than in the case of importing from third
countries. In fact, industrial cooperation is expected to lead to
a larger positive trade balance than the alternative situation of
either national autarky or complete reliance on imports from third
countries.

However, it would be naive to suggest that a group of regicnal
industries could be actually eatablished in a manner that would
really be optimal from the point of view of efficient resource
allocation. Economic factors may be allowed to dictate the choice of
industries for ASEAN industrial cooperation but not the geographic
distribution of industries within the region, which entails political
considerations as well as the complex issue of trade-off{ between
economic efficlency and social equity. In the short run, the effects
of regional cooperation could well appear much less favourable to
member countries since regional industrial projects muﬁt energe from
their infancy before cost advantage could be fully realized. This
ralses the question of protection. The survival of the project during
its infancy would than depend crucially upon the profereuti;l treatzent
to be received from other member count¥ies. FPinally it should be
stressed that thers are many industries in the ASEAN region which ‘
could not be competitive at worid market prices even if all the n :ional
aexrketa in the region were integrated. There are many more issues
like this, and they all add up to be a significant gap batween theory

and practice.
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Taken as a whole, the AIP package is vonceptually sound and
appesling. In practice, however, it is not easy to identify an
economically viable projects which can also pass the test of political
acceptability by all member countries. Good economics does not
pecessarily mean good politics. A4 the implementational level, there
are a host of common problems arising from the setting up of new
capital-intensive industries, such as the minimum plant size, optimal
location, adequate support from utilities and infrastructure, the
style of management, the supply of labour, the mode of marketing, the
method of pricing and the like, which all need careful considerations,
but not hasty decision, as has been the case when the ASEAN leaders
decided to launch the first AIP package. Not surprisingly, some

projects quickly hit snags.

(a) Urea Projects: Indonesia and Malayeia

The designation of an urea project each for Indonesia and
Malaysia is easy to understand. Both countries are food deficient,
and are heavily depending on the import of rice to make up for the
domestic shortfall. Fertilizers are therefore badly needed to step
up their "Green Revolution” in order to boost food productianm.
Purthermore, both countries have abundant supplies of natural gas,
the main raw material for the manufacturing of urea. In the case of
Indcnesia, there are already domestic facilities for the production
of urea geared to the national market. -

For ASEAN as a whole, the cemand for nitrogen fertilizer is

expected to increase from 0.3 million nutrient tons in 1975 to 1.9

_
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million nutrient tons by 1985, which will exceed the region’s existing
production c;pacity. At the time of the adoption of the urea project,
Indonesia's nitrogen fertilizer ocutput accounted for 71% of ASE@N'S
total. With the implementation of the two ASEAN projects for urea,
Indonesia and Malaysia would produce a substantial surplus over and
above the expected needs of other ASEAN members.

Indonesia's two existing urea plants, PUSRI I and PUSRI II are
located at Palembang in South Sumatra, with annual capacities ol
100,000 tons and 380,030 tons respectively. In add.tion, two more
new plants havt just been completed, with another two being scheduled
to be completed in two or three years' time. Meanwhile, the Philippines
hse also laid down plans for a urea factory, with an anmual capacity
of 390,000 tons, to be built at Limay while Thailand's Mae Noh
Industries - ¢8 in the process of phasing out its urea and ammonium
sulphate production.

It follows *hat if the planned ASEAN ureas projects for Indonesia
and Malaysia as well as Ior the mational project: o{;ihilippines were
fully taken into account, the total supply picture for ASEAN would be
difforent. Total urea output would then increase from 0.5 million
in 1576 %o 3.7 million tons in 1985, and the projected deficit would
disappear by 1981 when all the planned projectas wers expected to begin
production. ASEAN aa:Lhole would cleérly face a giut from 1981 onvarﬁs.
Indeed, Indonesia became self-gufficient in urea for the firat time
in 1979 when ita new plant in Kujang came on stream. With the completion
of the ASEAN urea project at Acheh, Indonesia would run into urea

surplua. .n the case of Malaysia, which hitberto produced no uree,




overproduction would also occur once its ASEAN urea project is
completed after 1984. Singapore, being a non-agrarian economy, would
demand only a tiny quantity. With only a sm2ll urea productiou
capacity, the Philippines is considered to be the only member country
with a sizeable deficit in urea; but that deficit would be considerably
met if its own urea plant at Limay is completed. All in all,. it is
clear from the start that only the Philippines and Thailand would
provide the markets for the surplus urea from Indonesia and Malaysia,
but these two markets could not absorb all the excess ocutput of -
Indonesia and Malaysia if the two designated ASEAN projects were put
into full capacity production. Unless ASEAN was to cultivate extra-
regional markets, its urea output would run into a glut, soon after
1985,
In the circumstances, Indonesia's ASEAN project at Acheh, with

the planned capacity of 670,000 tons_of urea and 330,000 toms of

S ammonia per year, should have been planned from the beginning as an

i export-oriented operation geared to the international market rather
than as a national or regional concern, which would require prote.tion
and subsidies to bacome viable. Malaysia has faced no less a dilemma,
Malaysia's ASEAN project at Bintull (Sarawak), with the planned annual
output of 530,000 tons of urea and 360,000 tons of ammonia, obvicusly
bhas a capacity grossly beyond Malaysia's own domestic need. Of course,
Malaysia counld have chosen a smaller national plant brt that would
involv§ higher unit cost with the result that Malaysia's output might
not be even regionally competitive., Ir short, given the existing level

of demand for urea in ASEAN (which is still low due to tbe relativel.
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low level of fertilizer application on farms), it has now become clear
that there is simply no room in ASEAN for two new urea projects,
unless they could be sufficiently competitive for the purpose of the
extra-regional export markets. Hence the problems for these two-

ASEAN projects, which happened to be the most viable of the five!

(b) Rock Salt/Soda Ash Project for Thailand

Soda ash is an important ingredient in the manufacturing of
glass, although it is also used in a mumber of industries including
sodium-based chemicals, pulp and paper, and scrap and detergents.

At the time when the first AIP package was initiated, the Philippines
wag the largest consumer of soda ash, accounting for 40% of the total
ASEAN consumption, with Indonesia and Thailand together comstituting
only 16%. Not surprisingly, the FPhilippines originally put up a

bid for the proposed soda ash project. The project was eventually
designated to Thailand mainly on the grounds that Thailand has huge
rock salt derosits estimated at 2,000 billion tons, in its northeast
part. The Thai soda ash project was initially estimated to cost
US$233 million and would have the capacity of producing an annual
output of 400,000 tons.

From the outset, there was much misgiving over this project among
economists in Thailand who argued that it would not be economical for
any ASEAN country to go into this line of production as it would in
fact be cheaper for the region to import soda ash from ocutside.
Concerns were also raised regarding the sscurity and tranaport problems
in Northeast Thailand. The rock salt mining aite is located at Bamnet

Narong about 260 kilometers from Bgngkok, while the limestone quarry
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is near Bangkok. Both the rock salt and limestone depositis axe
gseparated from the new port of Laem Chabung by a diatance of 430
kilometers, and this means that heavy infraatructural investment for
a pew rail link is a precondition for comstructing the proposed soda
ash plant. While the cost of extracting rock salt at US§3-4 per
ton might be fairly competitive by world standards, the inclusion of
heavy transport cost wculd raise the F.0.B. price of rock salt to
about USS10 a ton. The construction of a new railway and the development
of new port facilitles would substantially reduce the traneport cost
eventually but this would increase the total capital cost of the
project. Subsequertly, the Tuail government decided to adopt the
project bty absorbing the entire infrastructure costs incurred in the
construction of rail road and port facilities. The Thal govermment
held 20% of the equity, with the private sector taking up 40X.

The first meeting of the shareholder entities for the rroject
was held in Bangkok in October 1979, amidst little progress. At
present the Thail government together with some Japanese experts is
still in the process of sfudying and evaluating the feasibility surveys
undertaken by a Canadian consulting firm. Many of the problems which
had delayed the project would have certainly been anticipated if the
official commitment was made after a proper feasibility study bad been

prepared.

(¢) Superphosphate/Ammonium Sulfate Fertilizer Project: Philippines

Much as other agrarian-based ASEAN countries, the Philippines

wanted to develop its own chemical fertilizer industry. The selection

of the phosphate fertilizer project for the Philippines was mainly
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based on the fact that the Fhilippines has abundant supply of sulfuric
acic froz its copper suelting plants, despite the constraint that
the Philippines would hzve to import the other raw material for
superrhosphate, the phospnate rocx, from outside the region.

Phosphate is second only to nitrogen in fertilizer cozsumption
in the ASEAN region. The United Nations Study Team estimated ASEAN's
cemand for phosphate fertilizer would reach 416,000 tons by 1960. The‘
production capacity of ASEAN at the time was only 71,000 tons. Hence
there was a growing demand in the region for this product. The size
of the ASEAN project for the Philippines was rather unambitious: its
planned output was only 180,000 tons of phosphoric acid per year at
a relatively small investment of US$44 million. The ocutput would

satisfy the demand in the Philippines but leave a small surplus for

other ASEAN countries. But it would not in any case create such an

excessive overproduction a3 to seriously glut the regional market.
The major problem for the Philippines endeavour was, however,
cost, not excess capacity as in the ASEAN urea projects. It was
‘estimated that the production cost per ton of the éupérphoapbata
output in the Philippines would range beiween US$308-379, depending
on the raw material prices whereag the ruling world prices in 1377
were around US$180. The high unit cost for the proposed Philippines
project was mainly due to the .act that the Philippin:’s:g:/ato import
phosphate rock from the United States, which takegsup 60-65% of the
total production costs. This means that the project would require a

bigh common external tariff protection to the extent of 70% in order

to make it commercially viable; but this would be an unacceptably high
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cost for the ASEAN consumers. DBesides, there was another snag. When
the Philippines opted for the phosphate fertilizer project, it counted
on the relatively cheap by~product of sulphuric acid frow its copper
smelter plants. 4As the world copper market soon slumped, this
advantage wvas soon clouded with uncertainty. !
Therefore, it is not surprising that the superpbosphate fertilizer
project was officially withdrawn in mid-1978 on the strength of a
Japanese feasibility study. A4s an alternative, the Philippines
proposed at the Nineth COIME meeting in November 1979 to shift from
superphosphates 1o ammonium sulphate fertilizer involving much larger
investment. However, this‘alternative was quickly abandoned upon
unfavourable findings from a feasibility study prepared by an
independent consulting firm. It was the lack of basic economic
rationality that had barred the Philippines from participating in the

initial ASEAN AIP package,

(d) Diesel Engine Projects Singapore

The Singapore project f{or diesel engines has been the most

coptroversial in the first ASEAN Alp package. Diesel engines are

wll

usually classifiod according to application or HP (horse-power) range.
Major staticnary applications of diesel engines delow 20 EP are
primarily for power—~tillers, rice hullers, small water pumpa and

other agricultural implements, while lé.rger -~ ranges of stationary
variety are used ag power generators, air compressors and as pover
uriits for tractors and construction vehicles. Diesel engines are also
wvidely used for various types of marine crafts. All in all, the region

offered a fast-growing market for diesel engines of smaller HP,
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especially since the existing production capacity in the region was
inadequate to ﬁeet the growing demand.

Most of the region's diesel engine production capacity was
confined to less than 300 EKP and was primarily concentrated in ’ -
Indonesia, Malaysia and the Philippines, as neither Thailand nor
Singapcre manufactured or assembled diesel engines. Furthermore,
Indonesia, Malaysia, and the Philippines had firm plans to expand
their existing production capacity of engines below 500 HP, while
Tpailand was also moving into small statiomary engines within 5-50
HP range. In the case of Singapore, plans were also on hand for
manufacturing marine engines of large EP. The picture is quite clear.
The bulk of the region's demand for diesel engines was confined to’
small HEP range; but the potential residual market fo. ller diesel
engines would scon become extremaly narrow once the vzriocus national
plans for diesel engines were completed.

The designated ASEAN diesel engins project for Singapore at the
cost of US$200-300 million was planned for a wide range of HP from
5-21,000, with the annual cutput of 100,000 unita; the bulk of which
would have to be for exports in the region. At the Nineth COIME
meeting in November 1979, Singapore made it clear that it could not
go ahead with the asaigned prnject unless other member countries
shelved their own national diesel engine plans. At the save time,
Indonesia opposed Singapore for going into diesel engine below 500 EP,
rendering the Singapore prcject commercially unviable. In the end,

Singapore quietly dropped the ASEAN diesel engino project.
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(e) The Second Package of AIPs

Undaunted by the numerous problems facing the first AIP package,

. the Second ASEAN Summit in Kuala Lumpur in August 1977 want shead to

jdentify for prefeasibility etudy seven more new projects as the

- second AIP package, naumely, newsprint, potash, metal working machine

tools, electrolytic tin plating, heavy-duty tyres, TV picture tubes,
and fisheries. The Philippines and Singapore fell back or the second
= package as substiiutes for their abortive projects in the first package.

These seven projects have been allocated for the purpose of pre-

feaeidbility study to member countries as fcollows:

e Indonesias beavy-duty rubber tyres
Malaysie: metal working machine tools
Philippines: newsprint and electrolytic tin-plating

Singapore: TV ricture tubes

Th.iland: potash and fisheries.

The selection of heavy-duty tyres for Indonesia seems appropriate

- because not only is there a large and growing demand for heavy-duty

tyres tut also the region itself is the major producer of the basic
%; rav material, natural rubber. On the surface of it, Malaysia should
have put up a bid for this project as Malaysia is the most Bignificant
producer of natural rubber in the region and lMalaysia is th# only
%ﬁ ASEAN country which is currently exporiing heavy-duty rubber tyres.
) However, Indonesia was given the rubber tyres project on grounds that

""" Indonesia bad been beavily dependent on imports of rubber tyres.

There are considerable scale wconomies in tke manufacturing of

machine tools, products which ASEAN has a atrong demand. It would seem
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that Singapore would be the ideal centre for machine tools manuracturing.
However, Malaysia was bidding for the ASEAN machine tools project on
the ground that it had no plants to produce machine tools.
ASEAN has sufficient tropical timber resocurces as raw materials ’ f
for the production of newsprint. Currently, Singapore is the only .
ASEAN country which bas no existing newsprint capacity. But the
Philippines was bidding most strongly for this project and put it up.
as & substitute for its ill-fated superphosphate project in the firat
AIP package. The Philippines also took up the electrolytic tin plate
project, even though Malaysia is the region's principal producer of tin.
e ASEAN countries still depend on imports of TV tubes,
particularly colour TV tubes. At the same time, all the ASEAN
countries are making effortc to expand their TV tube output to meet
domestic demand. Originally Singapore took up the TV tube projact
as a substitute for its abandoned diesel engine project. However,
Singapore soon came to realize that the ASEAN market for colour TV

picture tubes would be too amall to support an economic-sized ASEAN

plant. Accordingly Singapore went ahead with the TV tube manufacturing

as its own national project aiming at the world market.

| The region'a entire potash consumption at the time of adopting
the second AIP package was wmet by imports, and the inclusion of potash
project in the second package was ther;fora considered rational.
Thailand was assigyned this project because Thailand was then the
region's largest potasn consumer, Thailand was also assigned fisheries

project as Thailand's fishing industry was the most developed in the

region.
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Thus, the second AIP package has been assigned io the respeciivs
ASEAN countries in various ways and for various reasons. Currently,
most of these projects are still in the stage of planning and
feasibility study, with a few ready for the initial phase of !

implementation.

(ii) ASEAN Industrial Complementatian (AIC)

Industrial complementation can take many forms. One type of
complementation agreement provides for the establishment in each
menber country an integrated industrial plant covering all stages of
the manufacturing process from raw materials to finished products
with a portion of the ocutput to be supplied to the otber participating
countries. In this way, the participating industry v;ll be able %o
specialize in a particular product in the vertical mamner and will
stand to benefit from the enlarged regional market. Another type of
complementation agreement provides for horizontal specialization, by
which member countries can specielize in producing different components
or parts for the same product, which will then be shipped to other
member countries for the {insl assembly or finishing. Finally,
complementation can also operate by combining both vertical and
horizontal specialization.

Pollowing the approval of the first AIP package at the Bali Summit,
steps were soon taken to work out the basic guidelines for industrial
complementation. 45 the AIP scheme was running into hitch and losing
ite moxmentum, the focus of ASEAN industrial cooperation shifted to

industrial complementation, leading to the signing of the Basic Agreement

on ASEAN Industrial Complementation by the ASEAN Foreign }Ministers in




53

October 1980. The most important provisions of ihe agresment are
as follows:

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

2. Identification of products for inclusion in an AIC
package shall be done by the ASEAN Chambers of Commerce
and Industry (ASEAN-CCI); while approval of the package
and associated trade preferences shall be undertaken by
the ASEAN governmental organizations.

3. The products in the AIC package shall receive the
“exclusivity privileges”, lasting for two years for
existing products, or three years for new products.

In view of the dominant role playsd by the private sector in the
largely market—oriented mixed economices of ASEAN, the AIC programme,
in enlisting the active participation of the private sector, may well
be the most effsctive avenue for aéhieving industrial cooperation in

the long run,

{i1) The Institutional Machinery for the AIC Programme

Two of the five economic committees, namely the Committee on
Industry, Minerals and Energy (COIME) and the Committee on Trade and
Tourism (COTT), which serve the ASEAN Economic Ministers are heavily
involved with the complementation activities. The accreditatioﬁ of
the AIC package is performed by the COIME, while requests for trade
preferences for the products in the complementation package are

evaluated by the Trade Preferences Negotiating Group of the COTT.

The final decision is taken by the ASEAN Economic Ministers, who meet
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fronx time to time to give general direction to the complementation
operations and assess their progress.

The key component of the ingtitutional structure for AIC is,
of course, the private sector, which is given the initiative to identify i
and formulate the AIC package. The ASEAN Chambers of Commerce and
Industry (ASEAN-CCI) is supposed to act as the official spokesman
for the private sector and therefore officially becomes the recognized
channel of communication between the government and the private ‘
sector in the ASEAN countries. In virtually all the ASEAN countries
there is a well-established Chambe: of Cormerce and Industry, which
represents the interest of the powerful business and industrial
establishment., Some members of the CCI in the individual ASEAN
coun*ries have close links with the technocrats in the government.
Thus the participation of the ASEAR-CCI in the region's industrial
cooperation could bring about the much needed initiative and flexibility
which are often found lacking in the ASEAN bureaucrats.

Chart II depict the intricate linkages between the ASEAN-CCI and
the ASEAN governments in the area of regional economic cooperation.
One notable feature is that for each of the five ASEAN governmental
economic committees, there is a counterpart in the form of a working
group within the ASEAN-CCI structure. In the field of industrial
cooperation, for instance, there is an ASEAN~-CCI Standing Committee
on Industrial Complementation, im addition to the Working Group on
Industrial Complementation (WGIC). The WGIC coordinates the work of
various Regional Industry Clubs /RICe)., RICs are essentially the
aggregates of private sector entities, associations, federations or

groups within the same industry rcpresenting each of the identified

industries for possible regional industirial complementation. They are
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composed of representatives of the national industry clubs but have
been officially accreditated by the ASEAN-ICC. Some industries are
by nature so extensive, e.g. chemicals, that their RICe have found
it necessary to divide into several sub-groups within their Club, in
order to focus effectively on some specific branches of the industry,
such as painte, sulpkuric acid, soaps, detergeants, fertilizers and
80 on.

Proposals for industrial complementation initiated by the national
industry associations are first submitted to the RIC for consideration.
The RIC will then forward the proposal to the WGIC for the endorsement
of the ASEAN~CCI Council. The Secretary-General of the ASEAN-CCI
will finally transmit the AIC proposals for action to the Chairman
of the /SEAN governmental committee concerned (e.g., COIME or COTT).
Care is taken that there is sufficient consultation and discussion
at each level before the final submission. In practice, the national
industry groups will hold prior consultations with their own Minisiry
officials to ensure that the intended proposal has met pational
policy priority. A4t the ASEAN-CCI level, the WGIC will work intensively
to identity the various issues and problems and to iron out conflicts
before making recommendations to the ASEAN governmental committee.

At the ASEAN Secretariat, the relevant ASEAN technical committee,
normally the COIME, will evaiuate the proposal before putting it up
for the nev<t ASEAN Economic Ministers' meeting for the final approval.
Thus the process for the development of an AIC package can be long
and time consuming. In particular, proposals for the 4AIC package for
the "new products” usually require a lot of data and information not
readily available. Hence the prolonged process of discussion and

consultation. The process of interaction of various groups is shown

in Chart III.
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CHART III

NIC, RIC, ASEAN-CCI AND THE ASEAN GOVERNMENTS INTERACTIONS
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(iv) The Implementation of AIC Packages: The Automative Industry

S0 far some 30 AIC proposals have been considered by various
RICs, most of which are concerned with “new products™. However,
there are only two AIC packages which have gone through the whole
exercise and been approved by the ASEAN Economic Ministers. The
first AIC package is concerned with “existing products" while the
second with "new products™. Both are in the automotive industry.

Since the automotive industry has displayed the greatest
potential among all the proposals for regional cooperation and has
made more progress than the others, it warrants some special
consideration here.

Except for Singapore, assembly of motor-cycles, private passenger
€ ars, light commercial vehicles and trucks is much encouraged in the
ASEAN region. Indeed, the automobile assembling industry was initially
promoted as one of the key industries under import substitution, with
substantial tariff differentials applied to imports of completely
built-up (CBU) vehicles and components in knocked-down (CKD) form.

However, the demand for vehicles in each ASEAN country, and even
in the entire ASEAN region, is too small to support the integrated
manufacture of vehicles on internationally competitive scale. The
automotive market in each ASEAN country is further affected by the
proliferation of different makes and different models, The total
sales of private passenger cars in ASEAN in 1979 amounted to only
190,000 units. Even if these sales were all of one make or one model,
the region'e aggregate demand would not support a fully integrated
automobile industry competitive with those in the United States, Japan

or other larger European countries. With fast technological progress

towards fuel efficiency and less pollutive engin§ deeigns, an integrated
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manufacture of pagsenger cars by couniris
could well be a high risk undertaking.

At the same %time, a vast market exists in the ASEAN region for
components manufactured in the region either to be used in new
vehicle assembly or for the replacement market. The scope for component
manufacture in ASEAN could be even more significant if the national
component industries could be rationalized and re-organized on a
regional basis through industrial complementation. Furthermore, the
development of different automotive component industries could exert
a major impact on the industrialization progress of the ASEAN countries,
because of its potential linkage effects. The hundreds of automotive
components which go into an automotive vehicle require a variety of
industrial processes to manufacture, including iron, steel, non-
ferrous metals, plastics, rubber, glass, and other components. The
standards of precision needed in manufacturing these components to the
tolerance requirement and interchangeability will alco foster the
development of manufacturing techniques, training methods and quality
control asystems, which will all add up to a aubstantial boost to the
industrial capability of the member countries. ‘

- The automotive components which could become the subject of
regional complementation scheme are those which require the enlarged
regional market to be economical. They include sub-assemblies such
ag petrol engines, diesel engines, transmissions, drive axioa, drive
shaft, suspension parts, and steering'mechanisms. Components of sub-
agssemblies such as engine crankshafts, valves, pistons, bearings,
transmisaion gears and gear forgings could also be part of the
complementation package. The pomssibilities for exports to the original

maker, or as raplacement parts to other export marketa outside the

region should not be ruled out.




The AIC package for ths autimotive components was first developed
by the ASEAN Automotive Federation (AAP), which was the first RIC
under the aegis of the ASEAN-CCI., The A4LF is made up of five

automotive associations in ASEAN, At the first AAF Council meeting

in December 1976, it appoinied a Technicel Committee to study and

identify autnomotive components/parts/products for regional

i complementation. Subsequently, the Tecknical Committee recommended

32 out of 121 items identified as products for possible industrial ' =
complementation as follows:
I I. Suspension Systenm

1. Shock absorber complemented oy models

2. Coil spring

I1. Power Train

1. Transmission assembly ccamplete

2. Driving axle including differential carrier assembly, complete

3, Propeller shaft including "U" joints
o 4. Constant velocity joints
III. Electrical System

o 1. Horms

o 2. Wiper motors ’

3. Starter motors

4. Alternators

5. Regulators

6. Gauges

7. Head light bulbs
IV. Engine and Parts

1. Engine assembly by make
2. Engine parts

a. 01l screen
b, 0Oil pressure gauges
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c. 0il temperature gauge
< M e mnndbad
e. Water temperature gauge
f. Timing chain cover
g. Cylinder block
o h. Cylinder head
- i. Crankshaft
J. Valves ) f
k. Carburetor
1. Timing chain

V. Make System and Wheels
1. Make hoses, clutch hoses

= VI. Body Parts (toc be complemented by models)

1., Floor side panel assembly

2. Side structure
= 3. Boof panel
E 4. Frame side rail
5. Cross members
Of the 32 producis, it was found out that there is:
1. No existing facility in all the 5 ASEAN countries for
3 components,
""" 2. No existing facility in the 4 ASEAN countries for
o 7 components, '
3. No existiﬁg facility in the 3 ASEAN countries for
6 components,
4., No existing facility in the 2 ASEAN countrisz for
7 components,
At the AAF Third Ccuncil Meeting held in Singapore in November
1978, the initial package for regional complementation was agreed upon
by AAF meabers. This package consists of the following:
Indonesia -~ Deut= diesel engines (30 E>-150 HP)

Malaysia -~ Srikes, nipples and drive chain f{or cars
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Philippines - Body panels for Ford Coriina
Singapore - Universal joints
Thailand - Body panels for commercial vehicles of 1 ton
V and above )
: Carburetor and headlight projects were also agreed upon by the ’
W AAF,
B The propesed initial package as well as the carburetor and head-

light projects were approved at the WGIC Standing Committee Maeting.
held in February 1979 for recommendation to COIME. After a few rounds
of meetings and consultation with the expert group on the automotive
industry, thé COIME eventually adopted the first two AIC packages for

»fﬂ final approval by the ASEAN Economic Ministers in Bali in September 1980:

First Package:

Indonesia - Diesel engines (80-135 EP)

Malayeia - Spokes, nipples and drive chains for motor-
cycles and timing chains for motor vehicles

Philippines - Ford body panels for passenger cars

Singapore = Universal jointa

Thailand - Body panels for mctor vehicles of 1 ton a2nd above

Second Package:

Indonesia ~ Steering systems

Malaysia - Boadlights for motor vehicles

Philippines =~ BHeavy duty rear axle for commercial fehiclea

Singapore - Fuel injection ﬁumps

Thailand - Carburetors

To facilitate the implementaiion of the firsf package, the AAP
agreed that the cozpanies involved in manufacturing should take the

initiative to work out multilateral or bilateral complementation.
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Begueste have been made to the government bodies for appropriate tariff
concessions. At the Fourth ASEAN-CCI meeting held in Jakarta in
December 1980, the AAF was authorized to communicate and negotiate
with the COIME and the expert group on the automotive industry on all
matters resgting to complementation in the autcmotive industry.
Meanwhile, negotiation on trade preferences on products covered under
the two automotive complementation packages had started at the Eighth
Meeting of the Trade Preferences Negotiatipg Group of the COTT held
in January 1981. Tha requests for tariff concessions from each other
are being considered and will no doubt involve further rounds of
negotiation. This is because all the ASEAN countries (with perhaps
the exception of Sirgapore) have numerous automotive parts industries
operating behind tariff walls; Hence the overall progress of the two

approved AIC packages haa been slow. The activities under the AIC

programme is summarized in Table 2.1.

(v) ASEAJ Industrial Joint Ventures (AIJVs)

Because of enormous problems and obstacles which have impeded the
progress and implementation of AIPs, it is perceived that the AIC
;rogramme may be a more effective avenue for ASEAN industrial cooperation
in the long run. However, it is difficult to identify sufficient
packages for industrial complementation similar to the one that has
been movnted on the automotive industry, which czn involve participation
from ail the ASEAN countries despite their different indusfrial structures.
As has been discussed in the above seétion, even the complementation
scheme for the ASEAN automotive ind@stry has not been progressing fast
er ugh and by itself cannot be counted upon to provide a breakthrough

in regional industrial cooperation. Hence other avenues or other

mere innovative procedures for regional industrial cooperation within

""i |

-
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Table 2.{ Industrial Compiamentation Projects considered by Regional Industry Clubs

Indusiry

mmadamt oo~

sr s
ALL prujece considored

Status of project

s

. Automotive

llectrical/electronics

. Agrir.ltural wachinery

. Chemicals

. food processing

. Rubber products

. Glass

Pulp and paper

. Texr . les

Iron and steel

First AIC package,

Second AIC package, (new products)
(Toral of 10 projects)

TV picture tubes, black and white

Transformers

Herwetic compressors
Minil tractors

Power sprayers

Powver transmissions
Jcetylene black
Chiorinated paraffin wax
Titanium dioxide

High test soidum hypochlorite
Freon gas

Regional grain storage
Fish cannery

Slaughter house and cold storage for
beef

Dry baker's yeast

Heavy duty tyres

Carbon black

Tyre cord, nylon

Chemical for fabtrication of rubber
products

Synthetic rubber

Figured sheet glass

Tinted sheet glass
Safety glass

Security paper mill
Mill spare parts and accessories

Mag:..sia clinker

Billet miil ’

Ferro alloys

Craphite electrodes

(existing products)

Approved by ASEAN
Economic Ministers

Dropped in 1978 due to lack
of consensus

Dropped in 1981

Feasibility study discon-
tinued, 1981

UNDP's technical assistance
requested by COIME for
feasibility study

Under consideratzion by RIC
Under considerztion by RIC

For discussions at next RIC
meeting, December 1981,

Disapproved December 1980 by
Committee on Food, Agricul-
ture and Forestry

Endorsed to working group om
Food, Agriculture and Fores-
try, December 1980.

Seeking feasibility sctudy

To be proposed for PTA

RIC conclused not viable.

Under RIC consideration.

Dropped by RIC, November
1978

Found not viable by RIC.

Under discussion by RIC

v

UNDP technicel assistance
for feasibiliry study re~
quested by COIME

Study group to be convened
to wake pre-~feasibility
study

UNDP's technical asgistance
requestad by COIME for
feasibility astudy

Dropped by RIC, March 1980.

To be presented to RIiC at
next meecting. ’

Prefeasi:i{licv g:.:dy o be
prenared.

L ———t b
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the btroad {ramework of the AIC programme must be explored or cultivated.

It is with the view to step up progress in industrial complementation

that the ASEAN~CCI President, Mr. Wee Cho Yaw of Singapore, in his

""" address to the 14th ASEAN-CCI Council Meeting held in Jakarta in
i December 1980, proposed a new concept of industrial complementation
hY
called "ASEAN Industrial Joint Ventures". One distinguishing feature

between the AIJV and a conventional AIC project is that the former

can proceed even with two or three ASEAN partners from the private

T sector while the latter is normally presented as a package involving

more or less equal participation from all the member countries.

Conceivably AIJVa can be launched as relatively small projects with
less capital investment and less preparatory groundwork., In project
development or formulation, the more flexible AIJVs can reduce the
problem of mismatching or lack of matching among the member countries,
which has posed great difficulties for the identification of an

..... acceptable AIC package. It is envisaged that AIJVs can be approved
individually or separately by the relevant ASEAN Economic Ministers
80 long as these projectis can yield benefits to the member countries

f ~ concerned and do nov bring about unacceptable distribution of benefits

and costs among these promoting member countries, thus avoiding going

i through the whole cumbersome ASEAN machinery.
At the ASEAN-CCI meetings in Manila in June 1981 and in Bangkok
in November 1981, the AIJV proposal was formally conxidered; Meanwhile,
the varinous ASEAN RICs, notably, the ASEAN Chemical Industries Club,
the ASEAN Iron and Steel Industry Federation, the ASEAN Automotive
Federation, and the ASEAN Federation of Textile Industries, were
undertaking studies to identify potential joint ventures. It is

understood that AIJV projects will soon be submitted to the COIME for
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approval. The COIME his already drafted the Basic Agreement on
ASEAN Industrial Joint Ventures in conjunction with the ASEAN~CCI,

The key guiding principles in the draft Basic Agreement include:
(1) Participation in an AIJV comprises at least two ASEAN countries
but is not necessarily limited to only ASEAN countries, provided
that the ASEAN national component is at least 51%. (2) An approved
AIJV product will enjoy up to 50% of ASEAN PTA. (3) Other ASEAN
countries can choose to opt out from the AIJV but their similar
products cannot enjoy such exclusive and special tariff preferences.
(4) Whenever feasible, AIJV products are to be equitably allocated
to the participating ASEAN countries. (5) An ALJV product should be
of internationally accepted quality and its price relatively
competitive.

It can thus be seen that the AIJVs carry certain distinct
advantages not embolied in the conventional AIC package. Since the
A1JVs have such flexibility of participation as allowing each member
country freedom to join or not to join, a wide range of industrial
projects can be more easily initiated or identified for the purpose
of regional cooperation. Further, the provision for non-ASEAN
participation in the regional project opens up opportunity for the
multinational ccrporations to come in. It is well known tkat foreigo
enterprises have played a crucial role in the region's industirial
development. With their superior technical know-how, management skills,
overseas marketing connection and outsile capital funds, MNCs are ‘
likely to add greater economic viability to the projects. The emphasis

on international competitiveness is alco a right move. I an AIJV

project is economically efficient and becomes less dependent on FTA,
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it will also beccme less gusceptible to the vagazies of rsgicnal

political influence.

(vi) Potential AJJVs

At the 13th Meeting of the COIME in Kuala Lumpur in January 1981,
a decision was taken to recommend the pre-feasibility studies on a
pagnesium clinker plant, a mini-tractor plant and a security paper
mill as potential AIJV projects.

Magnegium clinker is needed for basic refractory used for making
heat-resistent bricks for the furmaces of the iron and steel industry
and the cement industry. Among the raw materials for magnesium clinker,
dolomite is the most important and is available in ASEAN, especially
Thailard. The dermand for magnesium clinker (which is a derived
demand) therefore depends on the growth of the two vital industries in
ASEAN, namely, steel and cement. The investment cost of the magnesium
clinker project depends much upon the scale of production, location,
labour cozts, etc. But a preliminary estimate of the total investment
for a workable size amounts to US$40 million.

The pini-tractor project was proposed by the ASEAN Agricul tural
Machinery Pederation. In Thailand and Indonesia, small tractors are
increasingly used for rice cultivation, and their demand is expected
to continue to grow rapidly to meet the requirement of farm.
mechanization. In thess two countries-there are already & number of
small tractor assembly plants. Indoﬁosia has planned to set up a
large-scale national prcject for tue production of agricultural tractors.
The concelved AIJV project for wini-tractors ies to be conceatrated on

the machine witk 15-25 HP. The projected annual output iz 10,000 units.




Lowever, ihe poseibility of over-production should not be ruled out,
since the individual ASEAN countries (except Singapore) bave already
bad their own tractor factories.

The ASEAN security paper mill project, as proposed, will
panufacture security paper used for bank notes, cheques, certificates
of indebtednese, stock certificates, revenue and postages, contracts,
legal documents, lottery tickets, and other forms of financial
instruments. This project was initiated by tne private sector in the
Philippines in view of the availavility of the principal raw material,
i.e., abaca, & long-fibre plant. It is, bhowever, difficult to
ascertain the exact ASEAN demand for security paper, which is just a
sort of high quality paper. Some ASEAN countries traditionally have
their own legal tender notes printed in the United Kingdom, while
others in the United States.

The foregoing AIJV projects have been more seriously considered,
and their pre-feasibility studies were financed by the UNDP and UNIDO.
Besides, other projects have beea proposed and identified, which
include graphite electrode, ferro-alloy, cholorinated parafin wax,
acetylene black, titanium dioxide, freon. Mogst of these projects’
are still under deliberation in their respective RICs. Some of these
projects may not be feasible or accepted by the relevant ASEAN
authorities. The p:.ccess of getting an AIJV project off the ground
would be faster if the ASEAN-CCI had drawn up a list of feasible

projects that are likely to be approved by the ASEAN countries. This

would certainly reauce delay and avoid duplicatien.




69

(vii) ASEAN Cooperation in Industrial Finance

The lacklustre performance of ASEAN industrial cooperation through
various schemegs as surveyed above is in part due to the many structural
problems inharent in these schemes and in part because of the overall
= institutional constraint associated with a particular ASEAN organizatien
or a particular member country. An interesting point arises: how
far has the sluggish progress of these projecta been due to lack of |
financial support? In what way can regional financial cooperation
ffz .... contribute to ASEAN industrial cooperation? Are financial considerations

- . crucial to the success of a regiocnal industrial project?

¢ Financing Industrial Development in ASEAN

= Industrialization progress in developing countries is highly

dependent upon the availability of financial resources. For ASEAN

inflow
o as a whole, on account of the constant 2.,of foreign investment,

o availability of international aid as well as rising export earnings

from the region's primary comnodities and natural resource products,

o its industrialization programme has not been constirained by shortage
. of capital and foreign exchange. In addition, domestic financial

rescurces in each of the ASEAN countriea have been adequately mobilized

for development, mainly because all the ASEAN countries are well

endowed {at least by the average standard of the Thinxd World) with

financial institutions. Consequently, few industrial projects,

public or private, are known to have been aborted due to lack of

financing.

', e Indonesia is adequately served by financial institutiona. The
{
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Bank Negara Indonesia is theé largest staiec-cwned commercial han
specializing in financing industrial undertakings. The bank Pembangunan
Indonesia extends medium— and long-~term loans to new industrial
projects particularly in the transportation sector, while the Credit
Insurance Institution extends credit guarantee cover to banks for
financing small and medium-sized industries.

In Malsysia, financial services are generally adequate for tpe'
purpose of industrial development, but they are largely geared towards
assisting the bumiputras (native Malays) and small-scale industries.
Apart from the Bank Negara Malaysia, the Central Bank, the financial
institutions with a major role in industrial financing include the
Credit Guarantee Corporation which offers guarantee cover for small
enterprises; the Malaysian Industrial Developnent Finance (MIDF),
which promotes bumiputra participation in industrial activities; and
the Industrial Development Bank of Malaysia, mainly for financing
capital-intensive and high-technology lndustries.

In recent years the financial sysiem in the Philippines has grown
extensively and in greater sophistication. At the end of 1979, there
were 38 private development banks specializing in providing medium-
and long-term loans for economic development purposes. Lending to
the small and medium-gized pioneering industries is mainly Aone by
the wholly stated-owned Development Baﬁk of the Philippines.

As a financial centre in Southeast Asia, Singapore is uniquely
a class of its own as far as financing of economic development is

concerned. Singapore is well served by a whole range of finar~ial

institutions, both foreign and domestic. With a high saving ra*io and
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with no balance-of-payments problem, Singapore's industrial expansion
is easily met-by domestic finmancial resources, vsually channelled
through the large semi-government Developuent Bank of Singapore.

In Thailand, the industrial sector is currently in need of .
financial help for restructuring in order to make it more expori-
oriented and to expand into rural areas. The Bauk of Thailand (the
Central Bank) has been providing funds at subsidized rates to industries
through the Industrial Finance Corporation of Trailsond.s Small
industries can resort to the Small Industry Finance Office, which is
run by the Ministry of Industry. In practice, many industrial under-
takings in Thailand have been funded largely through self-finance by
borrowing from commercial banks.

It may be concluded that the ASEAN countries have developed a
variety of financial institutions, which have by and large effectively
mobilized domestic resources for industrial development. Th{is dces
not mean that there ia no demand for externmal financing, Small
industries, particularly those from the priority sectors, e.g. in the

rural areas, can turn to government or semi-government finmancial

ol

corporations. But the need for outside financial resources ariszes
in the case of tha large, capital-intensive projecta, especially from
the financial sources in the advanced countries which can offer

attractive or concessional terms.

Financing of ASEAN Industrial Cooperation

Ag discusaed earlier, in the first AIP package, two of the five

designated projects have been withdrawn, with only the urea projects
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for Indonesia and Malaysia proceeding as planned while the soda ash
project for Thailand is still very much in the air. Of all the
obstacles faced by the AIPs, the firincial aspects have posed the
least problem. As shown in Teble 2.2 the financial requirements of ;
the first AIP package have boen adequately met by long-terr borrowings
at concessional rates {rom Japan.

There are, however, certain obvious snags on the financial side.

First, tne iritial celay and the subsequent slow down of these
projects have escalated the final costs. This neceasitates the
renegotiation of loans and additiomal borrowings, which have therefore
caused additional delay. Secondly, there are substantial differentials
in the interest rates for different projects, because ihe major
creditor, Japan, has insisted on treating each projecf on a case %o
case basis. Tne Japanese also maintains that loans will be advanced
to the individual ASEAN countries concerned which will then be relent
to the project companies. Thirdly, the Japanese loans are not without
sirings attached, and the procurement formula to the projects is tied
to Japan.

As for the AIC programme, the projects have not actually started
and the detziled financial arrangements have yet to be worked o ..
But the possible external sources of finance are clear: they are
Japan, the EEC countries or USA, with Japan being the most likely
source due to Japanese economic pre-éminence in the reg;on.

ASEAN has so far been successful in eliciting financial assistance

from Japan for its regional econoniic cooperation efforts. Through

the Fukuda Doctrine, Japan bad pledged US$1 billion to help finmance




TABLE 2.2
TERMS OF LOANS FOR THREE AIPa

Indonesia Malaysia Thailand
Project Urea Urea Soda ash
Site Aceh, Sumatra Bintulu, Sarawak Rayong Province
Start of construction March 1931 1982
Total investment US$403 million U0S$322.640 million Us$280.8 millionb
i) OECF loan
a) Amount 46.23 billion yen US$158.094 million
b) Rate of interest 2.5% p.a. 4% p.a.
¢) Loan period 18 (7) years 20 (5) years
(grace period)
d) Procurement formula Generally united Generally united
ii) Ex-Im-Credit
a) Amount 20.17 billion yen US$67.754 million
b)} Rate of interest : Te5 = 774 p.a.a 7.75% p.a.
¢) Repayment period - 10 years (after 10 years (after
comnissioning) commissioning)
d) Procurement formula Tied to Japan Tied to Japan
Note: a. The higher interest rate is charged on an additional sum of 5.67 billion Yen.

b.

This amount includes investment in the mining of rock selt and limestone quarrying which may

not be included in the AIP.

OECF = Overseas Economic Co-operation Fund of Japan.

¢L
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the ASEAN regional industrial projects; but the Fukuda Fund could be
easily depleted once other AIPs were confirmed. In order to maintain
a continuous flow of funds from Japan to finance other ASEAN
endeavours, & new Japanese merchant bank called the "Japan Invesiment ]
Company" (JIC) was set up in 1980. The JIT is supposed to provide
financial resources to the ASEAN projects through the other newly
established "ASEAN-Japan Development Corporation" (AJDC), of which '
the JIC is a shareholder. With capitalization amounting to 1 billion
yen, the JIC counts among its shareholders some 150 big Japanese
corporations and securities houses. The JIC would solicit government
and private financial rescurces.in Japan and other international
financial centres to participate in the AJDC equity for its lending
activities. The JIC will mobilize long-term funds by issuing capital
notes to Japanese corporations or by borrowing from the Japanese
government agencies. In {his way, the JIC provides a vital avenue
for various ASEAN irndustrial projecfa (provided they are economically
viable) to tap the vast financial resources from the yen market.
ASEAN's efforts for external financial assistance have also
met with some success in the EEC. In March 1980, ASEAN and EEC
signed an agreement for finmancial cooperation. Subsequently, a
proposal was made for the formation of the ASEAN-EEC Develdpment Fund,
along with a request from ASEAN for the EEC's contribution of US310
million towards the {inancing of the pre-feagibility studies of some
industrial projects provided under the AIC package. Subsequently,

ASEAN had formally requested the EEC for a sum of US$1 billion in

the form of concessional credit to finance AIPs. But ASEAN has raised




75

difficulty in the EEC's existing financial and technical aid policy

with regards to "non-associa‘ied developing countries”. The EEC would

rather deal with ASEAN through the Interact Group, an informal i
asgociation of Europe's public development finznce corporations.

G Negotiations between ASEAN's Committee on Finance and Banking and

= the EEC's Interact Group are being continued.

Apart from the EEC, ASEAN could approach other advanced countries

;:'- like the United States, Canada, Australia and New Zealand for credit

.....

lines. The usual mechanics for negotiation is through ASEAN's

= dialogue with these countries. However, no significant results have

o so far been produced.

i C ASEAN Financial Institutions

The presence of problams in connection with the extermal sources

s of finance for the ASEAN's cooperation activities has reinforced the

s region's decision towards more “financial self reliance". In August

1976, ASEAN bankers met in Singapore and decided to establish the

......... . ASEAN Banking Council (ABC) as a mechunism for promoting banking

. cooperation in the region. A year later the idea for an ASEAN

merchant bank was mooted at the ABC meeting, leading to the

. formation of the ASEAN Finance Corporation (AFC) in January 1980,

with initial paid-up capital of US$50. million,to be equally shared

..... by the five members of the ABC.

The idea behinl the establishment of the AFC was the creation of

an ASEAN-owned financial institution that could provide financing

i facilitiea for the regional cooperation projects or other ASEAN-based




-
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enterprises. It was noted that the existing financial institutions q
inside or outside the region were reluctant to finance regional
ventures. The United NationsIStudy Team bad recommended for the
formation of the ASEAN Development Corporation at the suitable time
for the purpcee of trade cooperation and economic integration. DBut
ASEAN viewed this as premature.

In practice, the AFC is functioning more like an ASEAN Invesiment
s major objective is to serve as acatalyst for the region's
economic development by actively participating in or initiating new
investment activities, especlally underwriting both debt and equity
issues of ASEAN-based industries. Thus Beed equity capltal may be

offered by the AFC to the various AIC projects. The AFC can also

serve as a conduit through which international finmancial resources
outside the region is channelled to the region for de;elopment. Above
all, the formation of AFC fills an important gap in the overall ASEAN
machinery for regional cooperation, as being a formal channell for
outside funds to be transmitted to various ASEAN projects. Prior
to this, the lack of an official ASEAN financial institution as the
counterpart to financial organizations outside the region had given
rise to cumbersome procedures for the disbursement of funds to variovs
ASEAN agencies or projects.

Japan was most eager to establish links with the AFC, and let
AFC hold half of the equity of the ASEAN-Japan Development Corporation
(ACDC), which started operation at the end of 1981. The main objective
of AJDC is to solicit and channel private and official financial

resources from Japan and other internmational financial centres to the
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ASEAN region for the promotion of ASEAN ccoperation projects or the
A5ZAN-Japanese joint ventures.

Meanwhile, the idea of setting up an ASEAN Export-Import Bank
along the line of similar organization in Latin America was also
mooted. This would provide concegsional export and import credits
to promote intra-ASEAN trade. The proposal was formally put te the
first COFAB (ASEAN Committee on Finance and Banking) meeting in May.
1977. Subsequently, the International Finance Corporation (IFC),"
an affiliate of the World Bank, was asked to organize a mission to
look into the feasibility of setting up an ASEAN Export-Import Bank.
However, the IFC's recommendations were against this kind of financial
ingtitution on the grounds that the growth of trade in ASEAN,
especially for the non-traditional goods, has not been hampered by
the lack of medium- and long-term credits, and that the ASEAN exporters
have bzen generally adequately provided with trade credits by their
national monetary autn¢rities. In short, the IFC misaion did nct
detect a sense of urgency in thu= region for the creation of such a
regional export credit institution. Thus, the iéeé of the ASEAN
Export~Import Bank is for the time being shelved.

At tne ASEAN Banking Council meeting in January 1980, another
idea concerning the setting up of the ASEAN Bankers Acceptance (ABA)
market was propcsed. I% was held that the ABA would cut down tae
cost of ilatra-ASEAN import financing which is normally done through
the New York Bankers Acceptance market. Commercial banks in ASEAN,
if allowed to create ABA, could chargs theilr customasrs lower discount

rates through a secondary market for ABA. The ASEAN Central Banks
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and Monetary Authorities have already approved the ABA scheme in
principle. But the high interest rates in the international money
market throughout 1982 had stalled progress of the ABA scheme.

Special mention must be made in respect of the ASEAN Swap

arrangement, which came into being in August 1977. This is a mechanism

for short-run liquidity financing arranged by the Centrazl Banks and
monetary Authorities in the region to alleviate temporary balance

of payments needs of the member countries. It is done with the
Central Bank of the needy member country swapping its local currency
for US docllars provided by other member countries. The original
amount of credit available under tkis facility was US$100 million,
with each member country contributing US$20 million. In 1978, the
credit line available under this scheme was raised to U532C0 million.
In 1979, the Swap Arrangement was extend:d for another three years.

Earlier in 1976, a proposal ta organize an ASEAN Clearing
Arrangament was put forward, as similar clearing arrangements have
been adented in other regional groupings. Thne scheme would save
fnoreign axchange corversion costs in the ASEAN region and could lead
to more intra-regional trade. Dut the scheme was later frozen zs
its potential benefits for ASEAN were considered not sufficiently
significant.

In conclusion, it may be recaptdfed that the ASEAN region is
reasonably endowed with fairly well developed and a diverse rangz of
financial institutions, which have go far provided a creditable
foundation not only foi the region's industrialization p-ogress but

also for its recent industrial ccoperation efforts. Unlike the
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regicnal groupings in other parts of the Third World, the extensive
financial network in ASEAN has offered adequate financial services
for regional cooperation activities in trade and industry. Some
programmes in ASEAN industrial-cooperation have run into nitch because
of tpeir structural and institutional difficulties, but not due to
thie lack of financial facilities. In short, regional financial
cooperation in ASEAN has advanced quite significantly over the past
further

few years, and/progrsss in tnis field couid in the long run still produce

zmore pesitive effect on regional cooperation in the field of industry.

(viii) OCther Areas of Industrial Cooperation

The main thrust of ASEAN economic cooperation, as identified
and discussed above, are contained in the programmes covered by PTA,
AIP, AIC and AFC. These activiiies may be treated as "formai"
regional economic cooperation in the major sectors. But regional’
economic cooperation is & broad term and can take a variety of forms.
There are other aspects or areas where more "informal" and less
visible regional cooperation activities can take place. This refers
o cccasions or framework which provide opportunities for various
groups from the member countries to make contact with each other and
exchange views on matters of regional interests. The numerous rounds
of meetings for negotiation, consultation and discussion generated
from such formal regionul ccoperation programme as AIP or AIC have
alsu enabled the relevant groups in each member country tc come to
understand more the problems and needs of their counterjart in other

member countriea, The variocus formal prcgrammes may ot have yet
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yielded concrete results, out thelr proionged implementaticn process
has certzinly created some beneficial spillovers in terms of increasing
public awareness Or even public acceptance of these programmes.
Eventually there will be positive feedback to the governments or
decision makers, which will be under more pressure to modify policies
or restructure programmes for some genuine cooperation. This may be

a long way from the regiocnally coordinated industrial planning; but.

it is nevertheless a right step towards harmonization of policies.

Take the AIC programme, for instance. The development of an
industrial copplementation involves an extensive process of
interaction at variocus levels, from the private sector as the
initiator at the bottom all the way up to the ASEAN governments fcr
the final decision, as skeiched out in Chart III. Th;s may indeed
be a curbersome procedure for mounting a complementation project and
has actually been one of the causes for having slowed down the progrees
of implementation. Viewed from a different angle, the f{ramework for
achieving AIC also serves as an effective channe) of communication
among various parties and interest groups involved in the AIC
programme, and information exchange is a precondition for regional
cooperation efforts. Besldes, tlis alszo leads to more technological
cooperation.

The procedures and processes for.generating the AIC package are a.
convenient network for the exchange of technical information. The
various feasibility studies and techrical surveys and tbeir evaluatiou
can also achieve the same. DMore concretely, regional technclogical

cooperation is conducted through some specific arrangements, often
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initiated by the various RICs. For instance, the ASEAN Federation
of Cement Manufacturers bave organized several technical symposia,
with resource persons from both ASEAN and outside, on themes in;luding
the energy management and planned cemeat plant management. The
= ASEAN Federation of Textile Manufacturers have also organized training
) courses for ASEAN nationals on textile production techniques such
as fiber testing. Some RICs also arranged technical visits to
G factories and plants for their members. Plant visits can facilitate

the regional iransfer of technology along the practical line.

Besides, various regional professional groups such as medical
personnel, bankers, eccnomists, engineers, shippers and managers hold
their regular meetings or seminars and conferences on technical
""" topics related to their own professions but often with a regional

bias. All these activities contribute to the increased regional
:; technological cooperation. Since most of the technical knowledge
""" . transacted on these forums have a special regional beafing, such
activities may possibly lead to the development of some regionally-
* oriented appropriate technology which will in the long run serve the
‘‘‘‘‘ goal of regional industrial cooperation.

The ASEAN framework not just facilitates regional technological
cooperation but also promotes external technological cooperafion and
technclogy transfer from outside. Over the years, various international
organizations such as UNDP, UNIDO and EEC, and individual governments
of Japan and Australia have been anproached for financial and teckhnical

help towards ~egionzl cooperaticn activities. Indeed, many of the

feasibility studies or tackground tecnnicz. surveys for the regional
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economic cooperation projects were financed by funds from cutside
or conducted with technical advice provided from cutaide.

Much of ASEAN's regional economic cooperation still depends
crucially on the breakthrough in the main programmes such as PTA,
AIP or AIC. But the gradual progress in the less sensational areas
s highlighted in this section should not be dismissed. In the long
run, these "informal™ activities can all add up to something of more
than symbolic significance. They increase tne general robustness
of the overall regional cooperation sysiem, laying groundwork or

creating momentum for progress in the "formal" areas.

r—— R
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CHAPTER 3: THE ANDEAN PACT INDUSTRIAL CO-OFERATION

Introducticn

On May 26, 1969, the Andean Pact (AP) came into being after the

e plenipotentiary representatives of Bolivia, Chile, Colombia, Ecuador

and Peru signed the Bogota Declaration to promote regioral economic

cooperation on a sub-regiocnal b;sis. In December 1973 Venezuela

jointed the AP as a sixth member; but Chile opted out in 1976 (and

k= Bolivia threatened withdrawal in 1980). The mode of the sub-regionzl

n economic cooperation was apecifiéd in the Cartagena Agreezent, which

called for the acceleration of economic integration within the

framework of the Latin-American Free Trade Association (LAFTA). The

AP was thus an outgrowth of the overall regional economic cooperation

efforts in Latin America’centred on LAFTA. In reality, the AP was

o formed largely as 31 result of disgatisfaction with the working of

LAFTA, which by the late 1960s had lost its momentum.

e From the outset, the AP, with several distinctive features, had

L promised to inject some much-needed fresh vigour into the stagnating

regional movement in Latin America. The AP was characterized by a

B few imaginative or innovative economic integration programmes such
as the automatic process of elimination of intra-regional trade

barriers, the formation of a common exte;nal tariff, the provision
""" for special trea.uent of forelgn inveatment as well as the sectoral

programmes for industrial development, which all stood out as bold
o experiments in regional economic integration efforts in the Third

wWorld, These programmes of integration activities were by far more




vigorous than those later proposed in ASEAN or other Third World
regionai groupings. lience the AP has been described as a model of
economic integration for developing countriea.l Without doubt,
the AP experience in economic integration is instructive for ASEAN

and other Third World regiocnal groupings.

The Evclution of tne Integration Framework

The idea of regionalism in Latin America was conceived long ago;
Strong sentiments for greater inter-American cooperation had of ten
been expressed in the various meetings of the International Conference
of American States. But serious idea of economic coocperation anly
emerged during and after the war. In 1948, Colombia, Ecuador,

Panama, and Venezuela attempted in vain to form a free trade area.
Argentina had also tried to initiate some regional arrangements among
the southern countries of Latin America. But nothing substantial had
emerged. Less ambitious schemes such as regional payments systems
were also tried out.

During the 1950s, two significant and practical measures towards
regional economic cooperation were undertaken under the suspicies of
the Uaited Nations Economic Commission for latin America (UNECLA).

Tne {irst was the setting up ¢f & Central American Economic Cooperation
Committee in 1951 to study the protl-ii of setting up an econﬁmic
union. Tais led to the establishment of a Central Ame.ican Common-

Market (CACM) and the General Treaty on Central American Economic

l. R. Frenc-Devis, "The Andean Pact: A Model of Economic Integratiom
for Developing Countries", World Development, No. 5, 1977.
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Integration, signed in December 1960, by El Salvador, Guatemals,
Honduras, and Nicaragua, and by Custa Rica in 1962. Tre second was
tre sponsorirg of various official conferences and working groups

on the promotion of regional trade and customs unification. This
culminated in the formation of the Latin American Free Trade
Asaociation in February 1960, constituted by Argentina, Brazil, Chile,
Mexico, Peru, and Uruguay. LAFTA was later joined by Bolivia,
Paraguay, Colombja, Ecuador, and Venezuela.

The LAFTA group occupied a particularly significant peaition
in the latin American economy. In 1960, the LAFTA countries accounted
for more than 60% of the Latin American production of coffee and
tobacco, over 70% of coal production, 80% of grains, and over 90%
of copper, lead, and zinc. With regards to manufacturing, these
countries accounted for almost all of Latin America's output of
motor vehicles, wood pulp, newspring, and steel products; and a large
proportion of the output of food products, textiles, durable consumer
goods, chemicals, machinery and transport equipment.

As in other country groupings of tiie Third World, the LAFTA
countries differed substantially in economic and social development,
and were without aignificant traditional commercial ties among them,
as they were geographically isolated, with their economies primarily
oriented towards the advanced countries. Internslly, these Latin
American countries faced population exﬁloaion and chronic external
aconomic imbalances caused by their deteriorating terms of trade.
Their industiies were inefficlent, partly dus ts over-protection as
a result cf their prolonged import substitution strategies and partly

because of the amallneas of their domestic markets. All these
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structural weaknesses offered a powerful rationale for regional
economic integration. It was argued that integration could enable
these countries to accelerate specialization and complementary
production as well as reduce their economic over-dependency on the !
few developed nations. Politically, integration could also streagthen
the bargaining power of Latin American countries in the world ecomomic
arena.

Te Montevideo Treaty for LAPTA embodied the determination of
the original signatories "to persevere in their efforts to estabdblish,
gradually and progressively, a Latin American common market". Its
Article 2 provided that the free trade area was to be brought into
full operation within "not more than twelve (12) years" from the date
of the Treaty. During that time, the member countries were expected
to eliminate gradually "sucn duiies, charges and restrictions as may
be applied to imports of goods originating in the territory of any
contracting party". To achieve this aim, the contracting parties
agreed to enter into negotiations from time to time to draw up
national schedules of products, the duties on which were to be
reduced at not less than 8 percent a year, and also a common schedule
of products for progressive tariff reduction.

Trade liberalization brought about scme notable achievements.
Between 1961-69, intra-regional trade of the LAFTA countries had
more than doubled i1n volume and had expanded more rapidly than their
global trade. A total of 11,000 national list tarif{f concessions
and Y complementation agreements had been negotiated. By 1967 regional

tariffs had been reduced “o about 50% of the level aprlicable to non-




87

regional exports. Progress had also been made in other fields, e.g.
in 1969, tne Central Banks of LAFTA created multilateral credit
arrangements to help member countries to cope with dollar shortage.
Despite the wchievements, however, LAFTA soon started to cre;te
problems for itself, and ramificatiors generated by these problems
operated to slow down the integration progress. Although the mzajor
efforts of the LAPTA integration were concentrated on removing
tariffs in the initial periods, by 1966 tariff concessions had been
made on less than half of the tariff items and most of these items
were not produced by the country making the concessions. Increasingly
LAFTA negotiators began to find it difficult to reach agreements on
tariff concessions on products within the common schedule as well as
to negotiate for further reduction on the national schedules. The
fact that the Treaty of Montevideo allowed a high degree of selectivily
in the negotiation process so that member countries could also
negotiate withdrawal of products in the national schedules made matter
much worse. while concessions made on products ingluded in the common
schedule could ot be modified, no country was obligea to reduce any
duty or charges on these products until the end of the 12-year period.
Consequently, the trade liberalization process was soon glowed down.
Besides trade liberalization, other problems had cropped up to
impede the integration progress. LAFTA kept on putting off agreement
in respect of a common investment policy. Above all, some member
countriea were deeply concerned that protection enjoyed by their
domestic indusiries could be prejudiced by the development of a
broader market envisaged by the free-trade area. Such sent.ments were

uanifeated in the regional automobile project.
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It thus became clear that after the euphoric start in the early
1960s, the integration process of LAFTA was losing momentum and was
not proceeding as smoothly and as rapidly as it was required. It
was essentially their disappointment with the slow progress of
integration within LAFTA that led Bolivia, Colombia, Chile, Ecuador,

>>>> eand Peru to form the AP as & subregional approach to integration.
These countries constituted a narrower range of variation in size

and level of development and thus held brighter promise for

E successful integration from the start.

Objectives and Framework of the Andean Pact

The main objectives of the AP as provided in the 1969 Cartagena
Agreement are the promotion of balanced and harmonious development
of the member countries and the acceleration of development through
regional economic integration. Furthermore, the AP also aims at
i; establishing a favourable precondition for the formation of a Latin
sperican Common Market. The ultimate objective of the AP is to
yromote faster economic growth via integration so as to improve the
living standards of all the inhabitants of the Subregion.
What distinguished the AP from ASEAN or other regional groupings
.... in the Third World was that the AP's econnmic integration objectives were
more explicitly spelled out. In fact, the AP was going after the
much more ambitious integration targets, which were aimed at‘the
formation of some kind of an econcmic uﬁion. This means that the
AP would not’limit itself to just promoting regional trade through
the establishment of a Free Trade Zone as advocated by the LAFTA.

A Free Trade Zone is designed to remove all restrictions to reciporcal
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trade but leave individual member countries free to handle their
own trade relations with the rest of the worid; while a Customs
Union is characterized by the elimination of duties and other trade
restrictions between member countries and by the setting up of a

o common external tariff barrier viz-a-viz outside countries. Even

further, the AP set a higher goal of a more intensive form of

- integration which would include not just the free flow of goods

and factors of production, but also effective harmonization of

economic and social policies of the member countries.

In order to achieve its objectives the Cartagena Agreement

laid down, inter alia, the following major peolicies:

o (1) Trade liberaiization through progressive tariff cut.
(2) Establishment of & common external tariff.
= ' (3) Joint industrial programming and sector industrial

development

(4) Harmonization of economic and social policies.

(5) Implementation of the agricultural development prograrmme.

_____ (6) Arrangements for physical integration; and

e : (7) Preferential treatment for Bolivia and Ecuador.

Through these policies, the AP seeks to achieve an equitable

and balanced economic development for member countries by exploiting

the common opportunities created by integration. At the samé tine,
effortas are to be taken to minimize differences and to avoid conflicts

that may crop up between member countries. The institutional
- framework for implementing the various cooperation programmes is made

up of two organs, the Commission and the Board, together with two

auxiliary bodies, the Advisory Board and the Economic and Social
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Advisory Committee (CAES).

(a) The Comuission

This is the bighest decision-making organ, constituted by the
plenipotentiary representatives of all the member countries. It is
primarily responsible for formulating the general policy of the
Cartagena Agreement, approving the essential guidelines for regional
harmonization and other objectives of the Agreement, and ensuring
the fulfilment of obligations in accordance with the Agreement and
the Treaty of Montevideo.

The Commission is headed by a Chairman nominated by the member
countries in rotation, in alphabetical order. The Chairman represents
the Commission and cannot simultaneously act on behalf of his own
country. The Commission normally holds three regular sessions a
year.

(b) The Board

Thie is the "technical" organ of the Cartagerna Agreement and
is made up of three elected officials from memver countries for &
period of three years. These officials are to act in the common
interest of the Subregion as a whole and do not represent any member
country. Tbe Board, presently located in Lima, functions as the
Permanent Secretariat of the Agreement, ccmplete with a host of
administrative personnel and technical steffs. The primary
responsibilities of the Board are to ensure that the stipulations
of the Agreement are duly implemented and “nat the Commission's
decisions are complied with. The Board alsc submits proposals

regarding the [ilfilment of the Agreeuent to the Commission for
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approval. From time to time, the Board also conducts studies and
initiates measures for consideration by the Comuission.

(c) The Advisory Committee

’

m™is Committee is made up of official representatives from the
member countries, and its main function is to counsel the Commission
and the Board and to coordinate their work. This enableu member
countries to maintain close touch with the work being undertaken by.
the Board.

(d) The Economic and Social Advisory Committee (CAES)

This Committee consists of three representatives each from the

labour unions and the management in each of the member countries.

Its main function is to bring activities from the economic sectors

of each member country into the integration processes of the Sub-
region. It aims at encouraging participation of the private sector
in various regional economic cooperation activities.

Apart froc the above four insez;ents which constitute the major
institutional machinery for the economic integration of the AP,
mention rmust also be made of the Andean Tribunal of Justice, which
was formed in May 197J. This Tribunal is the formal legal arm of
the Cartagzna Agreement, primarily concerned with the enforceu;nt.
of the Subregional rules covered by the Agreement. The Tribungl
is empowered to interprat or even nullify decisions or resolutions
of the Agreement and tn investigate any iﬁfringement of the Agreement.
It is useful to set up such a legal bcdy to settle disputes and
conflicta which may arise from time to time in the process of

integration.
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Industrial Development of the Andean Pact

Onc basic¢ rationale behind the drive of developing countries
towards regional economic cooperation i the need to restructure
their existing trade and industrialization patterns. For a proper
evaluation of the industrial cooperation prc:rammes in the AP, it
is necessary to run & brief review of the industrialization processes
and policies of the AP and to bring out their salient features.

Most of the socio-economic features of the AP countries have
been briefly noted in the Introduction of this Report. Suffice
it to say that the AP group with a total population of 73 millien
comprises small countries — the largest country in terms of
population size is Colombia, with only 26 million. A very high
proportion of the population in all these countries is concentrated
in cities and towns, and the rates of population growth are generally
high. Rapid urbanization over the years has given rise to open
urban unemployment, which 18 a familiar problem in other parts of
the developing world. Here in the AP countries, as in most developing
countries, the need to create employment has provideda the main
impetus for the Subregion's industrialization efforts.

The strategy of industrialization undertaken in the AP countries
is typical of the import substitutioa pattern, with countries'
manufacturing primarily labour-intensive.conaumer goods *o replace
importe. Colombia was the first country to have begun this process
in the 19408 ctnd has since developed & relatively complex industrial

structure. In contrast, Bolivia and Ecuador were late sf{arters in
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" ‘ the ir-“ustrialization scene, and their manufacturing activities are

still predominantly in the stages of simple fabrication involving

fzod processing, beverages, textile and clothing (ISTC 31 and 32)
""" as shown in Table %.l. On the other hand, Peru and Venezuela have

sz in recent years made considerable progress in restructuring their

import substitution industries towards the higher stages of import

o replacement of durable consumer goods.

Needless to say, the extent of industrialization in each of

these countries depends on its overall economic charucteristics,

particularly the predominance of its primary-producing sector. In

Colombia, agriculture and cattle-raising still constitute dominant

o activities, just as mining in Bolivia and Per, and petroleum in

= Venezuela as can be seen from Table 3.2, The primary sector in

these countries therefore imposesiis impact on the character of

am industrialization of the AP countries. The kinds of industries now

in existence in these countries are essentially resource-based

industries, making use of raw materials and similar inputs from

o domestic sources, e.g. the food-processing fndustries in Colombia,

metal industries in Peru and Bolivia, petro-chemical industries in

----- Venezuela.
..... With the availability of raw materials as well as reaiy-made
domestic markets, the import-substituting industries of the AP have
grown rapidly since the late 1560s, All the AP countries are resource-
.... bazed economies, thus deriving much benefit from the first world

oil crisis. Riding on the crest of high oil prices and the commodity

boom in the early 19708, the AP economies chalked up impressive
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TABLE 3.1
THE ANDEAN PACT: STRUCTURE OF GROSS DOMESTIC PRODUCT AT MARKET PRICES
FOR MANUFACTURING INDUSTRIES BY COUNTRY, ACCORDING TO ISTC, 1973
(Millions of Dollars at 1973 exchange rates)
Bolivia Colombia Ecuador Peru Venezuela _AP
35.0 3.2 45.6 30.7 25.5 30.7
27.3 ‘i;:; 20.3 17.1 9.3 17.9
5.3 1.7 5.7 2.7 2.2 2.6
1.8 5.8 5.4 5.4 5.7 5.5
16.9 18,1 8.7 16.2 36.0 21.5 2
4.5 4.7 7.0 4.1 4.8 4.6
3.6 2.9 2.4 8.4 5.7 5.3
.0 10.8 4.5 13.9 10.1 10.9
2.7 1.1 0.7 1.4 0.6 1.0
100 100 100 100 100 100
SOURCE: JUNAC, "Andean Group, Gross domestic prodgct at market prices for manufacturing sector,
i570-1980", J/VE. ES/004; 15~2-~82.
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THE ANDEAN PACT: GROSS DOMESTIC 'PRODUCT OF FACTOR COST BY SECTOR AND COUNTRY, 1973

Sector
Agriculture,
fishing.

Mining

Petroleuw
Manufactured goods
Building

Basic services
Covedsnment

Uther services

Tocal

Bolivia

20.2

(Millions of Dollars, at 1973 exchange rates)

Colombia

29.4

1.0
19.5
5.4
7.6
7.3

29.3

100

TABLE 3.2

LEcuador

7.7
8.8

.8

100

Peru

14.9

2.6

Venczuela

6.5

1.2
20.7
15.4

5.4
11.7
11.3

27.8

100

SOURCE: JUNAC, “Consolidated accounts for the Andean countries", Jun/Dec, 9-7-1981.
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8.8
9.6

30.2

100

43
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growth rates during the first part of the 1970s, as shown in Table 3.3.
In the second half of the 19708, however, economic growth of the
AP slowed down. Slackening of economic growth brought to the fore
many structural problems inherent in these economies, especially
++- e in their manufacturing sector. The basic probiem for the
manufacturing sector was how to improve resource ailocation and to
incraase the efficiency of the industries. A brief survey of the
industrialization processes of the individual AP countries is in order.
In Colombia, although the industrial sector was not given the
highest priority in the three four-year development plans, in the
19708, emphasis was put on increasing its production efficiency
within the overall framework of liberalizing the econumy. It was
reasoned that industrialization in Colombia had reached some
maturity stage so that attention shoulda be paid to structural
adjustment and intermal upgrading rather than to further extensive
growth.
In Venezuela, a more prominent role was assigned to industry
in the development plans than was the case of Colombia. The
Venezuela plans recognized that the initial phase of import substitution
waa over, but not all industries were ready to mount an export drive.
The government was to play a different role from that of thg private
sector in promoting furtbher industrial growth. The oil bonanza
had produced enormous spillovers for a'wide range of congumer goods
indvstries, which led to industrial imbalance. The government was
particularly concerned over the lack of internal cohesion of the

manufacturing sector. In the latzst 1976-80 Plan, emphasis was




e A T e n e e e s

TABLE 3.3
THE ANDEAN PACTs GROSS DOMESTIC PRODUCT AT MARKET PRICES, 1970-1980

(Rates of growth in 1973 national currenciecs)

1971 1972 1973 1574 1975 1976 1907 1978 1979 1980 70-75 75-80 70-80
$olivia 4.9 5.7 6.8 6.1 5.1 6.8 3.4 3 2.0 .8 5.7 3.2 4.5
Colombia 5.8 7.8 7.1 6.0 3.8 4.6 4.9 8.9 5.1 4.0 6.1 5.5 5.8
Ecuador 4.9 7.2 25.3 6.4 6.4 5.6 9.2 6.2 5.8 4.6 9.6 6.3 7.9
Peru 5.0 1.7 4.3 1.5 4.5 2.0 0.1 ~0.5 3.7 K99 4.6 1.6 3.1
Venezuela 3.0 33 6.1 6.1 5.9 8.4 6.8 3.2 0.7 0.7 4.9 3.9 4.4

L6

SOURCE: JUNAC, "“Consolidated Accounts for the Andean countries"
JN/de 566 9~6-198)
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placed on the long-ierm need of improving industrial efficiency as
well as settiqg up of basic industries such as aluminjum, iron and
steel, and petrochemicals in order to capture the upsiream and
downstream effects of the booming petroleum sector.

In Peru, the 1971-1975 Flan gave priority to the social reforms
based on economic growth. But industry was still considered the
focal point of the entire development strategy in order to achieve
ugeli-pustained development". The General Industrial lLaw classified

industries into four groups based on the decending order of priority.

Thus, the first group to receive top priority included iron and
steel, chemical fertilizers and industries producing capital goods.
The s2cond category included goods for mass consumption and main
items of industrial equipment. The third was to cover'industries
stabilished for "complementari’y" while the fcurth was for the
"non~priority industries". The incentive system was structured
according to the above priorities.

In Ecuador, the Flan covering 1972 to 1979 also focused on
industrial develcpment in order to reduce the country's dependence
on oil exports. This was put as the country's long-term objective.
The priority list for industrial development included "strategic"
industries such as oil refining, iron and steel, fertilizers, fishing
and cement. But top priorities were algo given to industries which
could utilize opportunities created by regional or subregional
integration.

Pinally, in Bolivies, the development strategy in the early

19708 originally stressed social réforms. After the change of government

——
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in 1975, a new development plan was drawn up, emphasizing aspecific

projects aimed at selective replacement of imports of foodstuffs,'

textiles, clothing, timber and furniture. This was a more pragratic
approach, although somewhat on an ad hoc basis, lacking overall

ccherence. But there was also increasing recognition of the need .
for a more balanced industrial gtructure geared towards the

exploitation of the country's'natural regources., Generally speaki#g,
Bolivia's industrial base is gtill weak, with a lot of features
characteristic of the early stages of industrialization. Its

industrial capacity is by far lagging behind that of Venezuela and

Colombia.

(a) The Role of the State

The role of the State in the AP's industrial development takes
a variety of forms. With few exceptions, the government occupies a
secondary position rather than directly operating or controlling
the operation of industries. The role of the government is more
important and decisive in the channelling of resouices from the
primary sector to the industrial sector. 3By and large, the private
gector s8till assumes the primary'role in i.e growth and development
of manufacturing sector in the AP suhregion.

Colombia has the most liberal pelicy in the group. Its
developnent plans lay down the clear-cut guideline that state -
intervention in the ruaning of the economy is basically confined to
the establishment of rules and the creation of the necessary

ingtitutional eanvironment and incentives for the private sector ‘o
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operate. Thne state's direct participation in economic activities

is found largely in the mining sector and in basic industries
including development of energy and infrastructure, leaving the mam-
facturing sector primarily in the hands of the private sector.

In Venezuela, the state is heavily involved in intersectoral
resource transfer, which essentially means channelling and re-
distributing surplue from the booming oil industry to other segments
of the economy. Since the government cofiers rapidly swelled as
oil revenue went up, the state had to invest its surplus int¢ basic
industries or otner industries on the official priority list. 1Inm
Venezuela, as in other small cil rich states, the o0il bonanza has
rapidly expanded the government's steke in the economy and sharply
increased the role of government in the functioning of the economy.

In Peru, the scale of government intervention in the eccnomy
is the highest in the AP group. The State not only intervenes '
in production operations in some industries but alsc in foreign
trade as well as in Peru's financial system. The government is also
actively involved in supervising the implementation of the socio-
economic reforms at the ‘“micro" level, e.g. in the labour market.
At the sane time, there iz alsc an official movement towards
decentralization, which could well reduce the effect of the $tate
intervention.

In Ecuador, an oil exporting country like Venezuela, albeit on
a smaller scale, the government performs much the same role as that
of Venezuela, b.:ically by play?ng an active and supportive role

for industries. The goverrment aerves an important function in

ol
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reinvesting income from oil to other basic industries. Thus, apart
fron the oil sector, state intervention is heavy in industries such
ag iron and steel and chemical fertilizers.

In Bolivia, the Plan of 1970 prescribed a very heavy role for
the basic industries. Lowever, the Plan of 1975 reduced the role
assigned to the state. Nonetheless, the government was still
responsible for iUiree-quarters of the total industrial investment
for the period 1975-80. For the whole decade of 1970s, some 60%
of the total investment was attributable to the state. The Bolivian
Development Corporation, a main economic arm of the yovernment, has
now controlled a fairly wide range of corporations covering consumer
and intermediate goods. The relatively economic backwardness of
Bolivia has provided impetus for more state interveantion in the

economy.

(b) Trade-related Policies

The AP member countries are small ecoromies and as such, they
are also "open”, involving a large extent of external operations.
Furthermore, industrialization in a small develeoring country cannot
be self-reliant or be completely free from inteimational economic
influences. Eence the policy apparatus which determines the size
and levels of foreign econonic interacticn needs to be discussed.
Here in this section, the focus is on exchange pclicy and tariff
policy, which are also interrelated.

On the whole, the exchange pplicy of the AP group during the

19703, a decade characterized by economi~ vncertainty and intermational
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monetary instsbility, has beer passive. This is particularly the

case for Venezuela a.d Ecuador, which exported oil and the huge oil
revenue added fire to these inflaticn-prone economzies. Thelr exchange
policy has not been effectively employed for either moderating
inflation or stimlating ther menufactured exports, although such

a “pagsive" exchange rate policy has oprrated to favour production
for the domestic market.

In Bolivia, an unrestricted exchange market lasted until 1972
wnen the U.S. dollar went into floating. After a large devaluation
in 1973, the Bolivian pesos maintained a fixed rate., In 1979, the
Bolivian pesos devaluated again, as a result of high inflationary
pressure. Consequently, the fixed rate regime, reinforced by the
tariff protection policy, tends to discriminate against industries
producing for the export markets. A more or less similar phenomencn
holds for Colombia, where the rate of inflation has grossly out-
stripped the rate of devaluation.

In Ecuador, an official exchange rate waa fixed, with the
inflationary rates fluactuating. This works in favour of imported
goods. Tne came trends, in varying degrees, apply to the Peru and
Venezuela, as can be seen in Table 3.4.

The effect of the exchange ratc policy on industrial development
cannot be evaluated independently of the effect of the tariff
protection. In general, the tariff structure of the AP countries is
supposed to operate in such a way as to expedite the import sub-.
stitution process. Thus tariff rates are structuredand non-tariff

barriers set up to protect domestically produced finished goods and
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TABLE 3.4

THE ANDEAN PACT: DEVALUATION AND INFLATION RATES BY COUNTRY, 1970-1980

1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980
Bolivia
i - 3.6 6.4 3.6 62.3 8.3 4.5 8.1 10.4 19.7 47.2
d - 0.0 11.4 51.1 0.0 Q.0 0.0 0.0 Q.0 2.9
Colowbia
i - 11.0 13.1 19.6 23.3 22,1 - 20.5 31.4 18.8 23.9 24 .9
d - 4 9.6 8.2 13.8 15.1 12.1 5. 6.1 8.5
&
Ecuador A
i - 9.5 1.7 12,0 22.7 14.4 10.2 12.9 13.1 10.1 12.8
d - Q.0 0.0 n.a Q.0 0 0.0 0.0 0.0 0.0
Yeru
1 6.8 7.2 9.5 16.9 23.6 33.5 38.1 57-8  67.7 59.2
d ~ a.0 0.0 Q.a 0.0 5.4 40.8 45.9 86.5 43,
Venezuela
i ~ 3.3 2.8 4.2 8.3 10.3 7.5 7.8 7.1 12.4 23.2
d - c.a 2.3 ~2.2 «0.4 0.0 0.0 0.0 Q.0 Q.0

SOURCE; JUNAC, Socio~economic Indicators, 1970+1979, May 1981,

i = percentage variation between average annual price indices
d = percentage variation between average annual exchange rates.
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to discriminate against the import of consumer goods, Tariffs on
interzediate goods and capital goods are either exempted or levied
at very low rates. In practice, the final net effect of tue tariff
protection often turns out to be quite different. In some cases,

the guods exempted for the tariff purpose ere consumer gocds. In
other cases, as in Bolivia, the basic tariff structure affords
greater protection to consuwer goods than to intermediate and capital
goods. This is another familiar example of effective proiection
producing (often unintended) result different from those of nominal
protection.

In Venezuela, the average level of protectibn ‘rorks out to be
55%, though the actual figure is esiimated to be 69%. Import
licenses are required for products already produced at home. 1In
Colombia, the tariffs have been reduced progressively, and the
average rate comes to 26% after the tariff reform of 1979. In Peru,
the tariffe have rem#ined unchanged for the greater part of the
1970s, with the average rate staying at the high 55%. In addition,
Peru has a much stricter system of physical controls than in other
AP countries. Finally, in Ecuador, the tariff structure is quite
complex and is differentiated to treat goods according to categories,
e.g. luxury goods or capital goods.,

On the whole, the tariff system-of the AP countries is
adninistratively cumbersome and economically "irrational". The
Cartagena Agreement has indeed provided the much needed framework
for the rationalization and streamlining of the tariff policy in'the

Subregion.

|
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(c) Subregional Integration and Industrialization

The brief survey above has brought out scme structural short-
comings and policy preblems in the industrialization process of_the
AP countries. Industrialization of the AP countries has reached
the crucial stage of intensifying import suostitution activities
into the more advanced sector compriiing many basic industries or
capital-intensive industries. Some industries are in the process
of making the crucial transition from import substitution in%tc export
expansion. For a smooth transformation, many of the structural
shortcomings in the mamufacturing sector would have to be overcome.

Since virtually all the AP countries are small economies, tne
obvious structural constraint of the manufacturing sector of these
economies is the limited dowmestic markets which are easily exhausted
in the initial phase of import substitution. But most dynamic
industrial activities with specialization in production demand a
scale of operation to exceed that of domestic markeis. The many
"basic industries" set up under the various development plans in the
1970s would clearly be not viable if their ocutput were to depend
entirely on their amall national markets. 3But the wurld export
parkets for manufactured products are extremely competitive and tend
to be dominated by a few efficient industrial countries toéether
with some dynamic newly induatrializing countries (NICs). Worst
still, access to the markets of the industrial countries for
manufactured exports from the LDCs have become increasingly more
difficult due %o rising protectionism. In the clircumstances,

regional economic integration is therefcre seen as an attractive
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a2nd realistic optiomn for tbege gmall countries to achieve wider
and more stable markets for continuing their industrial growth.
Specifically, the AP economic integration was supposzd to
promote the Subregion's further industrialization efforts in two
vays. Tne first is tn make the import substitution process more
rational and more efficient, by looking beyond the narrow horizon
of the individual member country markets; and the second consists
in the progressive introductioﬁ oflzompetition into the Subregion's
industrial development process. In this way, the problems created
in the industrialization prucess of the AP countries have also

presented ther with opportunities as well as challenges in their

movement towards serious economic integration on a subregional basis.

The Andean Pact Programmes for Trade Liberalization

One mecnanism of the subregional economiz integration of the
AP is the automatic and irrevocable liberalization of reciprocal
trade among member countries and the establishment of & common
tariff barrier viz-a-viz the rest of tiae world (the common er’
tariff). The ultimate objective is io0 eliminate auties an
restrictions on all kinds of imports originating from member
countries. From the outset, the AP countries were commiited to work
towards the estatlishment of a common market.

The range of products covered by the trade liberation Programme
are divided into four categories. For tariff reduction, the AP has
created its own nomenclatvre, NABANDINA, which is based on the
Brussels Customs Nomenclature with adaptation to the requirement of

the AP Subregion.




(1) The first category comprises products included in the

first section of the LA®TA Common List, corresponding to roughly 132
{tems in NABANDINA. These products were completely liberated from
tarifs restrictions as of 14 April 1970, except for Bolivia and .
Ecuador, which were still covered by thc Montevideo Treaty. For
Venezuela, it would put into efZect the tariff liberalization for
these products on 1 May 19%2. :

(2) The second category are products not produced in the
Subregion but have been reserved for the sectoral programme. This
corresponds to 228 commodity items in NABANDINA, and would completely
be liberalized by 28 February 1971, except for Venezusla, which
would start from 1 May 1974. Special preferences were also given
to Bolivia and Ecuador. Another batch of 140 items in this category
were to be liberalized on 31 December 1978.

(3) The third category is for products reserved for the
sectoral rrogramme of industrial development, i.e., products selected

for the estzblishment of regionally-oriented industries. The list

corresponds to 1100 items in NABANDINA. Most of the products in

ot

the 1list would be liberalized within three years starting from
31 December 198l. Again special considerations were given to Bolivia
and Ecuador, wnich would complete the process of reduction by
31 December 1990.

(4) The fourth category are products subject to automatic
tariff reduction. ‘he liet covers about 3000 items in NABANDINA.
In addition, it also covers the "remainder", or products hitherto

not regarded as of baasic significance for industrial pregramming at
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the subregionsl level. In reality, the commodities in this category
congtitute the bulk of the AP tariff schedule, and they are subjected
to a process of automatic intra-regional tariff reducticn. Tariffs
on these commodities were reduced tc a maximum of 100% in 1971,
by a further 10% per year until 1976, and finally by 6% per year
afterwvards. Therefore, in 1980 the maximum tariff on commodities
in this category wers 26%, and tariffs would be completely elinix'mt'ed
by 1983. Once again, Bolivia and Ecuador were entitled to a slower
process of tariff reduction.

Two special features in the AP trade liberalization programms
need to be mentioned. First, as already pointed out earlier, the
two relatively backward member countries, Bolivias and Ecuador, were
given special considerations whenever possible. Thus certain
products from these two countries are treated with preferential
marginge so 88 to facilitaie the access of their products to the more
coopetitive subregional markets. Secondly, in order to protect
national production activities which are just starting, or which
are susceptible to competition Irom similar products produced under
better conditions by other member countries, the Cartagena Agreement
allows member countries to exclude certain products from the list of
tariff liberalization and from the Common Extermal Tzriffl; The
list of exceptiors for Columbia and v;nezuola apounted to 25C items;
and for Peru, infitially 450 items, but reduced to 350 in 1974 end
further dowrn to 250 in December 1982, Special treatment was &lso
rendered to Bolivia and Ecuador.. It was agreed that exceptions would

be removed in 1988 at the latest.




As a result of implementing trade ..'esr-alization through

progressive tariff reduction and barmonization of foreign trade,

trade of the subjection has registexed most remurkable growth during

the 1970s. In 1969 when the Cartagena Agreement was signed, the

reciprocal trade of the five membder countries amounted to only

US$él million. By 1979, the volume bas increased to US$1,061 millionm,

or a 16-fold increase. Because the starting points in 1969 were
low, the subsequent iucreagses itherefore appear very high. Still,
it is undeniadble that much of the increased trade flow has been
generated by the operation of the trade liberalization programme.
The real significance does not lie in the rapid growth of
intra-regional trade as much as its structural change. During
the same period, the share in traditional regicnal exports declined
while that of the mamufactured exports increased. As can be saen
from Table 3.5, the proportion of manufactured exports in the
Subregion's trade increased from 25% in 1970 to 65% in 1979. This
shows that the growth of intra~-regional exporta (gxcluding oil) has
been largely a result of increased trade in manufactured products.
The expanded regional trade opportunities were mainly captured by
Colombia and Peru and also to some extent by Ecuador as can be seen
in Table 3.6. Bolivia was economically not developed enough to
respond to the growing subregional market while Venmezuela was all
along oriented towarda oil exports. The differentizl reaponses to
the rising subregional trade opportunities as a result ~»f the s&b~

regional arrangemsnta for trade liberalization are brcught out in

Table 3.7. There waa enormous difference between tcuador and Bolivia

-l
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TABLE 3.5

THE ANDEAN PACT: STRUCTURE OF EXPORTS BY PRODUCTION SECTCR

Total (Miilions US$)

Subregion
World

Agriculrure and caccle
raising

Subregion
World

Mining

Subregion
World

Petroleum and derived products

Subregion
World

Industrial

Subregion
World

1970 AND 1979

(Percentcages)

1970

111 (100)
5,330 (100)

-
-

24

12
17

30
56

Wl

1979

1,289 (100)
26,166 (100)

12
16

SOURCE: JUNAC, Socio-economic Indicarors, 1970-1979, Lima, May 198].




TABLE 3.6

b
=

THE ANDEAN PACT: DEVELOPMENT OF INDUSTRIAL EXPORTS* BY COUNTRY,

1970 AND 1979

(millions of Dollars and Z of total exports)

1970

Bolivia 5.5
(2.4)

Colombia 94.7
(12.9)

Ecuador 19.9
(19.5}

Peru 38.4
(3.7)

Venezuela 65.4
(2.1)

1979 1979/1970
60.1 10.93
7.0
1,168.5 12.30Q
(34.3)
195.3 9.81
(9.6)
835.2%* 21.8
(26..8)
315.5 4.82
(2.2)

* D9roducts are those classified as cype B by JUNAC

*%* Nacional information

SOURCE: JUNAC, Socio—economic Indicators, 1370-1979, Lima, May 19381,
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TABLE 3.7

THE ANDEAN PACT: EXPORTING OF INTRASUBREGIONAL PRODUCTS UNDER THE PROGRAM OF TRADE LIBERALIZATION
1970 AND 1979
(Millions Dollars)

Automatic

[nnmdfate General Reserved Bol. and Ec. Petrochemical lovering A.L.T.

opening list for SPID w/o liberation of taxes (exceptional)

1970 1979 18970 1979 1970 1979 1970 1979 1970 1979 1970 1979 1970 1979
Ecuador 0.1} 40.9 0.1 2.4 0.0 1.7 0.1 0.6 0.0 0.0 1.7 16.2 0.0 0.0
Bolivia 0.0 1.0 0.0 0.1 0.0 0.0 6.0 0.3 0.0 0.0 0.0 1.5 6.0 0.0
Colowbia n.4a. n.a. 0.3 18.1 1.6 28.3 8.5 76.3 0.0 | 7.3 0.9 188.8 0.4 197 .9
l'eru n.a. n.a. 0.0 1.9 0.8 7.8 4.6' 186.2 0.0 .7 0.2 49.8 6.0 1.8
Veneziela* n.a. n.a. c.0 1.6 0.0 |s;| 0.0 1.9 0.0 7.3 0.0 2.1 " 0.0 2.9
Total 0.i 41.9 0.4 24 .0 2.4 55.9 13.0 265.3 0.0 26.3 2.8 258.4 0.4 214,6

!

B

n.a. Not applicable

* Venezuela starts at zero in each case as it was not included until 1974,

SOURCE Socio-LEcowomic Indicators, 1970~1979, Lima, May 198).
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in their initial response tc the new market opportunities created

by trade liberalization. Thne sharp rise of Ecuador's exports to

the Subregiocn clearly shows that the Ecuador economy was sufficiently
ndynamic" to benefit from regicnal economic cooperation. Above all,
the industrial maturity of Colombia is fully expreesed in its
dominant shares in various arrangements under the overall trads

liberalization prograuie.

Common_ External Tariffs

More than the elimination of tariffs and non-tariff barriers
to regional trade, the pattern of a regional integraticn scheme for
developing countries is shaped by common external tariffs (CET).
“hile the removal of tariffs fosters growth in intra-regional trade
the CET is a c¢rucial instrument that fosters regional industrial
growth and regional industrial cooperation, as the CET affucts the
degree of protection to be granted to regional indusiries. In the
longer run, the CET will determine whether tne AP subregional
cooperation will tend to prolong the import subsfitution process or
will lead to a new stage in i{ts industrial development.

According to the Cartagena Agreement, the CET i3 to be introduced
in two stages. The first stage is the Commen Minimum ktemd
Tariffs (CMET), which started in 1971 and was in full operation in
Colombia, Peru and Venezuela im 1975. As usual, Ecuador and Bolivia
were not o&liged to adopt the CMET except for thoase products from
outside the Subregion, for which minima) dutiea would be adopted by

three annual approximations. The second stage is concerned with the
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CET with definitive tariff levels, which are under negotiation.
The first CMET gave an average 40% protection ad valorem, with
e maximum protection ¢f 110%. Each of the Sectoril Prograrmes of
Industrial Development has its own CET, with the average being 10
points bigher than the CMET in force. Once a product is totally
liveralized from duties, provided under ‘*he Trade Liberalization
Programme, the product will be subject to either CMET or CET, as
the case may be. Member countries are not allowed to alter the
coonmon tariff duties unilaterally arnd have to consult others befors
committing themselves to any nev tariff deal with a non-member country.
While it has been relatively easy for AP countriss to implement
the CMET, it proved to be quite difficult to se; up the second gtage
of the CET, mainly because of the tremendous differences between
individual member countries in respect of their preferred degrees
of protection. It was reported that Peru favoured an effective rate
of protection not higher than 4C%, although it could accept the
Colombian proposal of 60%. Hcswever, Ecuador and Vemezuela wanted
an effective protection rate not lower than 80%. It has been argued
that a big reduction in the protection rate could result in
disrupting the strongly protected domestic induutrial sector of the
AP group by exposing it to world markets, apparently with no immediate
direct benefit whatsocever to regional integration efforts. It
thus appears that measures for »zducing in effective protection in
order to bring greater efficiency to domegtic industry could well
clash with those undertaken to promote regional integration in order

to encourage further development of import subatitution industrialization.

e
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Such a dilemma is often faced by regional groupings in the developing
worlde A heavily protrcted process of import subatitution always
demands considevable sacrifices in terms of sub-optimal allocation

of resources.

The Sectorsl Programres for Iniduatrial Development

Hegional coopfration in trade is inseparable from regional
cooperation in tte field of industry. The sbharp rise in the intra-
regional trade in manufactured products has been the major source
of the impressive growth of intra-regional trade in the AP Sub-
region, as shown in the above aectibn. But the increase in ths
reglional trade for manufactured products depends on prcgress in
regional industrial cooperation as.vell as the implemsntation of
the selective itrade liberalization programme. In the long run it
is advance in the field of industrial cooperation that would provide
the dynamio impetus for further progress in regional economic
integraticn.

The AP is known for several innovative approaches to regicnal
industrial cooperation, as embodied in its Joint Industrial
Programmes (JIP). Apart from fostering industrial growth in the
Subregion, the JIP is designed to achieve a regionally balanced
pattern of industrialization and to prevent the uneven disfribution
of costs and benefits arising from eéonomic integration. Thus the
Cartagena Agreement hag committed member countries to the process
of regional industrial development through joint planning in order

to realize, inter alia, the following major objectives: (1) Greater




expansion, specialization and diversification of industrial

production; (2) Maximum utilization of the available resources in

the Subregion; (3) Improvement in productivity and more efficient

use of the productive apparatus; (4) The operation of scale oconomies;

and (5) Equitable distribution of profits. In addition, the Cartagena

Agreement bas also made special provieions for Bolivia and Ecuador

by assigning special production facilities and locating plants in'

these two countries under the overall regional industrial programme.
According to the Cartagena Agreement, the JIP is to be the main

instrument for achieving a harmonious ard balanced development of

the Subregion. To fulfil its objectives, the JIP is to operate

through four major mechanisms: (1) The Sectorial Programmes for

Industrial Development (SPID); (2) The Industrial Rationalization

Programmes (IRP); (3) The Integrated Development Projects (IDP);

and (4) The product reservations for Bolivia and Ecuador.

(=) The Sectoral Programmes for Industrial Devslopment (SPID)

The Sectoral Programmes for Industrial Development (SPID) are
the major apparatus within the framework of the Cartagena Agreement
for regional industrial planning and for the equitable distribution
of the benefita of tke intezration pcocess. The SPID mechanism was
designed to correct the potential Iimbalar 'es and inefficlences that
some less developed member countries had feared would aypear when
they were grouped together with the mores developed member countries
in a single market. It was also envisaged that industrial prograrming

under the SPID would not be restricted to just geographicel allocetion
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of sectors or activities. To achieve an efficient growth for some
manufact§riné industriea, other decisions were also centralized,
e.g. marketing and technological dev?IOpment, within some kind of
wmultinational Andean" corporations

Needless to say there is a sudbatantial difference between
national industrialization programme under import substitution and
the regional industrial development under the SPID. The difference
arises from the size of the market and hence also the scale of
operatica. Typically; national industries under import substitution
in the AP countries are characterized by the lack of scale economies
and high unit cogts, Their continuing existence is made possible
by strong effective protection created by high tariff and non~
tariff barriers. Furthermore, inefficiency is not just a temporary
phenomencn 28 in the cage of an iafant industry, but hea rather
becore a permanent feature of ithe manufacturing sector in many Latin
American countries. In ¢oatrast. the SPID is degizgned to cater for
a regional market several times bigper than any ind}vidual national
market. More significantly, the SPID {8 not supposed to allow more
plants to produce a commodity than will be efficient once the
regional market is fully developed, i.e. only efficient plants, in
terms of gcale economies, ars contemplated. Tbhus from tho‘ltart,
the SPID bhad %0 take into consideration the conflicting demands of
naticnal and regional interests.

Some elaborate approval procedures have becn devised to screen
the SPID projects. To begin with the SPID covered some ]100 NABANDINA

cemmodity items (later rwduced to 851 items) specially reserved for
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sectoral industrial programming. The SPID projects would have to
take into account & number of essential aspects or issues as
stipulated in the Cartagena Agreement for the JIP, including the
investment conpitment and measures for ensuring its operation,
problems related to policy harmonization and trade liberalization,
and tone CET requirements. Specifically, member countries were
required to stick to the requirements of the CET and nct to deviate
from them unilaterally. The idea is to ensure that the products
of the SPID projects would be adequately protected in the regional
markets from competitica from similar products of a third country.
In assigning the product-~-families to specific member countries, it
would appear that the Cartagena Agreement Commission takes away from
the market the basic decision of where to invest. Aétually the
role of the merket has not bgen entirely eliminated from the succeeding
phases of programmes. Centralization of decisions on where to invest
is accompanied by more decentralized control of how much, when and
how to produce —= one of the mechanisms of control being the CET,
which sets the maximum surcharge in relation to the international
prices that the exporting country can impose. Furthermore, member
countries are not forbidden to employ incentive measures to promote
exports of the SPID products. In this way, the SPID is supposed 1o
embody sufficient institutional flexibility to aliow for an appropriate
mix of plaaning and marketing for the regional projects.

To date, three SPID projects have been approved: the Metal
Fabricating Programme, the Petrochemical Programne, and the Automotive
Industry Programme. In particular, the package on automotive industry

has received wide attention outside the region.




(1) Metal Fabricat Pro. MFP

The HFP, originally with the participation of Bolivia, Chile,
Colombia and Peru, wvas approved in 1972. With the departure of
Chile from the AP and with the entry of YVenezuela, the programme
bad to be revised in 1979. The scope of the MFP is rather limited,
covering only parts of the metal fabrications. It consist of 267
NABANDINA items, grouped into 76 units on the basis of technical
and economic criteria of minimum efficiency size. The 7€ units
are further divided up into tbe following components: 21 for
specializad machinery, 15.}-0: general machinery, 11 for machine
tools, 7 for electrical e&uipment, 1 for transport equipment, 14 for
miscellanecus instruments and tools, and 7 for consumer goods. It
can thus be seen that the programme is basically concerned with
capitil goods production. Some of the 76 units are allocated to
specific member countries in totality while others are divided up.

A common external tariff is set up to maintain preference
margins for bubiegional production viz-a~viz products from a third
country. The tariff levels vary between 20¥ and 80%, with an arithmetic
mean of 51%. Of the items forming the programme 87.6% have CET
preferanée- of 40%~-65%. In addition, member countries also undertake
not to set u} new production faoilities or to expand existiﬁg setups
for the designated products within a ;pocific periocd. Nor could
member countries authorize new foreign investment commitmenta for
tha designated products.

So far 122 of the 267 core items of the programme have been

approved. PEut the progress of the approved items in countries has
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not been even, with Colombia and Peru taking the lead. A total of
153 companies are involved in the production of the approved {tems,
mainly parts or components for machinery. It is of interes{ to note
th4t the degree of integration achieved by the companies or firms
has bsen relatively high, especially in the context of the stage of
industrialization of the member countries. Roughly 80% of the
Peruvian and Venezuelan conpaniea show & level of integration of
over 70%. ‘e subregiopal trade for the designated products bas
also registered impressive growth, rising from US$5.6 million in

1975 to $17.8 million in 1979.

(1) Petrocrhemical. Programme (PCP)

The PCP of the AP group was originally an outgrowth of the
gimilar project initiated by LAFTA before the farmation of the AP.
In 1968, Bolivia, Colombia, Chile and Peru signed an agreement to
take part in the first Latin-American multilateral programming of
the petrochemical industry. 'The principles of the agreement, which
covered the methods of allocating productsa to participating countries
and the participants' undertaking not to duplicate the designated
production activities in their territories, were subsequently
incorporated in the PCP of the AP group.

In October 1970, the Commission of the Cartagena Agreement
resolved that the original LAFTA petrochemical project be adapted
and programmed within the 4P context, with all the AP members
participating, T™e AP's own PCP was designed for better utilizatiom
of the tyirocacton ylelding re:c;'a:.-cu of <=e¢ Satregicn, fcxr tigher

productivity and for more efficient development of the petrochenical
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gector. The idea was to replace subregional imports of these
products and eventually to develop exports markets for them. Covering
161 products of which 56 were allocated in totality or in a shared
form among the member countries, the PCP was to operate on an "épen
parket model™, with a relatively low level of protection and allowing
linkages with third countries. It was envisaged that once the PCP
bad reached full scale operation and maturity, it would make it
poessible for each of the AP countries to bave integrated modern
petrochemical complexes, ranking next only to those found in the
industrially advanced countries.

The capacity of the petrochemical industry in the Subregion in
1975 is shown in Tatlie 3.8. The value ocutput of the PCP for 1975
was estimated to be US$110 million, equivalent to one-third of the
Subregion's total demand. It was projected that by 1985 the total
value output of the °CP would reach US$§830 million, which would be
adequate to meet the Subregion’s total demand. The initial capital
investment f{or the entire PCP was estimated to cost US§$2,000 million.

It {8 to expected that for a SPID project of ébia kind involving
heavy capital inveetment and high technology, extensive bdilateral
and multilateral supplementary agreements must be made. The intermal
markets of the membter countries are obviously too small to sustain
an integrated complex and hence & great deal of reglonal cooperation
arrangements are required. The key instrument for facilitating the
development of PCP is the common extermal tariff.

Por the PCP, the CET levels of protection were estadblishoAd

betiieen 20% and 35% in nominal terms. The CET would come into effect

‘L



THE ANDEAN PACT:

Basic products

Allocated
intermediate
and finished
products

Unallocated
intermediate
and finished
prroducts

SOURCE: MITI, Office of Secretary of State for Integratiom, Lima.

TABLE 3.8

Colombia

183.4

T 215.4

144 .5
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EXISTING CAPACITY OF PETROCKEMICAL INDUSTRY, 1975

(Thousands of tonnes/annum)

Peru

9.1

60.8

Venezuela

76.0

90.0




immediately foe existing production ar for nmew production under
planning. To harmonize the tariff regimes, exceptions for

related imports and subsidies for related exports were abolished.
Once again, preferential treatment for Bolivia and Ecuador vas.
granted through special exemptions or by allowing them longer periods
of adjustments.

The implementation of the PCP has lagged behind schedule.
Between 1975 and 1980, the AP group increased its installed
petrochemical capacity by 481 tons per year. Nearly 60% of the
increese was attributable to plants in Venezuela, 30% in Colombia,
8% in Peru and less than 1% to plants in Ecuador. Venezuela and
Colombia accounted for 45% and 43% of the total installed capacity
respectively. The slow progress of the PCP is clearly manifested
in the fact that the AP countries are still heavily dependent on
supplies for the petrochemical products originating from sources

outaside the Subregion.

(114) The Automotive Industry Programme (AIP)

In developing countries all over there is a rising demand for
automobiles, particularly passenger cars. But this is one manufactured
product which clearly carries acale economies often exceeding those
which can be provided ior by the small domestic markets of most LDCs.
Hence the automotive industry is often the favourite project for
moet regional economic coocpsration effcrts in the Third World. Such
has been the cagse for ASEAN and for the AP group. In 1980, the AP
group represented a market of 300,000 vehicles, which was expected

to more than double by 1988. A ready-made market is there. 3ack in
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Hay 1571, tne meeting of AP Industry Mijnisters in Bogo*a resolved
that high priority was to be assigned to the proposal for AIP,
wnich was finally approved in September 1977.

There were several obvious reasons for the AP Industry Ministers
to attach high priority to the implementatiocn of the AIP. Pirst,
the programme would be conducive to employment creation, technological
development and foreign exchange savinge for the Subregion.
Secondly, it would provide a basis for the rationalization of the
Subregion's existing hotch-poich antomotive industries. Thirdly,
the programme would bring about an extendea market needed for the
efficient operation of the automotive industries, particularly the
compouents and parts. Last but not least, it was considered that
the programme would provide the much needed economic linkages for
the development of the Subregion's fabricating industries.

As for the scope of the AIP, vehicles are grouped into three
categeries: Category A for passenger cars and their derivatives;
Category B for commercial vehicles and their derivatives; and
Category C for the four-wheel-drive vehicles. Each category was
further divided into subgroups as follows:

Category Al: below 1050 cc. (cylinder capacity)

Category A2: between 1050-1500 cc.

Category A3: Dbetween 1500-2000 cc.

Category A4: above 2000 cc.

Category ul.l: below 3000 kg of vehicle gross weight

Category Bl.2: between 3000-4600 kg.

Category B2.1l: Dbetween 4600-6200 kg.

Category B2.2: between 6200-9300 kg.
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Category B3: Dbetween 9300~17,000 kg.

Category B4: above 17,000 kg gross weight.

Category C: four-wheel-drive with gross weight up to 2500_kg.

Toe components also cover three large groups: (1) Basic
components deminded as & "c.ndition of national manufacture" (DCM);
(2) Components originating from the Subregion (DOS); and (3) Components
not demanded for the purpose of SPID (ND). In accepting the allote&

vehicles, member countries are obliged to produce or use the DCM
_____ components., Those DCM components which are commonly used in great
amount are alloted to some member countries for specialization. .
Each must produce DCM components for use in its alloted vehicle or
else that vehicle could not enjoy preferences from the subregional
market. After fulfilling its national requirement, a memher couatry
could voluntarily manufacture components for use in vehicles assigned
to other member countries. If that component could be produced
:: efficiently, the Board . could designate to it a subregional

status. In this way, a component ig initially manufactured as a

DCM 10 meet the national requirement and then becomes a subregional

product (DOS).

The Basic Model consista of a set of parts and components, the

characteristics of which are defined for the purpose of identifying
a subregional vehicle. Each member country is to select a basic
model within each category and is to inform the Board of the main
technical characteristica of the essential parts and componeats such
as the engine, gearbox, the axles etc. Member countries can produce

different versians of vehicles from the basic model in order to meet
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their market dewmand provided that the variastions and modifications
do not differ fundamentally from the basic model assigned to them.

Standards are also set in respect of the origin ard degree of
integration for the comporents. By ™original vehicle" is meant
one which is manufactured in accordance with the basic model chosen
by the member countries concerned, and which incorporates <he
components demanded as the conditicu for national manufacture (DCM).
The DCM components, in turn, ﬁat be produced with a degree of
national integration, for which the refervnce value of imported parts
should not exceed 30% of the reference value of the components
incorporated in the vehicle. This means that the degree cf
integration would be of not less than 70%. DCM components required
oational integration while DOS components, subregional integration.
An "original vehicle" is also called a “subregicnal véhicle", and
it contains "original components", i.e. both I*M and DOS components.
Once the pricea of the DCM componentas become equal to or less than
the prices of those imported from outside the Subregion, the DCM
components are to be treatel as subregional components (DOS).

There are other built~in flexibilities in respect of the
components. In case some DCM components could not meet the required
national integration standard, the Board could authorize higher
import contents. To avoid "over protgction" for the DOS components,
the Board frox time to time sesesses the levels of CET protection in
ancordance with the movement of international prices for similar
products.

Apart from the ruling on combonenta, several sub-agreements in

ol
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regards to co-production, assembly and complementation may de of
{nterest. Article 20 of the AIP states t..at co-production agreements
may be entered into between two or more countries sharing the

assignment of the same vehicle, or detween those on the aasigned vehicle
and others not on it. The idea is to encourage specialization in
production. 3But certain pre-conditions must be mel before co-
production would be authorized. The components must be demanded as.

a condition for national manufacture (DCM) and the country taking

up the components must have fulfilled the required degree of national
integration.

Likewise for assembly arrangements, the assembling country
shouid include the coamponents incorporated vy the assignee country.
In the event that Colombia, Peru and Venezuela should decide to go
into assembly arrangements for vehicles already asaigned to Bolivia
or Ecuador, they would have to incorporate the components demanded
as a condition for national mamufacture for Bolivia and Ecuador., On
the other hand, if Bolivia and Ecuador were to go into assenmbly
arrangement with Colombia, Peru or Venezuela, the former might
incorporate the componenta produced by thamselves, as specified in
the basic model assigned to them.

Por complementation, twc or more member countries may enter
into complementation agreements for the production of parts and
components, demanded ag a condition for national manufacture for
veﬂiclel aseigned to these countriea., Through this mechanism member
countries could specialize in the production of certain parts and

components with 3 higher production efficiancy.
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Tariff Liberalization and the Common Externmsl Tariffs are crucial
for the implementation of the AIP. Member countries were required
to eliminate restriction of all kinds on the import of products
covered by AIP programme. With effect from 31 December 1981 Colombia,
Peru and Venezuela would lower their national tariffs by three
equal, annual and successive reductions; and for Bolivia and Ecuador,
by six annual successive reduction, starting on 31 December 1983.

With respect to DOS components, Colombia, Peru and Venezuela would
apply duties from December 1978 not higher than the levels set for

the CET. Afterwards these three countries would eliminate such

duties among themselves in five successive annual reductions, starting
from December 1979, with preferential treatment for Bolivia and
Ecuador, which would im turn make tl'eir markets available to the
three.

As for the CET, member countries undertook to impose duties on
the import of products covered by the 4IP, not originating from the
Suvregion. Menber countries whose national tariffs on the subregiocnal
vehicles were lower than those set for the CET would bring up their

national tariffs gradually to the CET levels by December 1983,

except for Bolivia and Ecuadnr which could prolong such an “approximation

process' until 1988. Similarly, member countries whose ta;iffa for
some vehlclea exceeded those provided under the CET would have to
make the adjustments after 1983; and for Bolivia and Ecuador, after
1988, In all cases, member countries are expected to make a
conzitment tcwards the adoption of the CET as soon as sudbregional

venicles start tueir pro.uction. The norms of the CET are compulsory
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for all the memoer countries, which may not ¢ :r their application
or unilaterally alter the common duties.

For ordinary components, the CET was set at levels ranging from
35% to 55%. For DOS components. member countries undertook to Sring
their existing national tariffs to approximate the CET levels by
December 1983; and for Bolivia and Ecuador, by December 1988. To
make use of the market of the third country to complement the
expanded regional market, components from cutside the Subregion
could be imported as the counterpart of an export and be accorded
preferential treatment. |

0t equal importance has been the undertaking given by the
membar countries to avoid duplication of activities. It was agreed
that member countries would not promote new facilities to producé
vehicles designated to other member countries or to produce components
required as a condition of national manufacture of a different member
country without appropriate authorization. In case that existing
facilities were already in existence, member countries would refrain
from expanding or upgrading those facilities, esbeéially in respect
of components not for the domestic market. Besides, member countries
agreed not to accept direct foreign investment for the production
of vehicles allﬁcated to other countries for DCM components required
by other member countries. Foreign participation in the regional
projecta wvould have to follow a unified approach under regional
arrangements. In fact, the AP group met in September 1977, after
the approval of the AIP, to agree to ways and meana for negotiations

with the MNCs possesaing the required technology for manufacturing
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the DCM components. From the standpoint of MNCs, it is not just

the technological requirement, but also the overall sconomic condition
of the Subregion as well as the feasibility of a particular basic
model that will ultimately determine their final commitment to
participate in such 8 subregional project. Generally, the MNCs

would favour more projects tnat employ the most advanced techniques
or those closer in line with overall development of the world
gutomotivs industry. Thus the choice of basic models is crucial in
determining the level of foreign participaticn.

Apart from the above coumitments, arrangements to harmonize
policies related to exchange, money, credit, state procurement,
intra-regional exports etc. are also essential for the smootb
progress of the AIP. A proposal covering norms for harmnniiing tax
legislaticn in respect of domestic taxes applied to vehicles was
submitted to the Commission in 1978, by which member countries also
undertook not to operate differential rates of exchange for imports
and exports of the AIP products, nor to apply discriminatory credit
and price regulations against the AIP products manufactured in otber
pember countries. The ex-factory prices of the AIP products for
exports to other member countries should be the same as their prices
in the domeatic market.

Finally, the AIP also contailns provisions for the exchaﬁgn of
information concerning new foreign invéstment coomitments and the
development of new technology in the automotive industry. Agreements
have also been reached in regards o the technical s%andardization

such as product specificatione and certification of guaiity. 4ll

L, .
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tkhese measures in the lonqéwould strengthen the techrical and econoamic
e base of the automotive industry in Subregion.

It is canceivable that a SPID project as ambitious as the AIP,
with its inherent tecunical and economic complexities, is bound to
:; encounter mumerocus difficulties in implementation. But the AP group

still considers the Alr a worthwhile undertaking. Thus the planners

nave set about the tasx of studying and defining the conditions for
= adjusting the programme with a view %o bring it in line with the new

reality of the world automotive industry.

In 1980, the total demand for automobiles in the Subregicn

s amounted to 300,000 units. In order to make regional car prcduction

fully efficient, the AIP only allows onc regional model of small

cars (\up to 1050 cc), two models of small to medium cars (1050-1500 cc),
" three amodels of medium t. big cars (1500-2000 cc), and two models of

big cars (more than 2000 cc) together with two local asremily plants.

It would thus seem that considerable production zapacities for each

model exists and the projected market potential would create

sufficient demand. By the end of 1980, the mocels have been agsigned

to member countries. In fact, some countries have already reached

production agreements with certain interpaticnal automobile
::», . companies. Thus the AIP, despite some teething problems, is poised
to take off and holds the promose to be the most significant SPID

project.

(b) The Industrial Rationalization Programme

Apart from the SPID, the Industrial Rationalization Programme (I[RP)
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is another pillar of the Joint Industrial Programming devised for
the AP. Whereas the SPID is largely geared towards the development
of large capital-intensive industries, the IRP is concerned witb
restructuring and streamlining of the existing (largely the traditional)
industries in the Subregi-on, activities that sre excluded from the
trade liberalization scheme. From the standpoint of regional
integration, tke SPID forms the core of the joint industrial
programming. But the IRP is no less important, especially viewed
from the less developed members, whose itraditional industries are
not gufficiently efficient. The rationalization process would first
regult in the upgreding of the less efficient industiries and then
bring them cut from the "Exception List"”. 1In this way, the IRP
would expand the scope of regional industrial integration.

The concept of the IRP is contained in article.jé of the
Cartagena Agreement. Decision 25 of the Commission further defines
industries for rationalization as thoge which are mot included in
the "reserve"” for SPID or those not subject to the antomatic tariff
reduction. This is sometimes quite confusing as products "reserved”
for SPID such as automobile are also products from the "existing
industries”.

At the micro-level or plant level, rationalization is ‘traditionally
linked to industrial engineering and other production techniques
which can boost productivity. In the organizﬁtioml sense,
rationalization includes simplication of admini{strative procedures
and management reorganization. Besides, ratiocnalization also involves

higher-level decisions such as takeovers, mergers, x«nd multi-plant

L.
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streamlining of product lines, and so on. From the standpoint of the
economist, rationalization ultimately involves more efficient
allocation of scarce resources. In this sense, trade liberalization
would indirectly constitute one of the best raticnalizaticn progrhmmes.
as it could lead to the rise of more efficient industiries due to
increased competition.

It was only in 1976 that the Board produced the first conceptual
documents for the IRP, which attempted to provide clear guidelines
for the future rationalization activitien. The document linked IRP
to the formation of the enlarged Andean market. The process of thne
IRP could result in the reduction cf protection and then increased
efficiency for certa’a firms.

After October 1976, there were no further official atatements
on IRP until early 1980 when the Board published a study on the
methcdology for the choice of priority industries in the Exception
lists and other technicalities concerning rationalization. Subsequently

two pilot atudies on bicycles and textiles were also put out. New

" perspectives have been increasingly brought into the IRP; which

include: (1) Linking IRP to structural adaptation of firms as their
long-term strategy; (2) A shift of emphasis on the negative aspects
of the intra-indean trade to its positive aspects due to the widened
regional market; (3) An explicit policy of implementing IR2 by
providing incentives and assistance to firms ratier than by direct
intervention; and (4, A procedure for generating IR processes in the
member countries through the existing technical, financial and

training institutions.

el
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as in other programmes, the eccnomically less developed members
of the andean Group, Bolivia and Ecuador, (which together account
for only 10% of the AP's total industrial output), are to receive
special attention for IR treatment. On the one band, the relatively
backward industries of Bolivia and Ecuador are badly in need of an
increase in the competitive efficiency. On the other hand, it seems
relatively easy to organize raticnalization efforts for these two
countries as their industrial structure is still simple. Meanwhile,
the Board has sent technical missions to Bolivia and Ecuador to
study the problem of their manufacturing sector.

At the ocutset, the small and medium industry in the Subregion
was supposed to be the main target for industrial rationalization.
In fact, some AP countries have special organizations to promote
small and medium industries because of their importance in employment
creation. It was later felt, after some analytical studies of small
and medium industries, that rationalization of industries, large
or small, would have to fulfil the objective of efficiency test
rather than subsidizing the inefficient industries for certain social
goals. This briugs to the fore some inevitable conflict between a
broad support for small and medium industries on the one hand and
the primary requirement of rationszlization for achieving effiociency
and growth on the other. The official poeiticn of the Board is
that action regarding the small and medium industry of the AP showld
be oriented towards improving the efficiency of the enterprises
under IRP. Attention is now given to bicycles, textiles, and mining

equipment.




Product Reservation for Bolivia and Ecuad:ir

Third World economic cooperation efforts often run into hitch
because their constitueat member countries are of ten not at the same
levels of economic and social development. Most economic integration i
programmes tend tu carry uneven distribution of benefite and cosets
80 that the more developed members tend to gstand to gain more than .
the laggards. In the case of the AP group, the laggards are Belivia
and Ecuador. From the cutset, the Cartagena Agreement provided for
preferential treatment of these two countries so as to avoid
unbalanced development following from the regional economic
integration process.
The{prefarential treatment of Bolivia and Ecuador is providad
in virtuzlly all the mechanisms and programmes of integratiom
covered by the Cartagena Agreement. In particular, the Comnission
of the Cartagena Agreement approved a special programme to support
Bolivia, which is the least developed mexber in the AP group.
Lacking adequate infrasttuctura.and capital and skilled human

resources, the land-locked Bolivia has been entrapped in various

problems of economic backwardness. Thus special efforts ars necessary

to aid Bolivia in upgrading its economy in order to benefit from

the integration.

In the area of trade liberalization, tariff conccssionQ were
pade for a list of producta originntiﬁg from Bolivia and Ecuador
right from 1 Jamuary 1971 so as to allow them immediate partici{patica
in the extended regicnal market. Since 1974, about 2,370 NABANDINA

commodity items from Bolivia and Ecuador have enjoyad comrlete
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exemption from duties and restrictions in the Sudreglon.

More significantly, markets were reserved from April 1974 on
for a range of products originating from these two countries in
order to promote their own industrial development. The list of
products has since been updated and extended. To facilitate the
development of SPID in these two countries, certain products not
produced so.far were also reserved for thelr production by Decisiong
28, 108 and 137.

To start the reservation process, Colombir.,, rPeru and Venezuela
immediately opened up their markets completely for exports from
Bolivia and Ecuador, for a specific period, which in soms cases
extended up to 10 years. To reciprocate, Bolivis and Ecuador would
open up their markets to ﬁhe products on the reserved list from
Colonbia, Peru and Venezuela; but these products vere subject to
tariffs as though they were produced froxr ocutside. In this way,
products reserved for production in Bolivia and Ecuador were assured
of margins of protectisca.

After the Board bad established a 1list of products reserved
for production in Bolivia and Ecuador, other member countries
undertook not to adopt measures to encourage similar activities in
their own territories. Once production for the reserved products
bhad started, other member countries would set up the CET for these
products accordingly. Omn the other n;nd. Bolivia and Ecuador were
obliged to go into production of the reserved products in their
favour within given periods; failing which the market reserv_iio.
process would lapss.

Specifically for the SPID, if scme SPID producta were not

L ]
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already on the reservation list, the Board would add new products

to make up the list. Thus the Board had submitted 12 items of chemical

and pharmaceutical products reserved for production in Bolivia, and
18 for Bcuador.

In theory, the mechanism of product reservation seena to
have provided the less developed members, Bolivia and Ecuader,
ample opportunity to initiate new industiries or to upgrade the
existing facilities to gear to regional integration. In practice,
however, 20t all the opportunities thus created have been fully
utilized by Boliviz and Ecuador on account of their own institutional

congtraints or other domestic economic problems.

Harmonization of Economic Policies and Other Aspects of
Cooperation

The success of regional economic integration efforte ie normally
measured by the progress of the integration programmes such as trade
liberalization measures, the SPID and s0 on. Fut the succesaful
implewentation of the individual integration programmes, in turm,
depends on their objective conditions. Clearly at the ™macro-level”,
if the generel climate for integration could be made more conducive
and if there vere more co-ordination and harmony among member
countries in respect of their overall economic and social pblicies.

a favourable precondition would exist for the smoother implementation
of the various integration programmes. BHence the need for the
harmonization of econcmic and social policies and the coordinmation

of national econcmic plans in the Cartagena Agreement.

_wlla




138

The main decisions approved by the Commission of the Cartagena
Agreement in the field of harmo~ization of economic policies
include: (1) Common regulations for the treatment of foreign capital,
trade marks, patents, and licensing and royalties; (2) Convention
to prevent double taxation between member countries; {3) Urniform
regulations governing multinational corporations and treatment
applicable to subregional capital; (3) BRules to prevent or correct
practices which might be barmful to the well-being of the econocuy

of the Subregion such as dumping, hoarding, unfair competition etc;

(5) Moves to harmonize legislation for industrisl promotion in the
member couniries; (6) Establishment of & common tarif{ nomenclature
for the AP group, called NABANDINA} (7) Means and measures for
harmonizing or coordinating nationai development plané; and (8) The

Ardean policy for social security and fcr labour migration.

Common Policy Towards Poreign Invesiment

Special mention mi'st be made of the common policy towards foreign
investment, first approved in 1970 and amended in 1976. It covers
a number of rules and regulations for foreign capital and foreign
technology to operate in the AP countries in order to safeguard the
interest of the member countries. It is well-known that whén
liveralization of reciprocal trade is ﬁot accompanied by coordinated
industrial development policies and uniform treatment of foreign
investment, the integration process could well weaken the position
of the member countries viz-a-viz .the big MNCs. This 18 because

integration, in opening up the region's markets, offers MNCs access

s
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to the markets of all the member countries ana, provides .them an
opportunity to take undue advantage of scie member countries. Hence
the need for a unified and definite policy to cope with foreign

investmeat on a collective basis.

Right from the beginning, the Board and the Commission of the
Cartagena Agreement thought it advisable to establish strict but
stable regulations for the treoatment of foreign capital., It was
also though that in this way MNCa would be attracted to the Subregion
to operate joint ventures with either the state or the privats sector
in the Subregion. The relevant regulations are contained in
"Decision 24", which seeks to establish a common set of rules with
the minimum restrictions to be applied by each government to foreign
capital, but which also allows individual governments to subsequently
legislate stricter norms if deemed necessary. In view of the obviocus
difficulties of reaching an agreement on {ssues of this kind, the
"Decision” provides for differentiated treatment of activities

"eclosely linked” to integration and other activities. Foreign
inveators in the first group of activities may nof receive more
favourable treatment tban that prescribed in the common norms,
whereas other activities may be granted exemptions by specific
countries. Some of the fundamental aspects of the common foreign
inveatment policy need elaboration,

First, the policy is atable or predictabls in that it cannot be
modiflied unilatarally but only through the consensus of several

member countriea. Second, it 14 aufficiently selective as sach new

-l
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foreign investment requires the express authorization of a natiocnal
body responsible for approving foreign investment projects. Third,
the agreement regulates the use of internal and external credit.
Fourth, automatic reinvestment of prcfits and purchases of sharas
in domestic enterprises are restricted in order to prevent foreigners
from acquiring large interests in domestic companies. Finally, the
"Decision” recommends the exclusion of foreign interests from certain
strategic sectors such as financial activities, advertieing and
communications media.

Norms have also been set for MNCs to transfer ownership to
domesgtic firms. Three categories of firms are defined, according
to the composition of their capital: national, mixed and foreign.
National firms are those with more fhan 80% domestic capital; mixed
are those with a domestic capital share between 50 and 80%; and
foreign firms are the remeinder. The "Decision" stipulates that al’
foreign firms taking advantage of the expanded regional market are
required to be transformed gradually into mixed enterprises generally
within a period of 15 years, or they would nct be afforded the
benefits of integration such a8 reduced tariffs within the AP market.
#nforcement of this provision is to be left to the individual member
countries. It is also specified that foreign investors cahlrepatriato
profits up to 20% a year, but the individual member countries are
given the authorities to alter this percentage.

The unique feature of the "Decision" is the ways 1t seeks to
rationalize the treatment of foreign capital on a unified basis; but

&t the same time it gives individual member countries sufficient .

ot .
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flexibility to fine-tune their own f.reign investwent policy as

well as the authority to implement the "Decision". It was anticipated
that the rationalization procesa would have the aeffect of discouraging
the entry of some MNCs and causing the exodus of others, particﬁlarly

those primarily geared to the domestic markets under the shelter

of high protective tariffs. It was thought that such a common

approach to foreign investment would in the long run work to the

advantage of the Subregion. It would increase the effective bargaining

pover of the AP countries viz-a~viz the normally powerful MNCs while
at the same time operate as a screening mechanism for channelling

the right types of foreign capital and foreign technology to meet

the Subregion's economic development. Between 1971-1977 foreign
investment in the Subregion grew at the average rate of 7.6%, as
compared with the ~0.4% for the period 1967-1971 before the '"Decision"
went into operation. At least, this can be taken as an indicaticn
that the harmonization of foreign investment policy bas not disrupted

the inflow of foreign investment to the Subregion.

Financial Coopsration

Regional industrial integretion muat proceed hand in bhand with
some form of regional financial arrangements. One important arsa
of barmonization is therefore coordination {n finance and payments.
Even more, there should be regional facilities for channelling public
and private savings in the Subregion for the promotion of regional
trade and regional industrial development, and the creation of other

subsidiary financial facilities such as the system of xzultilateral
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compensation of balances and a common reserve fund.

The main financial organization is the Andean Development
Corporation (Corporacion Andina de Formento, or CAF), founded in
1968, before the formation of the AP. The CAF has US$400 million
as authorized capital. ItS chief function is to promo’e regional
integration by giving financial and techrical support to regional
projects and approved complementating schemes. It also aims at
promoting the overall financial development of the Subregion and
acts as the xain instrum?nt for coordinating the Subregion's financial
matters.

CAP has 80 far approved financial activities amounting to
US$500 million, operated through two “windows": investment {inancing
and trade financing in the AP countries. In 1974, tpe CAF created
an organization, the Andean System of Trade Financing (SAFICO) to
specialize in the f{inancing of intra-regional trade and trade betiween
the AP countries and those ocutside the Subregion. The SAFICO operates
through exporter's or buyer's credit for non-traditional goods of
the Subregion. Minimum amount for such credit is US$10 millien from
one year up to five years, with an interest rate currently at 13.5%.
To belp member countries to ease the problem of temporary payments
difficulty, another specialized institution, the iAndean Reserve Fund
(FAR) was created in 1978.

Currently the CAP is placing high priority on agricultural and
agro-based industrial projects, with particular attention given to
new technology inputs provided through such projects. It hag also
undertaken industrial developmeAt studies such as industrial

rationalization in the AP group.




145

Other actions in the fields of financing and capital zcvezant
has been the recent revision of Decision 24 to facilitate the re-
investment of profits by existing companies, and nev regulations for

the treatment of subregional capital.

Technological Cooperation

The Cartagena Agreement covers technological policy for the
Subregion and provides for the establishment of the Andean System
of Technological Information (SAIT) and the Andean Programmes of
Technological Development (PADT). The.SAIT functions as a clearing
house in the Subregion for the exchange of technological information
whereas the PADT aims at promoting the assimilation and development
of technology relevant to or appropriate for the Subregion.

The PADT bas since developed a few significant technological
programzes for the Jubregion. First, the Andean Project for .
technological development in the area of copper hydrometallurgy was
approved. Trnis was designed to step up the transfer and adaptation
of technologies concerning copper extraction by acid solution, copper
extraction by bacterian-acid process, and recuperaticn through ion
exchange and electrodepcsition. The project was also involved in
the training of qualified personnel as well as in adapting'and
integrating the advanced equipment aqd technoloxy from the multinationals
for regiocnal application. Obviously, %e main beneficlaries of thia
project are tha copper producing members, Bolivia and Peru.

Secondly, the Andean Forest Project was set up with a view to

conduct research and disseminate knowledge in regards to the timber




and other forest resources in the Subregion. Work tn testing varioua
forest species bhas been carried out and new technology for timber
exploitation has been developed. Specifically the Andean Laboratory

of Weod Engineering was founded in Lima and the Andean System of

Classification of Structural Wood was developed.

e Thirdly, the Andean Project of I‘ood Technology was approved by

Decision 126, The project has five programmes designed to carry

out research on tha production, marketing and copnsumption of foed

in the Subregion, with a view to develop food of high mutritional

value and low cost for groups like childrex and pregnant women.

Finally, a programme for promoting social and economic developmeit
of the rural environment was set up the PADT. The programme is
charzed with the generation and transfer of techno: - Trelated to
the development of & sound rural environment.

Apart from activities within the two formal organizations, SAIT

and PADT, regional technological cooperation as provided by the

Cartagena Agreement also includes appropriate legislations for

marketing technologLy, patent rights and the legal aspects of technology

transfer from outside the Suvbregion.

Agricultural Integration

One distinguishing feature of the AP integration process is,
at least from the viewpoint of ASEAN, its incorporation of a special
systen for agricultural cocperation. Tne economic and social
importance of the agricultural sector in the developing economies

hardly needs any emphasis. Suffice it to say that the AP group hag




recognized the vital role played by agriculture in its contribution

to raising tﬁe level of living of broad segments of the population,

in its developing %he renewable resource:s, in iis saving of foreign

exchange by replacement of imports, and in its providing a nark;t . )
as well ag a wvide range of inputs for the industrial sector. For

ail thase reasons, the agrisultural sector is included in the Sub-

region's ouverall oconomic intagration procesz.

B . The Cavtagena Agreement provides that the Coumission would

study and approve joint programmes of agricultural develorment by

products or groups of products through a common system of marketing
or threugh coordication in agricultural planning and agricultural

reggarch. Joint programmes havae also been initiated in regards to

agricultural exports and agricultural financing. The uliimate
- objective is to achieve some kind of common agricultural policy

oriented towards agricultural development. The irstitutional

structure for achieving agriculfural integration consists of the
Aanual Meeting of Agri:ultural Ministers, the Agricultural Council,
the Units of Agricultural Integratlon, and the Tecﬁnical Meatings
ff of Govsrniuent BExperts. Activities for agricultural integration

range from production, marketing, health. tra!ning to planuing.

For agriculiural production, the Board and the relevant

authorities from %he mamber countries have developea projects for
----- increasing output of cereals, oil seads, meat and dairy induatries.
Promotion activities include the processing of pala trees, zertification

and trading of sceds, joint purchases of wheat, and agro-induatrial

activities covering dairy and meat products. Specific integration
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programmes cover arrangements between two or more member countiries
for the planning and financing of production and other aspects of
agrononical development, including the creation of regional companies
""" for certain agricultural products.
_____ For marketing, focus is on the creation of basic conditions and
improvement of institutional structure for accelerating agricul tural
trade. To this end a provisional system of technical rules for

o agricultural products is under preparntion. A Directory of Agricultursl

Importers and Exporters in the Andean Group has been issued, and the
first Andean Agricultural Exhibition has been organized. In addition,
plans are on hand for the establiehment of storage facilities for
grain and for the perishable products.
Besides, there are joint programmes covering aqi.ml and plaut
health, such as the Andean System of Agricultural Sanitation, and

o procedures for the harmonization of national agricultural developnex;t

policies. Arrangements have also been made for training and technical

cooperation in agricultural development. To date, over 1280 personael
have been trained for agricultural development. Finally, a Special
Programme for the Agriculturel Development of Bolivia has been
created, as a result of the Second Meeting of the Agricultural
Ministers of the Andean Group. The mainstay of this programme is

the establishment of the Cattle Fund and the National Seed Company.

Other Areas of Integration

Although harmonization of mational economic policies of the

member countries will increase regional economic integration,
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harmonizatiun of social policies could alsc contribute to the goal
of integration. Thus the Cartagena Agreement contains measures for
cooperation in the fields of education, culture, science, labour
and health. Activities in these areas are designed to increase the
general consciousness of the people in the Subregion towards .
regionalism and to promote fraternity between member countries, so
as to develop a strong regional identity. In fact, harmonization ,
of social and labour legislation, and cooperation in science and
education can produce concrete results in terms of making direct
contribution to regional integration efforta. So does cocperation
in public health. Many of these activities carry spillover effects
in the Subregion as a whole, and cocoperation is necessary even if
there were no Andean Pact.

Of even greater importance is "physical integration”, which
refers tn regional cooperation activities involving energy, communications
and transport. The Council of Physical Integration was created to
take charge of arrangements which would promote the physical contact
of member countries through such projects as interfegional highways.
Development in this area has actually produced favourable side-
effects such as the growth of regionmal tourism and {n{ra-regional
trade.

In short, the subregional economic integra*ion in the Andeamr Pact
is proceeding on a wide front. While subgtantive progreass of the
integration still depends on such formal instruments as trade liberalization
and the sector-bagsed industrial programming, harmonization of a wide
range of economic and social policies have also directly and indirectly

contributed to the successful endeavour of the AP group towards regional

economic integration.

oo
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CHAPTER 431 OBSERVATIONS AND CONCLUSIONS OF THE

ASEAN/ANDEAN PACT CONFEKENCE
Summary Report
..... “
Introduction

l. A conference on regional industrial co-operation took place an
11-12 and 14 October 1982 at the Andean FPact secretariat, the Junta
"""" del Acuerdo de Cartagena \JUBAC), in Lima with the participation of
""" the representatives of the Association of Southeast Asian Hations
(ASEAN) Committee on Industry, Minerals and Energy (COIME), the
Junta del Acuexdo de Cartagena (JUNAC), the member countries of the
Andean Pact, UNIDO and the Andean Development Corporation (CAF).
2. The objective of the Conference was to provide 2 forum by which
ASEAN and Andean Pact me;nber countries can exchange views and
experiences on thelr respective efforts at regional co-operation
within the framework of econﬁxic and technical co-operation among
developing countries.
3. The list of\ marticipants appears as Annex 1.
4. 'The conference agenda appears as Annex 2.
..... 5. The conference wag opqned by Dr. Pedro Carmona, member of the
Junta, who underlined ths importance of south-south co-operaticn.
6. Dr. Cesar Pensranda, Chief, Industrial Development Department
of JUNAC acted ag co-ordinator of the conference.

7. Mr. N. Sadasivan, Deputy Director General of the Malaysian

Industrial Development Authority (MIDA) acted as ASEAN/COIME's spokesman.
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8. The Conference agreed that a short summary rasport of the
general issuéa covered during the canference would be prepared at
the end of the conference and that UNIDO would prepare the proceedings
of the entire Conference at an appropriate time for distributiog to
both groups.

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

10. Represaentatives of JUNAC de=scribed the goals and mechanisms of
the Cartagena Agreement (basic treaty) and their results of date.
Beference was tbua made to the creation of an integrated market, tc
Joint Industrisl Programming and to harmonization of economic and
social policies, the latter emphasizing the regimes for foreisn
capital and for Andean Group capital. The development of economic
and industrial policies in the Andean Pact countries during the
1970's was alsc covered.

11. The ASEAN/COIME spokesman described the objectives and co-
operation programmes being pursued within the Assoclation such as
those relating to trade, industry, agriculture, finance and
trangportation among others. Particular emphasis was given to the
{ndustrial co-operation schemes presently being undertaken, that

is the ASEAN Industrial Projects (AIFs) the ASEAN Industrial

Complementation (AIC) programme and the ASEAN Industrial Joint

Ventures (AIJVs).
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Observations/conclusions/considerations

12. The Conference observed tb2t ASEAN's efforte at regional co-
operaticn are more tcwards economic co-operation schemes while the
Andean Grour‘s efforts at regional co-operatiocn ere clearly an
intzgration errangement. In this sense, the Andean Group's experiences
at economic integration provides ASEAR with s useful insight to
whatever long term co—operative arrangement ASEAN is leading to.

13. The Joint Industrial Programming of the indean Group was
especially studied because of ity advanced integration form in the
industrial field. It bas 88 an antecedent some experiences gathered
in the latin American integration process which was based almost
exclusively on trade liberalization.

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

15. The Oonference 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 witr the aim of adding momentum to
the ASEaN's efforts at economic co-operation and the Andean Group's

integration arrangemexnts.

16. The JUNAC indicated tentatively joint international action, trade

in manufactures and the exchange of information as areags in which co-
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operation between the two regional groupings could be explored.

17. Information of special interest for ASEAN/COIMB would be on

the following areas: rationalization/restructuring of industries
against the background of changing industrial coaditions; industrial
programming; barmonization of tariffe within the sub-region and
{mposition of a common externmal tariff as a means in support of
industrial development; methodology of the Andean Group to assess
the impact op their industrial development of trade liberalizati;n
measurea during the last decade; and tha 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 indean Pact
member countries from 13 to 23 October 1982 would be expected to
further contribute importantly as a first contaci vith the Andean
Group and that it would be fruitful to organize a reciprocal visit
by the Andean Group to ASEAN with the posaible assistance from
UMDP/UNIDO to coincide with a COIME meeting at a convenient time
after both groups have carried out their respective own reappraisals
as indicated in paragraph 15. The visit should give indepth attention
to selected specific eveas as mentioned in paragraphs 17 and 18

above.
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20, I+ waa ohserved that there is & poszibility of using the
Pbiliopine Embassy in Peru as ASEAN's contact point with the JUNAC
Headquarters in Peru and the Embassy of Venezuela in Indonesis as
JUNAC/Andean Group's contact point with the ASBAN 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 veluable assistance in organizing the conference. ASELN

expressed as well its appreciation to JUNAC.

A Succinct hAccount of Presentations and Discussions at
tbe Conference

The Conference was opened in the morminyg of October 11, 1982
by Dr. Pedro Carmona, member of the Junta del Acuerdo de Cartagena.
In his speech Ir. Carmona underlined the importance of the Junta
attached to the meetings within the context of south-south co-
operation. He felt that these kinds of meetings are very important
for the regional groupings. Especially now in 2 time of crisis,
they may help us understand each other better. We have to look
inwards for our own solutions, and face our problems with our means, ﬁ
and in this context meetings like this pecome very important for us.
We mst itensify our efforts towards integration, even with all the
problems we now face due to the international economic crisis. We
mist not only try to improve our relationships with the industrialized
world, but aleso with the third world; the knowledge of cur common

realities may be helpful for both our groups.

Dr. Cesar Penaranda, Chief, Industrial Development Department
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of JUNAC acted as co—ordinator of the Conference. Mr. N. Sadagivan,
Deputy Director-General of the Malaysian Industrial Development
Authority (MIDA) acted ag ASEAN/COIME's spokesman.

Mr. L.C. Zaoou, Deputy Director of the Division for Industrigl
Studies UNIDO, in an introductory statement, presented the goals
and objectives of the ASEAN/COIME mission to the indean Fact countries,
razely to provide an opportunity for key officials and industrial
representatives concerned with regional industrial co=operation in
both ASEAN and the Andean Group to exchange experiences and discusa
various fssues of mutual interest, such as instruments and mechanisms
of regional industrial co-cperation, and 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 factora leading to the successful implementation
of regional industria' projects and programmes as well as t§ problens
and difficulties encountered, and tha£ special attention might be
glven to alternmative solutions for problems of corumon or similar

nature related to regional agreements and projects in industry in

the two groupings.
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Finally, Mr. Zhou, expressed 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 the respective groupings and possibly also the
identification of potential ereas of co-operation in the field of

industrial developzent between tne two groupings.

The Andean Pact

After the initial statements, the Conference discussions started
with a presentation by Mr. Oawaldo Davila, Chief, Programming
Department of JUNAC, entitled "Long-term goals of the Cartagena
Agreenents-

The Andean Group of the five countries Bolivia, Colombia,
Ecuador, Peru and Venezuela represents a area of 4,700 kn2,
more than 73,000,000 inhabjitants, and an average per caplita
income for 1981 of $1,139. Its economically active
population is around 22 million, witk 7 million of them
bZ}ngither underemployed or not employed at all. It has

8 million illiterate people, and 47 per cent of the urban
population do not have a sewage system and 75% have no

safe drinking water, It lacks 4 million houses, and the
nutrition conditions for many are poor. It is projected
that at the end of the decade it will have a population
close to 100 million, 70 per cent of which will be in urban
areas. Further, 30 per cent of the projected population
will be economically active (29 midlien people), which

means an annual entry of 760,000 people to the labour
market. In 1970, it bad a 1.3 million towa of food
deficits, which may become four times more by 19390.

ol
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In 15580 T Andean Croup axported goods worth almost
US$30 billion, 90% of which vare agricultural or mining
products. It has an enormous internaticnal debt (close
to $49 bvillion, or roughly 17% of all the international
debt). The preseat economic and financial problem will
have great social effecta on the AP countries. The
ability or capacity to satisfy the demands of their
populations requires a stable and sustained economic
development. This provides the basic motive for the
signing of the Cartagena Agreement for regional economic
integration. To reach the integration goal the AP has
devised the following mechanisma:

1. Trade liberalization programme

2. Common exteraal tariffs

3, Harmonization and co-ordination of development plans

4. Industrial programming

5. Agricultural regime on physical integration

6. Technological policy

7. Financial ccoperation

8, External relations policies

9. Special prograume for Bolivia and Ecuador.
The various mechanisms all work in a co-ordinated manner.
Those applied 87 far with more intensity are those concerned
with industrial development and trade liberalization.

The trade liberalization programme was started in 1970.

It includes all items which are not part of what is called
"reserves {or industrial programming™. Bolivia and Ecuador
were excluded until December 198} as part of the preferential
treatment given to them. As a result of liberalization,
regional trade bas since increased from $50 millicn to

$1,100 million. The items under the cowmon extermal

tariffs now gtand at 3,200,

Progresa in agricultural cooperation has been satisfactory

whereas physical integration has achieved not such due to
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the shortage of fimancial rescurces and geographical
problems. On the financial side, the Andean levelopment
Corporation (CAF) has functioned quite well, specially
for the two less developed member countries. A special

fund was created for Bolivia, which for various reasons
bave not made use of it. On the whole, the resources of
the CAF are still inadequate for the need of the many
integration programmes. Special mention mugt be made of
the Andean Fund of Reserve, which had helped Peru, Bolivia
and, more recently, Ecuador, to tide over their temporary
balance of payments problems.

In tbhe field of technological cooperation, progress has
also been satisfactory, and efforts are being made to *

generate the "self-developed" technology appropriate
for the development nseds of the AP. In particular,
achievezents in copper technology and the utilization

of t-opical wood are noticeable.

On foreign policy, the AP's efforts are focussed on the
development of & more coherent, continmuous and consistent
common policy. A lot remains tv be done in terms of
developing closer relations with other developing countries
or groups of countries in the Third World.

In respect of the special programme for Bolivia and Ecuador, b |
the less developed members inzggoup, the goal of the AP

is to narrow thelr levels of development differences viz—a-viz

the more developed mezmbers. Significant progress has been

made in this direction.

On the barmonization of policies and develcpment programmes,

the AP has, however, met with many problems. Each country
has different economic policies and different internal regimes
which make it difficult to coordinate, especially since the
intagration process lacks the dimension to conditicn national
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policies. It may be said that the Andean regional econoaic
activity corresponds to only about 5% of all the economic
activity in the Subregion. The AP has not yet achieved the
narmonization of policies in several areas. This makes
negotiation for further integration more difficult,
particularly wken countries resort to "non-compliance".
There bas also been a lack of leadership to guide the
integration process, which is perhaps a reflection of the
inherent weakness of the integration organs themselves.

The political, economic and cultural dependency of the AP
countries has also shaped the progress and evolution of
the integration.

In view of the present world eponomic situation, the
problems faced by the AP group will become more difficult
to solve. However, the AP group is determined to push
ahead with its objectives and strive to consolidate what
it has so far achieved. It may reorient its development
efforts towards meeting ita social needs — inter alia
within its industrial programming., But what kind of
industrialization should it plan for? That is a crucial

question.

The second presentation on "Economic Policy aﬁd Industrialization

in the Andean Group in 1970-19807" was made by the UNIDO consultant,

Professor Javier Iguinez Echeverrias

It 18 a reality that the impact of the Cartagena Agreerent
on the countirizs' policies 1s 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 ocur integration process has been
developing.

Of the Andean Group'as 70 million inhabitants, only 5 million
have an income leval similar to that of the induatrialized
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world, 71 per cent of the population live on below-
subsistance levels.

The industrial production in ocur five countries has a
re%g;fvely different importance. It depends on
(1)/length of time in which the import-substitution
process has been going on and (ii) the peculiarities
of the natural resources available in each country.
Colombia is the country which has had a cocherent
industrial policy the longest time. It now gives
great importance to its agriculture. Peru pays a lot
of attention to i{ts mining resources and Venezuela

to its oil.

When asseasing the 1970's it is important to look at a
given characteristic at the time of the emergy crisis,
namely, three [Venezuela, Paru and Ecuador) of the five
countries are oll-exporters. This fact sets the dymamics
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
8o, exports hagifzﬁring the 1970's, e.gs in Ecuador by
11l times, or more than 4 times in Colombia and Venezuela
and a8 bit less than 4 times in Bolivia and Peru.

We may look at the dynamics of the last decade and divide
it into two periods, the first from 1970-1975'characterized
by a great relative dynamism and the second,l976-1980,vhere
2 slow down on economic growth occurs. During the first
period, tbe increase in the amount of foreign currency

the countries had, made it eaaier for the state to carry

on 1ntegratioﬁ programmes,  During the second period when

the crisis hit the internal market, a need for the increase
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of exports of mammfactured products cropped up for
products wkhich became more and more difficuit to sell
inside.

OQur countries have a relatively recent industrial history.
It is cn an average 20 years since true Iindustrial premotion
oxgans and programmes were instituted. However, during

the second period, the policy of the governmeats left the
impression that the State was no longer backing these
programmes it had previously supported.

To understand our integration process it is necessary to
understand what has happened inside each country, since
integration does not yet nave a& great impact on the countries.
We must thus study ths countries to see whether or not
integration has or has not aavanced. Industry has been
glven z different role in each country. In Colombia -

the country with the longest {ndustrial experience -
emponasis is given to agriculture while industry sees a
reduction of pricrity. Colombia has critically reviewed
its import-substitution programme and puts more emphasis
on manufactured goods for export; it also places more
emphagis on efficiency then on expansion. Veneziela puts
enphasis on basic indusiry. It bas also seen, thanks to
the incomes of the oil exports, an enormous expansion of
its internal marke!{ and feels the need to dccelerate the
process of import-substitution. It has to resort to
{mports to saztiafy its internal demand. In Peru, industry
has played an important role, and the State plays an active
role towards basic industry. Government policy in Peru
acquires an added rationality and justification in face of
the possibility of complementation in this types of
induetries within the Andean Grour. Wwhat looks singularly
aore 4il. ‘cult tc justify becower easzler for the State to

explain and justlfy «n the basis uf an invcstment in the

context of th; Acdean Group. Ecuador supports actively
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s industry, but 2luaye selectively, with the help of

the Andsan Group 2nd it does sc by orienting it to the
regional market. Bolivia does less in this field.

The Andean Agreement has had certain impact on general
economic policies which are not related to industry. There
have been some important instances, even if always influenced
by the national economic policies. On labour policies we
see some cammon lines: in all countries but Venezuela
selaries and social benefits are negotiasted collectively by
companies. On foreign exchange policies, thanks to a
relative bonanza, fixed exchange rates predominate, and
some policies are actually related. Only Peru bas had
devaluation up to 80 per cent. On tariffs policies we

see that countries continue to differentiate goods but with
£ lot of exceptions so that we begin to question the system
used. On tex policies, since in most of the countries the
most utilized incentive is tax reduction, we have a lot of
exemptions or tax reductions which make an overall policy
very little recognizable. Only Colombia has a tax policy
with fiscal goals. The financial pclicies are usually
favouratle to industry. There has been modernization

of the financial apparatus and specialization and capacity
to act on credits connected with the export activities.

On exports policiea, we find that subsiiies foxr exports

are normally linked to the value added; but in some
countries 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

as all policies concerned with exports have been sub-
ordinate to the general industrial policies whose emphasis
lies mainly on import-substitution. It should also be
noted that the State bas mainly oriented its policies
towards basic industry.

Countries, depending on their internal needs, accentuate
their integration policies on different subjects. Colambia
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puts empkasis on common externmal tariffs, Peru on industry,
etc. Nevertheless the commercial exchange has been relatively
dynamic and the Andean market has taken a growing portion )
of the manufactures of the region. Tariff policies, thanks

to the existance of the Andean Group, have been modernized !
and homogenized. Also the institutional field has profited )
from this.

"Deciaion 24" on the treatment of foreign capital has
influenced national policies. The modernization of export

promoticn policy has been enhanced by the necessity of the
countries to integrate. The extended market has justified
= investnents 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, answers and clarifications:
N . The Malaysian delegate, Sadagsivan, noted the fundamental

difference in the approach to regicnal economic cooperation between

ASEAN and the Andean Pact. Whereas ASEAN is attempting at regiomal

econonic cooperation with each member country maintaining a fairly
independent course of action as far as its nationai development is 1
H; concerned, the AP has from its start planned for a higher stage
.” regional activities aimed at integrating the development process.
Further, Sadagivan wag particularly interestsd in the special
programme which the AP had reserved for Bolivia and Ecuador in the
AP integration programmes. He wondered if these two countries had
really received special benefite and at what costs to other members.
In reply, Iquiniz pointed out that the costs to the AP ccuntrlea

for affording special cnnsiderations to Bolivia and Ecuadcr had been

|
|
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of little significance, mainly becauss these two countries are
snall economles. Penaranda added that the Cartagena Agreement
allowed Bolivia and Ecuador a period of 10 years to oper up their
sarkets while the common external tariffs have already been in )
operation in the other AP countries. The Agreement also reserved
products for programming to be produced in these countries. ‘tey
- bhad, bowever, not made much use of these special opportunities
: because of their limited capacities and infrastructural bottleneck.
Hence they had not derived as much benefite out of the special
considerations as they should.

Ramm-Ericson of UNIDO raised the role of the AP Secretariat
viz-a~viz the national decision making process, especially in the
context of changing emphasis on the process of intagfation over the
last ascade. In the late 19605 when an ambitious integratiom
programme was first conceived, a strong Secretariat was set up to
carry out planning and programming of industry; but a strong
Secretariat could run into difficulty with national decision-making
of some member countries which preferred less planning and control
from the regional Secretariat.

Iguiniz admitted that there had indeed besn a change_ot attitude
towards the original concept of integration on the part of some AP
countries, which had cruvated diffficulty for the Junta. Penaranda
sdded that the major problem for the Junta was to balance the
conflicting interests of different membexrs in order to reach &

consensus over a particular policy issue. So far the prohlem had

not been insurmountable because economicelly speaking the overall
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“regional compoteai” wss 3
countriesa were not required to surrender much of their autonomy in
their national policies.

Tois led to an interesting comment raised by Gabazor of the
Fbilippines, who distinguished three kinds of regional economic
integration schemes: a laissez-faire integration system, a dirigist .
integration asystem which blends planning with regulations within a -
regional framework, and a hybrid one, which is fundamentally a
laigsez-faire aystem but is modified to include elements of
compensation through plamming. He suggested that the AP belonged
to the second category.

In response, Iguiniz noted that both market and planning were
within the integration process, and theoretically integration through
market or through planning should be the same, even though in practice
there was a bias in favour of market.

Sadasivan was intrigued by the phrase "non-—compliance™ and
wondered if this was provided in the Cartagena Agreement to allow
for flexibility in some member countries for delayihg implementation
of tariff matters.

Aninat clarified that the phrase "non-compliance" was not
expressed in the Agreement, and that by this phrase it was meant
that some precise and clear agreements or compromises had not gone
into application. Indeed, the Agreement provides mechanisms to avoid
non-compliance. Pirst, some degrees of harmonization of policies
must be observed by member countries. Second, the legal arm of the

Agreement, the Andean Tribunal cf Justice, provides the legal solution

|
I
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to disputes and conflicts. However, the Andean Tribunal hLas oot
yet come into force because one member countries has not ratified
it.

Gabazor then queried that if the completion of the Andean
" customwa uniecn had beea officially postponed f{rom 1985 to 1989.
Aninat replied that initiel deadline-in the Agreement has been poet-
poned to three more years, until 31 December 1983. The AP might yet:
decide to put it off again.

Since "joint industrial programming" is one of the salient
features of the integration scheme of the Andear Pact, which has
attracted wide attention, Mr. Cesar Penaranda, Chief of the Industrial
Development Department of JUNAC, made a special presentation on this
topict

I shall divide the topic into three parts: (1) Jeint

Industrial Programming; (2) The Sectorial Programmes of

Industrial Development and (3) the actual status of the

Joint Industrial Programming, covering three existing

programnes.

The individual markets of the Andean countries are small
due to the low levels of income and this has created an
obstacle for a more dynamic process of industrialization.
The problem is made more critical by the uneven distribution
of incomes in these countries. Hence the motive behind our
drive towards integration. LAFT; wag born this way, but

it was afflicted with incongruencies due to disparity in
the develomment between countries like Mexico, Argentina
and Brazil on the one side and the rest of the countries on
the other side. The Cartagena Agreeuent, on the other bhand,
was established with the difference of development of the

countries bound by the Agreement clearly taken into account.
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The Agreenment was essentially an indusizial one:

Thae Agreement uses iwo types of mecbanisms in its search
for & more dynamic industrialization process for the Andean
Pact region, (a) the market mechanism and (b) the establishment
of common external tariffs. With these we were trying to
make better use of the already existing industries and to
promote intra~Andean trsde 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 rescurces

= in the best possible way. The JIP, was given iwo instruments

‘f\ N to achieve itas aims, firstly, the Sectorial Programmes of

. Industrial Development and, secondly, the Programmes for
Industrial Rationalizaticn.

The Sectorial Programmes of Industrial Development is
designed (a) to distribute new projects equally between
the countries (b) to improve and incresse the already
existing capacities. For (a), as & start we do not consider
- the local markets, but concentrate mainly on giving tue
five countries investment épportunities. The decision to
i inveat would depend on other elements, like the efforts
- 2 given Government puts forward for turning-this opportunity
into a reality, the availability of resources and the

profitability of the project. To arrive at this distribution

we resort to sectorial programmes for industrial development.
This allocation of equal opportunities has the disadvantage
that the benefits will also be sectorially distributed,
distorting somebow a better theoietical approach of thiz
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

DR _ I
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how benefits were being distributed within the ares,

since it is easy to sBee 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 2180 been & possibility, On the other hand,
another pogsibility was to focus sectorial programming on

& one-programme basis which would bave involved all the
industrial sectors reserved for programming, trying to rest
mainly on comparative advantage. 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 manifested their interest and it also
created a planning and statistical problem because of the
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,
either were non-existent or had very little development.

The Sectorial Programme is a permanent mechanism on a ime
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 i8 a basic common structure for the three already
approved sectorial progreammes, namely allocation of investment

opportunities for each of the member countriee.

The mechanisms which make up the essence of each sectorial
programme are as follows: '
(A) ™e liberalization programme for programmed
products (tbe Bolivian and the Ecusdor markets
are liberalized later than the other markets);
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(B) Common external tariffs, intended to maintain
cartain preference marging for sub-regional
production confronted with competiticn from third
countries and to regulate the productive efticiency.
of the sector;

(C) Supplementary measures in several forms, for example,
countries agree not to encourage or to expand
production of products corresponding to allocations
granted to the other member countries, and countries
ahould not authorize foreign investment for such
production either.

It must be noted that any country may import from third
countries the same products as those manufactured within the
region, tyut always paying the established common external
tariffs. This means that ve are establishing competition
within the region as well as with third countries.

At the time of the signing of the Cartagena Agreement,
nember countries had an industrial infrastructure with
marked differences. At the opening of markete to a given
industry, the market would-be submitted to intra and external
competition because of the common external tariffs. Certain
industries such as textiles, leather goods, shoes, etc.

were very important in that they absorbed more labour than
otherrand were developed to a higher or lower degree. The
opening of markets might have affected the integration
process. Therefore the raticnalization programme for
industrialization wags established in order to diminish the
effects caused by tais new compefition and to increase
efficiency at the same time. We work on a hybrid theory

of both production fur the substitution of imports and
promotion of zanufactured exports. The application of the

rationalization programne rad to be in agreement also with

the other integration mecnanisms. The Axreement provides
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for at lezst one rationalization programme per year.
So far, however, no rationalization programme has been
implemented, since greater 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 parits. This programme is backed by a

liberalization programme and 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 2
49 per cent). As complementary elements to investment ‘
opportunities three types of agreuments were established

in this programme: (a) Assembly agreements: any country

may assemble any type of vehicle assigned to other Andean

countries, as long a8 it integrates the spare parts received

by the country which previocusly bad the allocation of

production; (b) Agreement on co-production, where we seek

to specialize in order that one country may proauce one

or more components and another country one or more other ; !
conponents, in order to achieve better scale-economies; v
(¢) Agreement on complementation, where we look for countries

to specialize on parts .l a given component of a vehicle.

All these are essential elements of this programme. The

co-ordination and implementation of the programme have proved

very difficult now, due to the events affecting this industry
internationally as a result of global recession and the

energy crisis.

The second programme is the metal fabrication programme of

1972. This programme was aubéequently adjuasted dug to the
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withdrawal of (nile and thne joining of Venszuwvla. ¥wWe
approved Decision 146, which is essentially a prograume

on capital goods. This programme establishea exclusive
allocations for Ecuador and Bolivia {so far 33 are exclusive
and 43 partial allocations). We also established market
openings, with differences for countries and for products.
The common external tariffs range from 20-80 per cent with
an average of 51 per cent. The programme also fosters the
idea of co-production, looking for a greater specialization
which has not been as intense as expected. The programme
has been distributed to all countries due to their intereat
to participate in it.

The third programme is the petrochemical programme. This

is a vertically integrated programme for it covers raw-
materials over to intermediate products and final products.
It was approved at the time of the world oil crisis, when
the situation wasg very competitive. It was also programmed
for exports, with 60 per cent for the Andean market. Tariffs
were low (20-35 per cent), and allocations were to be made
rapidly with differencea 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
have not developed as projected with respect to their oil
regources. Some (Colombia and Bolivia) have even turned
into oil importers; and Peru, although exporting oil products, does so
not at the level as previously projected when the programme
was negotiated. We are therefore revising this prOgréme

at the Andean Group.

A8 far ag iron and steel ie concermed I would like to mention
that there is no such thing as a programme. There exists so

far only an agreement to arrive at a programme aa soon as

possible. We have a more critical problem here since this

ol
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industry is partly providing raw material to otker
industries, as the automotive or the metal mechanical
ones, and any added costs to nevelop it on indean level
would be of great importance for the prospective users.
Tariffs are also very impor:ant;se is transport cost.

I would like to say that ine implementation of sectorial
programmes has problems in three of its mechanisms, namely
(s) in the allocation of investment opportunities; (b) in
the abstention from allocating opportunities to another
country if there was such investment already; and

(¢) tariffa.

When we talk about allocation, we do not talk about
obligations as to whether to take or to realize the project.
All allocations specify a period of time within which they
mst be realized, and they have a market-reserve, so that ance
products come out the producer has at his disposal the

nmarket - viz-a~viz producers from third countries.

In all the three programmes we have several allocations
were not carried out, but there are realizations and new

investments also, which emerged trhanks to the allocations.

There are several reasons for non-compliance with the
&llocation, both external and internal reasons. The host
country bas its own problemsi over-estimation of capacity.

At the beginning the countries were looking for maximum
participation in order to derive greater benefits. Then
countries were looking for more investment opportunities,
which affected the allocation of resources and diminished
efficiency. There are aleo non-compliance by other countries:
non-application of tariffs, non-opening of markets, and
problems due to the competition of third producers.

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

| —
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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, and in 1980

it had increased to $25 million. The change is important

for there are possibilities for import-substitution on

Andean level of about 60 per cent. In petrochemicals, from the trade

.level of $10 million in 1976 we increased to $50 million

in 1580C.

With regard to the common external tariffs, there are more
problexs. There are still important differences in what
the countries are willing to pay for their industrial
developme.ut in general and for sectorial programming in
particular. There are several cases of non-compliance and
thus there is market instability, 4% no clear parameters to
allow the countries to decide on investments. All this
affects the develovment of the programmes 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
uge of the installed capacity of industries protected by
the approved programmes. ‘

There are two important elements which we .must conasider now,
napely, (a) The international situation, since the Andean
Group can not igolate itself. Owing to global recession

the more developed countries are more aggressive in their
investments to the third world; .and (b) the internal national
gituations, which require short-term actions. Thus we must.

strive collectively to work out more efficiency in resource

allocation and a more homogeneous treatment to countries
and industries.

™
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The presentation of industrial programming in the AP bad
raised intense interest from the ASEAN participants. Sobrepena of
the Philippines asked ahout the role of the private sector in the
gelection of the products to be promoisd in various prograzmes and
how it was involved in the implementation process.

Penaranda pointed out, in repiy, that in the AP the private
sector had a different conception and execution of the sectorial
prograzmes and this differed from ccuntries to countries depending
on the private sector's organization and on the government's
readiness to let then participate in the types of industry. In the
petrochemical sector, for instance, the high capital invesiment
required presupposed the major role to be played by the public
sector rather than by the private sector.

Lim of Singapore was interested in the actual pfoduction levels
of the metal fabrication and petrochemical sectors as opposed to
their “"installed capacities". »P@naranda replied that the designated
projects were not based on feasibility studies but they instead
relied on international information. Consequently, they had no
precise informztion on production costs.

The presentation on ASEAN was made by the ASEAN/COIME spokesman,
Mr. N. Sadasivan of Malaysis, who highlighted the long-term goals
of the economic cooperation of ASEAN and the process of iﬁdustrial
cooperation in ASEAN: .

In my presentation I will touch upon some of the major
areas of economic co-operation in ASZAN, 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 some common vxperiences
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that both regional groupings have obtained through these
%f years at efforts to co-operate on a regional basis.

ASEAN was founded ir 1967 and comprises the countriss or
Indonesia, Malaysia, Philippines, Singapore and Thailand

Bt with a combined population of some 250 million people, thus
g; about 3 times more than the population of the Andean Pact
countries. For the first 8-9 years in ASEAN‘'s history,

E; very little efforts were made to achieve any degree of
economic co-operation, simply because botk the leaders of

E% ‘ ASEAN and the peoples in ASEAN were ir the process of trying
to understand one anetherfzgfying to understand the different

= cultures, the different lansuagea??ghe different relegions

in ASEAN. aAnd, thearefore, ovr progress in these initial
b years was very slow. In fact there was hardly any progress

o at economic co-operaticn. In 1976, almost 10 years after
Fo ASEAN had formed, the Heads of Government of the five ASEAN

nations gatherad together for a first Summit Meeting of
----- Beads of Govermments in Bali, Irdonesia. At this meeting,

the five Heads of Govermments signed a Treaty of Emnity and
Co—-operation in Southeast ieia and, much more important,

o they signed the Declaration of ASEAN Concord. By this action,

N they renewed the governments' commitments to the aims and

%% purpose for the organizatian of ASEAN itself in 1967. The
Declaration ol ASEAN Concord sgignaled a fresh impetus for

ii economic co-operation in ASEAN. The Declaration of ASEAN

. Concord, together with the Treaty reconfirmed economic co=

operation,is one of the principal goale of ASFAN, It calls for

N foundamental approach towards the achievement of peacé,

..... stability and prosperity in the ASEAN regiomn. These two

important documents also provided the basis for the formulation

= and implementation of future work programmes and the

AAAAA astablishment of a suitable inatituvtional mackinery for
economic co—operation in ASEAN. From 1976 onwardas various

programmues of co~operation on brozd economic sectors wera
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formulated. Some of these prograxmmes 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
ecoaomic sectors in ASEAN are the following. In the field

of trade, ASEANs' aim ie to promote the development and
growth of new prodnction and trade and to improve the trade
structures, both for the individual member states and among
the ASEAN countries as a whole, so as to further develcpment
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. In 1977, the ASEAN countries
signed an agreement on ASEAN Preferential Trading Arrangements
which had its main 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 o
basic commodities, such as rice and ¢rude oil. Other
arrangements include preferencesin procurement by government
entities, extension of tariff preferences and iiberalization
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 8,529 items cf
interest to ASEAN member countries have been given vacrious
degrees of tariff preferences with the margin of preférenca
of 20-25 per cent from an initial tariff cut of 10 per cent.
We are also undertaking measures to expand the coverage ol
items for which tariff preferencas are being exchanged through
& seciorial approach as opposed to the product by precduct
approach in the earlier years. We bave also plannea to deepen
tariff cuts beyond the current 20-25 per cent.
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In the field of industry which is really the area that those

e

of us present from ASEAN are most aciively involved in, a

b number of programmes are being currently pursued. These are
: ? expected to contribute towards increasing the flow of
investment in the ASEAN countries, to a strengthening and )
bvroadening of the base of the industrial sector in the

respective economies and to promotion of greater utilization

T T =y

of the industrial capacity and trade. Three major programmes

are currently being undertaken. These are basically the

s ASEAN Industrial Projects, the ASEAN Industrial Complementation
5— programmes and ASEAN Industrial Joint Ventures. The ASEAN

':I: Industrial Projects are basically large-scale government

= undertakings geared, in particular, to meet regiomal

requirements for egsential productas. Priority is given to

projects that utilize available rescurces in the member

states, contribute to the increase in food production,

i

T

o increase or save on foreign exchange earnings, and create

""" employment oppcrtunities. The ownership of an ASEAN

_____ Industrial Project is cistributed on the basis of 60 per cent
b ‘ for the country in whi~. the project is located, with the

..... other four countries taking the remaining 40 per cent equity

ownership. While these projects are primarily government-
ovaed projects, the ASEAN private sector and the non—-ASEAN

e private sector may own up to 2/3 of equity allocated to a
particular member country. The only reservaticn ic that at
any one time, majority ownership of an ASEAN Indusatrial
Project must be held by ASEAN nationals. To encourage and to

o facilitate the establishment of ASEAN Industrial Projects,

the ASEAN Governments signed a bgsic agreement on ASEAN

Industrial Projects in 1980. Today four ASEAN Industrial

Projects have been approved. There are two ASEAN urea projects

for Indonesia and Malaysia, a rock salt/soda ash project for

Thailand and the ccpper fabrication project for the FPhilippines.

Thus four out of the five ASEAN couutries have already taken

measures to implement these large-scale projecta. A fifth
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project for Singapore is currently under examination. In
addition to these large-scale iniustrial projects which 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 ASEAX
Industrial Complementation. Under this agreement the ASEAN
nember countries have undertaken complementary trade

exchanges of specific processed or manufactured products or
components within an ASEAN Industrial Complementation package.
Products that form and fall within such package are entitied,
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 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 prpducts. The
first ASZAN Industrial Complementation package comprised
existing automotive components and this first package was
approved for implementation in June 198l. Products in the
first package would enjoy a 50 per cent reduction in existing
tariffs within 4SEAN. wWe are currently examining the
poseibility of implementing other complementation packages.

At this stage, I think I would want to touch upon the role

of the private sector in ASEAN which would seem to be somewhat
differerit 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 the result of private sector efforts; and to
facilitate this close contact and exchange of view between

ASEAN govarnmente ard the private sector, the private sectors

in the ASEAN countr.es bz.. organizec themselves in a number
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of ASEAN Regional Industry Clubs. For example, all the
mamufacturers of rubber produc%s in ASEAN have organized
themselves into an ASEAN Rubber Manufacturers Association
which bas in each of the five ASEAN countries a National
Association of Rubber Mamufacturers. This ASEAN Regional
Industry Club maintains a 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.

It is in recognition of the very important role that the
private zector would play in ASEAN economic co-operation that
the ASEAN governmments now are in the proceas of finalizing

a scheme which would enable the private sector to play a very
active role in industriel co-operation in ASEAN. This refers
to the proposal for the astablishment of ASEAN Industrial
Joint Ventures. The ASEAN Industrial Joint Ventures are
basically the private sector counterpart of ASEAN Industrial
Projects. Unlike the ASEAN Industrial Projects where
government involvement is very major, the ASEAN Industrial
Joint Venture scheme is des.gned almost exclusively for
private sector participation. This schemo-vduld enable the
private sector in ASEAN to eatablish large-scale industrial
projects and enjoy substantial ASEAN preferences, particularly
for the exchange of commodities produced by such large-scale
projects. We expect tue final agreemeat on the scheme for

the establishment of ASEAN Industrial Joint Ventures will ve
obtained later this year, when the ASEAN econcmic ministers
are ascheduled to meet to finalize this perticular agresment.
The ASEAN governmenta' role in establishment of ASEAN Industrial
Joint Ventureg would be confined, initially, to the granting
of subatantial tariff preferences, for the products of ASEAN
joint ventures. Governments themselves would not be involved
in either the eyuity of the projects or in providing any other
form of financial support. '

———
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i will now refer briefly to the ASEAN's efforts in other
major sectors. In the field of emergy co—operation, ASEAN'
attempts at energy co-operation have concentrated on three
basic approaches. The long-term approach is directed towards
the development of alternative enargy sources, particularly,
coal and hyiro—electric power. The medium-term approach is
ained at increasing exploration and development activities in
oil and gas in the region. The short-term approach relates
to mutual assistance in times of need or emergency, such as
embodied in the Emexrgency Petroleum Sharing Scheme and the
proposal to establish an ASFAN Peiroleum Security Reserve.

In the Emergenty Petroleum Sharing Scheme, the ASEAN countries
which are in the fortunate position to0 bave oil are expected
to give prefereuces to the other ASEAN countries when tkere
is a shortfall in the inports of crude oil. At this point

of time Indonesia as a major oill producer in the region has
suppllied oil on a special terms to boith Thailand and the
Philippines under this emergency petroleum sharing scheze.

In the field of minerals, ASEAN is examining a proposal to
facilitate and promote trading in minerals, to promote
exploration and ful) development of mineral rescurces in the
ASEAN countries, to promote the integration of mineral
regources development with industirial development, and to
promote the transfer of tecknology and expertise in the
mining industry within the region. In order to achieve these
very broad cbjectives, ASEAN ig currently examining a proposal
for the exploration, exploitation and martketing of carcline
(kerosine?) and low-grade cromite {coal?) deposites. To
facilitate this, assistance has been sought for the carrying
out of a detalled fesibility atudy. In 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 rupport industrial
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integration efforta. ASEAN ia also looking into the
possibility of joint acquisition of technology in the mining
industry.

In the arsa of finance and banking, ASEAN's efforts at cc;-
operation have been focused esseatially on the following.
Arrangements are being made to provide mutual assistance

among the member countries on temporary problems on
international 1liquidity, such as through the establishment

of a svap arrangement umong 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 earnings from export commodities
and other products of ASEAN member countries; to finance the
establishment of ASEAN Industrial Projects; to strengthen the
financial infrastructure; to provide financial support
meagures to encourage greater investment, and to facilitate
expansion of trade in ASEAN,

ASEAN has also been actively involved in co-operative efforts
in transportation and communications. The programmes of co-
operation in this a.ren.-m tied up with the goals of the
expanding trade and industrial development.by' providing the
bagic infragtructure for the physical transporta.ion of goodsa
and for enhancing communications systems in order to
facilitate the canduct of business and to promote greater
understanding amongst the peopls of ASEAN. The details of
these efforta at encouraging greater co-operation in trang-
portation 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 atuffs, principally,
through the strengthening of the food production base of the
member countries. In 1979, the ASEAN commecn agricultural
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pclicy was adopted. 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 establishment 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 mt of rice, from which member
countries experiencing problems with importing or obtaining
enough rice can draw upon in times of acute shortage.

Turning now to ASEAN's long-term perspective, it is almost

10 years since ASEAN began to be much more active at economic
co-operation efforts and implemented various programmes to
achieve these gozls. 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 econonic 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
considerable pressure from the private sector in ASEAN, that
the governments are not working fast enough to promote greater
co-operation and there are number of policy measures that are
currently being examined in ASEAN. The private sector,
sozmetime at the beginning, I think, of this year, proposed
that ASEAN governments should enter into a very comprehensive
economic treaty providirg for various levels of co—operation
in ASzAN. The private sector in fact, cited your own
experience in the Andean Pact countries as an example and
stressed the need for ASEAN countries to ¢raw up an economic
treaty amocngst themselves. ‘This is something that the
governments in ASEAN are currently examining. Our own
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experience, I think, indicates that an economic treaty

a5 (unlesé 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 tkeir own national
policies. But the ASEAN governnents are now studying the

e matter very carefully to see whether the conclusion of an

econcmic treaty would lead to greater economic co-operation.

o Proposals have also been made by the ASEAN private sector,

and by some governments in ASEAN that ASEAN should ultimately
B2 . become a free trade area. Thia again is an another area that
: the ASEAN governments are now astudying very carafulli.

= In summary, I would conclude by saying that the efforts
towarde eccnomic 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 meetings. Of overriding impnrtance is that ASEAN is
committed over a long-term to achieving a greater degree of

economic co-operation amongst the member countries. 4As to
e what form this ultimate degree of co-operation will take we
""" are not sure yet. We are in the process, as I said, of
o examining a number of porpoeals,and we certainly would think
= that the experienca of Andean Pact countries would be of very
- gignificant value..to us.

Campog of Peru focused his intereat on the treatment of foreign
capital in ASEAN and asked about the possibility of a '"Multinational

ASEAN Corporation".

In reply, Sadesivan pointed ocut that all the ASEAN countries
i believed in e system of private enterprise in all the ASEAN countries, arsl
considerable government efforts were mads to atiract private foreign

investment, particularly in the manufacturing sector. Private foreign
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investment could be intra-iSEAN investment. Among the ASEAN
countries, the degree of welcome afforded to foreign investment
differed according to the policies of individual ASEAN countries.
In the case of Singapore, which is the smallest country in ASEAN,
no restrictions in any major form were placed on attracting foreign
investment from any part of the world. In the case of Indonesia,
which has a very large domestic market, less emphasis was put on
attracting foreign investment. Specifically, the ASEAN Industrial
Joint Venture projects were & kind of scheme which would promote
intra~ASEAN investment.

The Philippine delegates attempted to explain the institutional
set-up of ASEAN to the participants from the AP, highlighting the
various permanent committees in the ASEAN Secretariat and the role
of ministers meetings. Ee emphas .zed that ASEAN did not have &
"super-JUNTA" like the one that the AP bad in Llima. The ASEAN
Secretariat is much simpler in. organization. Regional projects in
ASEAN often involved a long drawn-out process of negotiations before
final approval was granted. Accordingly, the ASEAN private sector
was sometimes very impatlent and critical of the slow progresc made
by the ASEAN governments towards regional cooperation. It‘ was also
emphasized by the ASEAX delegates that elthough there was & lot of
political good~will in ASEAN towards closer economic integratiou,
they did not forsee any cmergence of an ASEAN Parlisment, except in

the very long run. At the same {ime all the ASEAN governments are

clearly committed to work for a high level of cooperation.
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The AP participants showed keen interest in the "extra-regional"
cooperation of ASEAN, particularly ASEAN's various dialogues such
as ASEAN-USA dialogue, ASEAN-EEC, ASEAN-Japan, ASEAN-Australia,
ASEAN-New Zealand, and ASEAN-UNDP. These dialogues were held .
frequently vhenever common problems cropped up, e.g. the recent
ASEAN-USA dialogue was convened to discuss the US stock pile of tin.
The success in holding these dialogues bad clearly demonstrated the
advantage of regional cooperation in the sense of having formed a
common stand viz-a-viz other countries. The civil aviation dispute

hetwesn Singapore and Australian was quoted as an example to show
how a collective effort on the part of ASEAN had brought about a
solution favourable to both Singapore and ASEAN as a whole. It was
also noted that the high leverage ASEAN had in dealing with other
powers was in part due to the fact that ASEAN was one of the fastest
growing regions in the world and this increased the bargaining power
of ASEAN. In the political a.reﬁa., the posture of ASEAN was even

more conapicuous, aas manifeated in ASEAN's common stands on the

Kampuchean and Afghaniatan issues.

The ASEAN delegatea also focused ASEAN's progress in the less
formal areasg of integration such as tourism, cultural understanding
(e.g. the ASEAN film festival), information axchange, and aé Cae

In particular, Sadasivan brought ’out the elemsnt of flexibility
in the ASEAN system of cooperation which seemed to be lacking in the
integration process of the AP. Two or three member countries in
ASEAN conld work out achemes for industrial cooparation, even though

the formal cooperation machinery, such as getting tariff preferences
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approved, was often cumbersome and slow in its functioning. On the
other hand, there was no possibility of "non-compliance" in ASEAN
once the ASEAN ministers had decided on the matter, say, the level
of tariff reduction.

Rendon of Ecuador wanted to know if the formation of free trade
zones or the economic processing zones (EPZs) had affected ASEAN.
Sadasivan replied that there were many EPZs in the ASEAN region,
which fell under the responsibility of tbe individual ASEAN countries
and had not basically affected the ASEAN programmes of .cooperationm.
Singapore, with very little restrictlion on trade, is basically a

free trade area for the whole country.

The Treatment of Foreign Capital in AP

In response to a request by the ASEAN participants a presentation
was given by Dr. Antonio Kuljevan of the lLegal Department of JUNAC
on the subject of JUNAC Decision 24 regarding treatment of foreign
capital, and Decision 169 on the Multinaticnal Andean Company.

The Cartagena Agreement of concerning foreign investment is

of a very broad spectrum and it is bas+d on the concept of
policy bharmonization. It bas two fundamental principless

(a) recognition of the Andean Group'e neesd of foreign capital
and foreign technology in line of the priorities of the Group's
developzment; (b} creation of & stable regime which would give
security to foreign investor;:;bligations and rights. The
regime may not be modified by one or two countries, but only

by the a2greement of the Andean Commission.

All foreign investment must be subject to the authority of the
competent national organ. ?oreign invastment must be registered

(in convertible currency) in order for the investor to have
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rights: (a) to repatriate invested capital should the
investor sell nis 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)Ato repatriate 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 T§
in 1976 through Decision 103, bringing the percentage to 20
per cent and also giving the countries the capacity to
authorize an export of over 20 per cent whenever countries
considered it convenient, with the only obligation to
communicate it to the Commission. So far the Commission has
not received any such communication. There are, however,
several companies which are free from these limitations,
namely, companies which export more than 80 per cent of their

production to third countries.

Por the common regime there exist three kinds of companies

(a) foreign companies (those onea 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).
National capital is treated as . 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 tc either national or mixed). There is a
regime on the transformation of foreign companies covering

two cases: (a) those compenies already existing at the time
the regime becomes valid, and which are to be transformed only
i{ they want to enjoy the advantages of tbe liberalization
programme; (b; new companies which are all obliged to transform
within a given period of times 15 years for companies in

Colombia, Peru or Venezuela and 20 years for companies in
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Bolivia or Ecuador. These general rules have, however,
exceptions, namely, (a) basic products like eneryy and
nining; (b) pudblic services; (c) insurance and banking; and
(d) internal transport, internal marketing and the media.
But these companies cannot enjoy the benefits of the
liberalization programme.

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

In 1971 we also adopted a regime on the Multinational Andean
Company (Decision 46), which became valid until 1976 when the
countries finally complied with the requirements of their
national law system. So far no company bas been formed undar
Decision 46, mainly because one of the requisites is that

its social goal be based on Andean programming and also
because of the enormous bureaucracy involved. Therefore, we
tbought about creating a new regime, at which we arrived in
March 1982, with Decision 169, which does not, however,
supersede Decision 24. We may, therefore, guide ourselves

by the ccntents of either Decision 46 or 169. The site of a
newly crested Multinational Andean Company must be in one of
the Andean countries, and the intra—-Andean investment must

be at least 80 per cent, leaving a maximum of 20 per cent for
forelgn investment. There must be investors at least from

two member countries and the 80 per cent Andean investment
must be reflected in the company's management. By Decision 169
the Commission intends to intensify the capital circulation in

the Andean countries.

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 trans-
ferable shares are not allowed in these counirieas because of

Decision 24. This must be so in order to' be able to control
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the compliance of the common regime and of t-e requirements
of the Multinational Andean Company.

With the new company (under Decision 169) much of previous
bureaucracy is avoided and it is constituted by only submitting
the procedures to the national organ of the country vhere the
company will have its heedquarters. The company's administration
is legally unﬁer the jurisdiction of the country where its
beadquarters is located. To tnis Multinational Andean Company,
which is one of the five types of companies which so far may
exist witnin the jurisdiction of the Cartagena Agreement, is
given a special treatnent and its products also enjoy the
benefits of the Cartagena Agreement. It also gets a special
tax and credit treatment, similar to the treatment which
national companies in the saze 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,
it should be noted that the flexibility provided due to
Decision 169 will become effective whenever two ccuntries

have it integrated to their respective legal system and have

it deposited with the JUNTA's Secretariat. So far Decision 169
is legally effective in Bclivia and Peru.

Kuljevan's presentation prompted Sadasivaen to remark that the
attempts at regional intogration in the Andean Group seemed to bave
come from the top, whereas in ASEAN it was from the bottom. By
comparison, the degree of congensus in ASEAN often turnmed out to be
greater, simply because by the time a cooperation programme had
reachnrd the top everybody had agreed. Once ASEAN had made a decision,

albeit after a long process, everybody would compl with it as all
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the arruments had been heard at the lower level and disagreements
taken care of. |

Penaranda's comment sought to clarify the basic difference
between regional economic cooperation and integration. In retrospect,
the Cartagena Agreement had ambitiously sought to achieve an economic
integration process. 3But it was never meant for short ur even
medium term; and the objective was to be a long-term process in:t;ad.
The ultimate step towards full integration was clear in the Agreement.
At this stage, however, it was difficult for the AP to talk about
whether it was immersed in forming & free trade area or a customs
wzion or a comaon market because there were overlappings. The
Agreement was clear in respect of the steps and action countriee
mst follow and in the required harmonization of policies.

The sectorial programmes for industrial development in the AP
attracted keen interest from the ASEAN delegates, who were particularly
eager o learn how JUNAC initiﬁted and implemented the SIDP for the
autonctive and petrochemical inaustries. The industrial programming
wag the major form of industrial cooperation in the AP.

Penaraunda pointed out that, apart from the sectorial programme
for industrial development, the AP also operazted the industrial
rationalization programme. Besides, the Commission hed also decided
to create two additional tools for industrial programming: the
Inter-sectorial Progranmes and the Integral Developmant Projects.

Estrada stressed the difference between LAFTA and the AP in
terms ol ensuring an equitable distribution of integration benefits

especially for tne less developed member countries. Unlike LAFTA,
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the AP from the outset created a system which could beaefii the

less developed members. However, there was a difference between
allocating benefits to a country and whether that country had in
fact really stood to gain from the allocation. It would not te
enough just to design a project to benefit a country, but a lot

would depend on if the country was sufficiently developed to ;jenarate
the necessary abscrption capacity. The experience with Ecuador and
Bolivia had showed that they had not reached the required develoément
level that wculd enable rapid implementation of a wide variety of
regional projects specially designed to benefit them.

Tne aim of the AP, according to Zstrada, is now to create a
viable intermal industrial structure that would include not ji.=t
capital goods industries but also activities which would increase
and multiply the Subregion's overall industrial capacity. This new
approach would bring about a wide range of benefits while at the
game time make the best use of the natural resources of the Subreg’on,
and help to zenerate a technalogical capability which would produce
a genuine internal economic development with lesa dependence upon
foreign economies.

On the question of the industrial rationalization programme
raised by Ramm~Ericson, Penaranda pointed out that the Commission
only provided certain tocls and instruments for ctne individual AP
countries to identify and define tge gactors or industries for the
purpose of industrial rationalization. It was up to “he individual
govarnments and the private sector to work out the detailed

implementation. The willingness of the private sector to rationallize

-l
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was therefore crucial for success. Aninart added that the Cartagena
Agreement contained both mandatory and non-mandatory instruments;
but their operation often depended on the internal organization of
the member governments.

Thawatchai of Thailand touched on the level of private sector
participation in regional cnoperation. he noted that in ASEAN the
private sector was only involved in recent years as regional
cooperation gathered momentum, and its involvement was operated
through the various regional industry clubs as well as the ASEAN-CCI.

In the AP, as noted by Pernaranda, the private sector was also
getting more actively involved in regional integratior during the
past few years, as reflected in the formetion of the Andean
Corporation of Industrialists (Coandina), and a few contact groums
organized within the automotive industry after the start of the
sectorial programmes.

Montes of Colombia drew attention to the impact of external
econonic forces on the process of integration. The decisions to go
ahead with many industrial programmes, which appeared very rational
at the time of the oil boom, were ncw seriously affected by high
interest rates and the world recession as well as the mounting
indebtedness of some member countries. He predicted that it would
become increasingly more difficult to programme large-scale regicnal
industrial activities in view of the uncertein future. Focus should
be placed more on small-scale programmes involving a shorter time
horizon. DPenaranda added that the circumstances underlying the 1960s

and the 19708 had now changed, and that it might be more realistic
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for the AP to snift emphasis to agricultural development for the
198Cs.

Further, Penaranda drew out three areas for possible cooperaticn
between the AP and ASEAN in future. First, both groupe should-co-
ordinate positions and statements before international forums.
Second, both sides should try to expand commercial exchange. Third,
both should work out specific mechanisus for future cooperatiou such
as methodology, information exchange, etc. The AP had a great deal
of experience with its sectorial nrogramming and would be prepared
to transmit to ASEAN such experience through future meetings, seminars
and other means.

The proposals by Penaranda were generally endorsed by Sobrepena,

who also pointed out that Qith the exception of joint action in
international forums, which normally requires oificial "dialogues",
such as the ASEAN-UGA Dialogue, other areas of closer cooperation
between the two groupings would be of mutual interea.: to both. He
urged that the AP delegates should make a return visit to ASEAN.
The Ambazsador of the Phiiippines in Lima (where tﬁe AP Secretariat
is located) could be a contact person for ASEAN. It should also be
posaible for the Venezuelan Ambagsador in Jakarta (wbere the ASEAN
Secretariat is located) to act as a liaison officer for tha AP.

Sadasivan specifically expressed that the information on the
msthodologles or technijues in respect of industrial programming
from the AP should be of great interest to ASEAN. The methodology
employed by the AP in evaluating the effect on intra-AP trade by

liberalizatiou would also be very useful for ASEAN in assessing its
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own trade liuveralization prog—amme, Bo pcinted out by Ramm—Ericson.

The concluding seassion for the Conference was held in the
morning of 14 October 1982, ‘n which a brief summary report was
adopted.

In a concluding statement Mr. Sadasivan cn behalf of ASEAN
noted that the real objective of the ASEAN visit was to see
whether there was anything in the Andean Pact experience that
could be useful fur ASEAM. This objective the meeting has .
fulfiled, and we have alsoc learnt about your own Aifficulties
at integration. We have learnt some of the complex plars
which you had amend because they were very ambitious to

start with. We would try to avoid those mistakes in our

owvn efforts in ASEAN. ASEAN collectively is also very
interested in establishing long-term relationships with other
regional groupings. &s to what form this would take, I

think it may be a bit early for us to say ncw. But certainly
this was & 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 propoaal'that_you vigit us next time - next
year perhaps. 1 believe contacts of this type would result

in establishing between the Andemn Group and the ASEAN
countries some sort of long-term relationship. We are
particularly interested in technical co-operation, as was
menticned. At this point of time we do not know what areas
are suitable for technical co-operation, but we might have

2 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 tae JUNAC secretariat
for giving us this opportunity to ecee for ourselves and to
hear of your experiences and difficulties., We think this has
been specially useful, bvecause, 28 I mentioned yesterday, we
are also looking in ASEAN now at ways to intensify our ecaonomic
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co-operation efforts, and this particular meeting and the
viaits to the Andean Pact countries are really interesting
to us and useful to us. I would also take this opportunity
to thank again very much for the assistance of UMDP and
UNIDO.

After the Conference a study tour was organized for the ASEAN
delagates to visit the member countries of the AP. The tour was
sufficiently informative and useful for the ASEAN participants in
terms of enabling them to acquire some fundamental knowledge on the
Andean Group. It also provided further opportunity for the ASEAN
participant- to discuss and exchange views with the officials in the
respective AP countries directly engaged in the integraticn work,
as well as with the industrialists in these countries actively
involved in the various regiomal industrial programmes of the AP.
The discussions were without exception characterized by great
frankness and cpenness, with the ASIAN participants being provided
with the most valuable information over areas cf progress and of
difficulties. The ASEAN participants often reactezd by pointing out

parallel expariences in ASEAN. Hence a fruitful eichange of opinions

and experiences.
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CHAPTER 5: FPROSPECTIVE ANALYSIS

Obstacles to Regional Cocperation Efforts in the
Third World

The background review of the regional economic cooperation
efforts in ASEAN and the Andean Pact, and the discussions and
exchanges which took place at the ASEAN/Andean Pact Conference
on Regicnal Industrial Cooperation in Lima, have brought out the

progress so far achlieved respectively by ASEAN and the Andean
Pact as well as the major problems and otstacles each has

encountered. In an overall evaluation, it world seem that these

two regional groupings have created as many problems as they

have resolved. There is also an impression that what they have

failed to achieve tends to overshadow what they have already

achieved.

Tnig appears to be particularly the case for ASEAN, which
certainly has a long way to go before it can speak of itself as
an effective, integrated ecomomic grouping. ASEAN's achievements
in real regional economic cooperation to date have teen spotiy
and at best moderate. Its trade liberalization programmes,
lacking breadth and depth, are 8till fneffective in terms of
restructuring ASE@H‘E trede pattern towaris a greater regional

orientation. Years of hard negotiationr and haggling have only
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produced a low margin of tariff preferences for just over 8,600
commodity items and most of these items estill lack significant
trade contents. The volume of intra-regional trade created by.
the trade liberalization scheme still amounts to a tiny portion
of the total intra-regional trads. Progress in the field of
industrial cooperation is equally lackluatre. The AIP programne
has gimply failed to take off as a "package”, and only two of the
original five projects are nearing campletion. 48 for the AIC
scheme, much activity and consultation has taken place but none

of the programmes has mads a delivery yat.

The AP seems to fare better by comparisons as it can point

proudly to a number of areas or projects as evidence of concrete
achievements. But this should not obacure the fact that the
overall integration process of the AP, which started off with such
great promis. ., and good purpoéoa, has also been slowing down in
recent years, with same programmes baving loat thgir original
romentum. More and more,political and economic constraints have
surfaced as the AP integration proceeds. There are new political
problema associated with changas of governﬁanta in the member
countries, and there are structural rigidities in the economies
of soue member countries erising from the world recession. 4ill
these aew problems have presented a great challenge to AP's

integration efforts.




Since the AP and ASEAN have often been singled out as
successful regional integration/cooyeration experizents in the
Tnird World, their sluggish implementation of the various targets
has prompted many sceptical observers, particularly those ocutsids
the two regions, to expross seriocus misgivings as to whether
there is & real future for concrete cooperation efforts in the
developing countries, given tieir enormous political and economic
constraints. They tend to view regional groupings in the Third
World as mainly political arrangements, with the links amang.then
teing essentially one of convenlence. ASEAN is often cited as
the cases in point, as the political clout of ASEAN tends to
dwarf{ its efforte itowards economic cocperation. To these
observers, regional groupings in the Thaird World have only limited
potentials for real regional econmomi: integration. Is such a
pessimistic view warranted?

To begin with, it snould be pointed out tnat there are
consiaerable fallacies in assessing the success and fajlure of
regional cooperation efforts in the Tnird World on the basis of .
conveintional criteria as well as by comparing one rogional grouping
with another. Lack of conspicuous succeas so far in the various
ASZAN cooperation programmes or in some integration schemes of

the AP does not mean that they are not working or have aitogether
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failed to work. ¢+ is even more difficult to pass a proper

judgement on the present rate of progress towards economic
integration in either ASEAN or the AP without taking into account
tneir respective time frames. Both regions have categorically
stressed that aconomic ccopsraticn/integration is their long-
term goal, and fluctuations of events in the short run provide

a poor bagis for evaluating a long-term objective. Obviocusly,
bad the member goverrments been more willing to subordinate their
netional interestas to regional interests, ASEAN and the AP would
have advanced towarda real economic integration at a more
inpressive pace. But there were institutiomal constraints and
structural problems which cropped up as "exogenous shocks" to

the integration process, such that any fair assessment of the
individual programmes or policies should have taxen thess
extenuating circumstances into due conslderation.-

If one were to judge the achigvements of the two regions by
the eama criteria as would be used for the European Econoalic
Community (EZC), the two regions have achiaved preciously little
{n “erma of real progresa towards integration. But as pointed
out at the beginning of this Report, there is a fundamental

difference in the basis and rationale for regicnal cooperation/
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integration between the advanced countries and the developing
countriss. Sirictly speaking, it is even insppropriate t0 cacmpare
the ASEAN regional cooperatior efforts with these in the AP. A
proper analysis of the succesa and failure of any Toird World
integration echeme should be undertaken in the context of the
specific histOricalAcircunstanccs from whick such & scheme has
evolved, e.g. the geo-political forces that shaped it and the
many structural problems inherent in the economies covered by the

scheme.

Take the case vf ASEAN, which is probably one of the world's
most heterogenous regions by virtually all criteria. Ironically,
the harmony in ASEAN, however slight as it exists today, stands
in stark contrast to the disunity in the Indian subcontinent and
the disarray in China and Indochina, though countries in the

latter are supposed to share much greater cultural and historical

homogeneity! Regional economic cooperation in ASEAN may have

yet to produce signifi:ant benefits; but whatever it has achieved
is actually a significant landmark by itveelf if measured against
the possibility of non.-cocperation. Givean the fact that the
modern history of Southeast Asia 18 strewn with strifes and
conflicts, there might well have been considerable "nngat;ve
benafits” {rom non-cooperation had ASEAN never come into existence.
Viewed in such a broad context, the'ASEAN record is far from
diswal. Similarly, the Andean record is certainly not

unimpressive.




Third World couatries have never experienced smootk sailing
in their efforts towards regional econocmic cooperation. Foliowing
independence, mozt of them faced immense political yroblems with

their neighboura. Apart from thneir overall economic btackwardness,
the structure of their economies was anything but conducive to
regional integration effcrts: the econcmies were generally
oriented towards the industrially advanced countries and they

had a low level of complementarity with each other. This is
much eviden: in the low volume of intra~-regional trade (e.g.
3% for the AP). A long period of dependent development ras

therefore resulteil in th2se econcmies being closely integrated
with the advanced countries - nct necessarily their former
metropolitan courtries in the c¢olanial %times mut the advanced

capital economies in general. Successful regional economic

integration will involve first "disintegration" in 4‘he sense of
disengaging some eccnomic activities of the mem§er coantriea from
their traditional ties with the advanced countriea; end then
"reintegration" in the sense of redirecting economic activities
towvards the rmgional focus. It is therefnre exceedingly difficult
for the developinrg countries to achieve suhstantial breaktsrough
in regional economic integration in ¥he shert run without

extensive atructural change. The process demanda pajinful

adjustments on the part of the member countrisz and gives rise to




considerable internal and external imbalances for their economies
particulsrly for the less developed members.

Furthermore, economic integration may be a desirable long-
terz goal for & regicn a8 a whole, but it may not be immediately
crecisl for the individual countries or it may not turm out

inmediate bepefita iz a significant'uay, especially during ¢the
initial steges of integration activities. Thus integration
prozrazmes usually cannot clnim kigh priority from individusl
member ccuntries, which will coutinue to be preocoupied with

their own domestic economic anéd gocial problems. Take the case
of ASEAN again. With the excevtion of globably-oriented Singapore,

which is also economicelly the most advanced, the other ASEAN
countries are still saddled with such acute development problems

a8 poverty, unemployment and income inequaliiy. To cope with
these problems effectively, tﬁe individual ASEAN goverrments
cannot count on any external econcmic cooperation scheme at this
stege, but peed to devise more determined domestic policy
measures - €.g8., & BOYre lwaginative rural developmert prograume,
or a more brosd-based development policy aimed at greater '
employmeant gsneration. Within a specific member country, ths
benefits of econcaic integration (arising from the so-called
“trade-creation effect") are invariably concentrated in its urban
sector and are unlikely to trickle down to the millions of

peasantas in its rural hinterlands. To the extent that an integration
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progranxe could even adversely alter the relative econocmoc

position of different social groups in different sectors or
localities, it ia highly possible ﬁo produce undesirable
polarization effects which may well undermine the country's
development efforts in the short run. This explains why naticnal

govermments, vhich may support regional economic cooperation

in principle, are usually reluctant to commii an all-out effort
to the implementation of the regional integration p=ogrammes.
Apart from the above "macro" considerations, regional
integraticn activities at the sectorial or industry levels are
faced with different but no lesa difficult obstacles. Take
regional cooperation in the field of industrv, which can bde
regarded as the engine of economic integration. It is true that
regional economic cooperation could coniribute greatly to the
region's overall industrialization efforta. Bit the circumstances
from whiclk industrialization in each member countr& has evolved .
often bear little relaticnship to the conditions for regional
economic cooperation. Specifically, the approach to industrialization
in each member country haa §oen purely nationally, rather ghan
regionally, oriented, aven though th; bagic rationale behind the
drive to industrialize (e.g. to diversify their primary-exports

based economies) and the basic pattern of industrialization (e.g.




to follow import substitution strategy) in these countries are

tne same. Within sack member country industries have been met

up in locality, in ecale and in linkages that were calculated to
meet national demand, and national economic policies such as

tariff protection have been specially designed to nurture their
viability as national concerns. Tnus any regional industrial
programme would involve the difficult task of crossing the
formidable "national barriers" of the member countries. A regional
industrial programme might appear simple or moderale in design

at the regional level, but it could turn out to be a very camplex
undertaking as soon as it attempts to integrate intq the national
struct:re, because it would touch off chain-effect reactiona in
the national economy. 4 whole range of issues and problems

would often ensue: new infrastructural develorment, changes in
tariff and pricing policies, and problems associated with
empioyment, location, linkages and so on. In short, even a simple
"micro” integration project would entail wide-ranging macro-
economic issues at the national level., This explains why the many
AIP and AIC projects in ASEAN have met with delay in implementation

or even outright cancellation sven though some of these projects

have already got over the burdle at the regional level.

In view of the tremendous problems and obstacles inherent in

ol
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the regional econcamic integration schemes of the Third World,
it would be highly unrealistic to expsct quantum-jump resul is.
Simpilarly it would be unrealistic to pass hasty judgements on
the success or failurs of any programme, especially against the
criteria of Western neo-classical economic framework based cn
short-terz perspectives. First, regional integration endeavours
mugt be viewed as necessarily a long-term undertaking, and the
process nust be sufficiently long 8o as to allow national
economiss to make the crucial structural adjustments. Second,
any regicnal integration schema, to be effective, must not be

independent of the national develcpment olicies pursued by the

member countries. In the long run, contipued econcmic development

is the bert means for achieving the regional integration goals.
™ird, for smooth implementation, individual "micro” integration
programme muat be designed to fit into the macroeccnomic reality

of the member countries.

Both ASEAN and the AP have been in existence for over a
decade, and their past efforts towards regional economic
cooperation/integration bave ylelded considerable experiences
which will not only be ugeful for their future work programmes
but will also hold valuable lessons for similar efforts to Dbe
undertaken in other parts of the Third World. It is therefore
bigh time t< come to stocktaking and bring out the salient

features of the cooperation/integration activities of these two

reglons in 2 comparative perspective.

A I ST
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Cooperation vs Integration

As nas been brought out at the start of this Rejort, there

is & clear distinction between "regional economic integration® ; f
and "regional economic cooperation"™, even though the twoc terms

are often mixed up in common usage. The AP has officially

referred to all its regional activities as “"integration" whereas

in ASEAN the word "integration" has never been put on official
records and all regional activities are consciously referred to
a8 "cooperation", implying unambitious objectives. The use of

different terms by these two regions is not accidental but
deliberate. It is important to bear this in mind in making any

comparison of the events and developments between ASEAN and

the AP.
Right from the start, the AP was aimed at an ambitious

integration objective along the lines of an economic union. In

fact, the AP broke off from the LAFTA primarily because the
Andean countries were impatient over the lack of prosress in the
integration scheues under the LAFTA. To tnis end, the Cartagena
Agreement was designed to look beyond the mere establishment of
a {ree trad; zone a8 advocated by the Treaty of Montevideo for
LAFTA, and to proceed with a much more intensive integration
process for a more advanced form of regional set-up. Thus

vigorous tools for the fulfilment of the integration goal were
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devised by the Cartagena Agreement, attacking the problem of

integration from several angles. First, an aggressive trade

liberalization proxracme was spelled out with the objective of

- not just reducing existing tariff and non-tarif{f barriers among

iy the member countries but also setting up a Common Extermal Tariff

eventually. Second, there were the celebrated industrial

programmes to encure industrial complementation and to avoid
waateful duplication. The back-bone of the regional industrial
programmes is ;ontainad in the much~pubtlicized Sectorial P: >grammes
= for Industrial Developmen%, which is very much an innovation inr
o itself. The third major instrument was the Andean Investment

Corporation which is charged with the responsibility of studying
..... and identify;ng nev intagration projecta in the region as well

as channelling resources to these projects. There were also

other mechanigms for promoting integration asuch as harmonization

of economic and social policieé in the AP Subregion and the goal

of concerted agricultursl policias.

All these intagration instruments were supposed to operate
;; concomitantly. The objective was to promote regional iategration
in such a way that it would lead to barmonious and balanced
development for all the member ccuntr;es. Clearly the AP's
approach to regional integration is unique. Many a regicnal
grouping in the Third World has too often contained "tcothless"

integration mechanisms, not effective for the purpose of achieving
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real integration. Others have taken a piecemeal approach, which
is also not effective ‘n achieving an initial breakthrough or in
ensuring tbe subsequent smootb prosgress towards real integration.
In contrast, the AP follows a "big push" approach to integration
from the outset, attacking the problem from a broad front. The’
overall objectivss were made known in a clear-cut manner to all
the members, which would also pledge to work towards the common
goals.

Baving set out the ambitious integration targets, the
technocrats of the 4P proceeded to build up an elaborate
implementational machinery based in Lima. Thus the Cartagena
Agreenent is backed up by strong institutionsl and t;chnical
organs, ccmplete with technical and administrative staff, for the
irplementation of the integration agreements. The AP bhas even
set up a regional tribunal to settle diaputes, even though it
is not yet in official operation. The strong implementational
back-up services constitute another outstanding feature of the

4P,

It may be argued that the AP has several favourable pre-
conditions .or developing such a unique *integrated system" fer
regional integration, which are not easily preseat in other

regional groupings. To begin with, Latin America bhas inberited

a strong integration movement. The AP was particularly highly

T
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motivatad towards integrition when the Andean group decided to
go ahead with their own subregional arrangements for integration.
Many of the AP's work programmes and mechanisms were developed
in an effort to avoid the mistakes and shortcomings of the LAFTA,
and the experience of the LAFTA was very useful for the AP in
devising its separate approach to integration. Politically, some
AP countries have followed a somewhat "autaoritarian™ style of
goverrment, and as a group the AP countries are quite amenable to
a strong centralized approach to integration, or an integratiosn
scheme with a high interventionist tone. Socially and culturally,
the AP countries are quite homogen?us, making it easier for
individual governments to commit themselves to support such a
high-profiled integration scheme with lofty ideala. Even
geographically, the AP countries form a compact group, which also
facilitates physical integration. Few regional groupings in the
Third World are endowed with all these initial advantages.

Thig is certainly the case of ASEAN, which in many ways
stands {n sharp contrast to the pattern of integration taking
place in the AP. ASEAN has officially expressed no imiediate
desire for any far-flung integration objectives. iny regional

activity officially falls into the narrow confines of only

'regional economic cooperation', not "integration". Compared

with tuose in the iP, many ASEAN cooperation programmes are

certalily not sufficiently "piting", or effective enocugh in terms

of building up a sizeable regional component in the overall ASEAN

e ——
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economyr. Nor is theire any scophisticated structure in the

Secretariat of ASEAin, comparable %o that in the iP. The
implementational machinery of ASEAN is largely composed of & host
of ad hoc committees or working groups, with the final decision
making vested in the ministerial meetings held at only infrequent
intervals. In short, for the greater part of ASEAN's existence,
there was no formal charter; nor was there even s Secretariat,
wvhich came into being only after the Bali Summit im 1976.
Economic cooperation was oniy a small aspect of the broadly
defined “regional cooperation”, which was often only a rhetoric
on the part of the ASEAN Foreign Miuisters. It was also after
the Bali Summit that seriocus efforts were mounted to get away
from the "symbolic" cooperation. The progress towards subtstative
regional ecopomic cooperation since then is still slow. In
contrast to the "big push™ method adopted by the AP, the ASEAN's
approach is clearly pieceumeal,'folloving gradual steps. Much
energy in the ASEAN cooperation has been absorbed in building
up a consensus, and most cooperation programmes have tc go through
the long and tortuous course of negotiation before progress can
ineh forward.

It would seem best to characterize the pattern of ASEAN
economic cooperatiocn as a "laissez faire form of regional
cooperation”, which leaves member governmusnts a great deal of

leeway to adjust to the regional demand. It is naturally tempting

to jump to the conclusion that the powerfil approach tn integration
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by the AP is the mos: effective vhile the "tootnless™ ASEAN
sooperation schemes are ineffectual. While there may be some
elementas of truth in this, such a conclusion is also over—
simplified. For though the "“integratsd" approach of the AP
certainly represents a remarksble achievement, a "big push”

to regional cooperation/integration for developing countries with
unfavourable preconditions could well run the risk of over-
stretching the integration system or cutstripping the limits of

the political and economic realities existing in these countries.

An "optimal" system of cooperation for a region is one
which takea full account of the objective conditionms of the
region. It may be said that ASE4N bag from the start tailored
its cooperation programmes to suit its own needs and to fit its
own circumstances. ASEAN has therefore placed top prriority on
mirturing consensus rathex than embarking on unrsaliatic
objectives. ‘his process was considered indispensable for a
region with so much inhereni diversity anl hetercgeaeity. In
ASZAN, the political, socizl and cultural distance aﬁong the five
nmembars, thougt considerably marrowa2d over the years, remains
wide. The physic:l distance 18 also there: it still takes the
Philippine or Thul deisgates a good three hours of Jet flight
%0 reach the ASEAN headquarters in Jakarta! What i3 really
crucial for ASEAN economic cooperation is not the speed, but the

direction. It aeems clear that the process of regional economic

coaperation for ASEAN will be a long, drawn-out affair. There will

ol
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be no likcly sensational breakthrousgh. But neither will there

be & turning beck. Instead, the unmistakable trend of steady

and gradual movement towards a higher level of cooperation will
contimue. Such is the Southeast Asian way of regional integration,
perhaps the cnly way for the region, to achieve that goal. It .

is no sin for ASEAN economic cooperation to grow slowly and
staadily, provided it bhas not lost its direction.

The ASEAN approach to regional economic cooperation,
characterized by graduslism and the congsummate way of consensus
building, is also a valuable lesson for other Third World regional
cooperation endeavours. The ASEAN experience is particularly
instructive for countries lacking favoureble preconditiona for

regional economic cooperation.

Special Treatment of Less Developed Members

Any regional economi” cooperation scheme is apt to produce
a differential impact on ths member countries in respect cof their
foreigp trade, production structures, factor availability and
infrastructural needs. But the participants are sovereign
nations, with each naturally seeking the objective of maximizing
ita own national welfare as a startiné point. They will extend
genuine cocperation only 1f they can expect to reap what they

perceive to be an equitabie share of gains. Thus the problem

of uneven distribution of potential benefits and costs arising

——————




from a cooperation programme ia a real one.

The equity issue looms parti.ularly larger in the regional
economic cooperation schemes of the Third World, which are
usually constituted by member countries with a great disparity
in respect of stages of economic development and tha orientation
of their economies. Thus the member countries which are more
dynamic are likely to stand to gain more from the emerging
regional economy. S0 are those member countries which are more
outward-looking. It is therefore neceasary for a viable regional
economic cooperation scheme to givs special conaideration to
the relatively less developed merbers in the group in order to

reduce any glaringly unequal distribution of henefits and costs.

One outatanding feature of the AP is the ways it has
addressed the distributional issues. From the begimning, the AP
ccuntries stressed thet they could maintain their national
sovereignty only if they could preserve a definite equality
among themgselves. Such equality would bo realized qnly if
measurs3 were taken to counteract the "natural" tendency for
development to be ~soncentrated in the areas which are already
more developed than the rest of the region. EHeance the Cartagena
Agreement incorporated special treatrents for Bolivia and
Ecuador, the Subregion's lezst developed membera. Special
measures for these two countries were largely contained in trade
liberalization and the market reserve arrangements urder

induatrial programning.




. The special treatment for Bolivia and Ecuador has been
briefly dealt with in Chapter 3. Suffice it to repeat some
salient pointas bere. In the trade liberalization programme, it

is provided tbat Bolivia and Ecuador need not eliminste tariffs

and restrictions on products includet in the Common List for a
period of protection of 10 years. In the industrial programming,
""" foxr the industries and products selected by the Junta and the
Comnission for sectorizl development, substantial concessions will
be made to Bolivia and Scuador in regards to the designation of
..... plants, determinaticn of intra-iP tariff-cutiting rules and
comnon external tariffs. In addition to the privileged treatment
within the sectorial progrummes, the Cartagens igreement also
. contained arn imporiant provision for the automatic assignment
) of production to Bolivia and Ecuador.

How have Bolivia and Ecuador benefited from all the special
attention given to them? Although the Cartagena Agreement
recognized the danger arising from the uneven distribution of

e gains from integratien, it did not establish any desirel
B distribution pattern, partly because it would be difficult to
work out expliclt distributive norms. Conse¢quently, the main

thrusts of the AP integration process as contezined in the

establishment of & minimam common external tariff, the introduction

of trade liberalization and the allocation of industxries within

the Sectorizl Programmes of Industrial Development have been

largely the result of inter-govermmental bargaining rather than
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of conscious economic analysis. Yet these are activities which
will precisely determine the distribution of berefits among
members. As a result, the special programme for Bolivia end
Ecuzdor has fallen short of targets. ) !
In the ASEAN/AP Conference in Lima the delegates froa the
AP admitted that Bolivie and Ecuador have not devived as much
real benefits from all these special arrangements made for them
by ths AP as they should ox couid, basically because these two
scononies are still too backwvard to bapefit substantially from
the integratiocn rrocess. This socunds liks a vieclous circle.
To the exfent that Bolivia and Ecuador sre stil) not cufficiently
trade-oriented, ‘Ley atand to gain not much from the {rade
liveralization programme, despite concessions granted to theu.
Since their infrastructures are und;rdeveloped, the SIDP bas also
not been effective for them. This brings to the fore the very
important issue in the special treatment of less developed
member countriss in an integration scheme. It is not sufficient
to recognize tne importance of the distributive ﬁroblom in an
intugration process; nor is it sufficient just to incorporate
apecial treatment meagures in the integration acheme. Of greatsr
izportance, the special treatment mechanisn muat be realistically
designed in such a way as to match the capacity of *he less
developed member countries properly o¥ to snable thess countries
to abasorb the benefits from irtegration. It does seexm to be tha
cade that the integration projecta o. the AF have been ambitiously

aimsd at too high a level or have been biased too much towards
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large-scale activities, so that the small and backward economies
of Bolivia and Ecuador were not in a position to gain Jdirectly
from &ll thess integration arrangements. This is a useful lesson
for other Third Worlé regional groupings.

ASEAN has given no official provision for a special treatment
of any member country. But this does not follow that the izsue
of distributive gains is not important in the ASEAN context
of cooperation. Actuslly the problem is indisectly tackled under
the "consensus mechanism®. In reaching a consensus, no member
country could take undue advantage of others and no member
country needs to feel that it has been taken for a free ride.
Indeed, much of the delay in implementing the ASEAN cooperstion
projects has been due to the difficulty in fostering the required
consensus, and the failure to b:ild up the consensus has bsen
largely caused by the fears of the potential uneven distribution
of benefits and costs. This is particularly evident in the
negotiations over the AIP package and the trade liberalization
scheme., Negotiations over specific projects are usually
undertaken by the cautious bureaucrats, mostly technocratically
inclined but often too sensitive to the potentially adverse
redistributive effects on the.r own countries. The negotiators
would cocamit themselves tc projects only if they could perceive
prospective gains or expect the gains to be equitably distributed.

Hence the prolonged process of negotiation, with almost endless

rounds of meetings. In short, ASEAN has not left out the
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distributive issue but has instead handled i+ in a rather clumsy
manner. The AP's clear-cut approach should be instructive for
ASEAN.

As noted before, ASEAN as an econamic grouping is much
more diverse than the AP. But the economic asymmetry of ASEAN
stands in even sharper contrast %o that of the AP. In ASEAN,
as gshown in Table 1.1, the poorest member in terms of per-
capita income is Indonesia, which happens to be the largest
country; while the most advanced member, Singapore, is a very
soall city-state. In the AP, the more developed member countries
could afford to give special considerations tc the less
developed acnes, which happen to be relatively small and would
not impose an unacceptable cost on the more dsveloped countries.
Obviously, the same could not be operative in ASEAN, iu whi-b
the relatively more backward member is such an enormously largs
country. In ASEAN, at its present stage of development, no
anount of redistributive bias (which covld impose high sacrifices
on the part of the developed members) could be sufficient to
make a substantial difference in terms of upgrading the Indonesian
economy. It may be added that Indonesia's relatively weak
economic miscles in per—capita terms are {n part compengated for
by itas political pre-eminence. Indonesia is politically the
most powerful nation in Southeast Asia on account of its sheer

size, which naturally carries with it a strong political

bargaining power. Just witness the fact that the ASEAN headquarters
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is located in Jakarta, Indonesia. In a decision making process
based on coneensus, political influence is an important

factor,

Since the vilal distributive issue is incorporated in the
consensus process, the consensus mechanism warrants an additional
comment here. It has become clear that virtually all the ASEAN
cooperation projects have involved a lengthy process of
negotiation, which accounts for their low implementational rates
to date. The first major advantage for reaching a consensus is

that all the difficult issues have been sorted out beforehand
s0 that the subsequent smooth implementation can be assured once

the final approval is given. Further, the consensus process
ensures that no party needs to be “upéet" by the approved
arrangements and no party needs to make disproportionate
sacrifices, Hence an acceptable level of equity will prevail.
But the whole mechanism of reaching consensus is evidently very
cumbersome and rigid, It often turns out to be a political
exercise, involving a lot of balancing of pros and cons or
adjusting to reciprocal demands, so that the end result may be
far remov2d from the economist's ideal of equitable distribution
of benefits and costs. Further, a total comsensus is one which
will have to accommodate the demands of all parties, and this

often proves to be an extremely difficult business.
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In April 1980, Mr. Lee Kuan Yew of Singapore put forward
the principle of "Five-Minus-One"” as a "modified consensus”.
This new approach can be used to replace total consensus as the
basis for industrial cooperation. Thus, if four ASEAN members
have agreed and one did not object, this could be taken to be
an "ASEAN consensus™ for any regional programme. In practice, .
tais means that if Singapore could stay out of some regional
programmes, it would facilitats their implementation without
causing fear that the most advanced member would take too much
advantage out of the programmes. In short, the consensus mechanism
itself needs to incorporate more tlexibility.

Thig raises another important issue crucia) to the success
of regional economic cooperation. Member nations must approach
cooperation with flexibility and pragmatism, While it is
important for member countries not to leave out.the distributive
implications in any cooperation or integration proéramme, the
question of equity should not be interpreted in a narrow and
statiz framework like a zero-sum game, whereby one member's gain
is necessarily the other’s loss. It should be stressed tﬁat much
of the benefits and costs of a regio;al programme, such as the
creation of a new industry in a developing economy, is at best

difficult to detect or quantify, especially befora the industry
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is put into operation. All new investment projects involve
some elements of risk; their execution therefore requires an act

of faith. Economic analysis should serve ocnly as & rough guide=-

line, but decision makers must approach the cooperation problem
with an open mind., In the short run, regional cooperation
demands adjustments from member countries, and there could be
negative externalities arising from such an adjustment process.
Member countries must be prepared to trade off short-term costs
for long-term gains. In other words, beyond the cost-benefit |
exercise,vision is also required for implementing economic
cooperation programmes.

The distributive issue is central to the success of a
rezional scheme, but the problem should be tackled with greatest
pragoatism and {lexibility., In terms of long-run strategy for
regional cooperation or integration, too much focus on the

distributional aspects at the initial stage could well be a

mis-directed emphasis,

Industrial Programming

The AP has not only placed a strong emphasis orn industrial
cooperation ag the mainstay of its overall integration programme
but also devised a rather innovative technique for regional

industrial programming (or joint industrial programmes). The
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main thrust of the industrial programming lies in the much-
publicized Sectorial Programmes for Industrial Development (SPID),
which cover the Metal Fabricating Programme, the Petrochemical
Programme and the Automotive Industry Programme, with the last
in particular receiving wide attention.

It is easy to understand why the AP has paid so much attention
to the industrial programming. First, as emphasized belore,
for the developing countries to form a regional groupiag, the
potential gains from their trade liberalization are quite
negligible as they do not basically trade with each other. Gains
are thus expacted to come mainly from industrial integration
through greater investment, better utilization of productive
factors, ang larger external economies of production. Secondly,
some member countries were already thick in the import
substitution process while others were about to intensify this
kind of indusirial development strategy, resultiﬁg in the proliferation
of industries which were badly in need of rationalization through
some joint action or co~ordinated planning. At the same time,
the pattern of industrialization and the status of its progress
in the AP offered an exvallent opporfunity for initiating regional
industrial cooperation within the frameworl: of the SPID.

It has been suggested that the industrial programming as
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developed by the AP is essentially a form of extended import
substitution. Strictly speaxing, there is a very substantial
difference between the Andean industrial programming under the
SPIL and national import substitution industrislization so
characteristic of the individual Latin American economies. The
difference lies in the size of the market that each of these
options for industrialization has evisaged. Typically, national
import substitution is characterized by the establishment of too
many inefficient large-scale indugtries, heavily protected by
high tariffs. Their unit costs are excessively high, because
the actual scale of production falls short of the optimal scale
on account of the limited domestic market.

The Andean SPID is supposed to tackle directly the problem
of excess capacity. In principle, not only is the regicnal
market several times bigger than any individual national market,
but the individual SPID programmes do not allow more plants to
produce a commodity than will be efficient once the regional
market is fully developed. In other words, only efficien; firms
are allowed, and the gaps between optimal and actual scales of
operation in these firms will therefore be reduced.

Take the automotive programme. The AP represented a market

of 300,000 vehicles in 1980, which was expected to more than
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double by 1988. In order to make regional car production more

efficient, the respective SPID allews only one regicnal model
i of small cars (up to 1,050 cc), two models of smzll to medium

cars (1,050-1,500 ce), three models of medium to big cars

e (1,500-2,000 cc), and two mcdels of big cars (more than 2,000 cc). :

i This makes up a total ot eight models, allowing a reasonably

large market for each model. By the end of 192C, models had

bezn assigned to member countries, with several immediate

ke effects. Firgt, it led to consolidation and ractionalization

of the existing au*omotive industries in the member countries.

Second, in moving from national marke’s to the regional one,
;; _ the various automotive plants were expected to lower costs and

prices. Third, as a result of regional arrangements, the

""" automotive industries found it easier to enter into technical

and procuction agreements with some internationa) automotive

o companies on more attractive terms.

How relevant is the AP experience in industrial programming
to ASEAN or other regional groupings? With its own regional

cooperation programmes in the field of industry (the AIP and AIC)

progressing at a slow pace, ASEAN will obvicusly welcome the

experience of industrial programming of the AP. As with other

..... areas of integration in the AP, the great merit of its

industrial programming lies in the co-ordinated approach or the way




by which the AP technocrats have boldly and comprehensively

planned the joint industrial programmes for the key industries

in the Subregion. It is a vigorous way to regional industrial
cooperation. It is also a comprehensive approach., Apart from
the SPID for the new regiocnal industries, there are also measures
for ratiopnalizing the existing small and medium industries with
a view to dbring them eventually into the integrated regional
economy. In contrast, ASEAN's approach to regional industrial
cooperation as reflected in its existing AIP and AIC activities
has been too incoherent, based omn a great deal of ad hoc
piecemeal arrangements. The efforts were altogether hesitant,
lacking sufficient vigour. The ASEAN planners will'certainly
learn a lot from their counterparts in the AP, especially in
regards to the planning of a comprehensive regional programme
for industrial cooperation. The AP technocrats are known 1o

Lave employed sophisticated techniques such as computer modelling
for formulating their joint industrial programmes. Such
techniques are certainly transferable.

It should, however, be pointed out that while the AP
technocrats might have performed a superb task in formulating
many comprehensive joint industrial programmes for the SPID and
that they might have faced little difficulty in the selection

of sectors to be included for such programmes, the major stumbling
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block to the implementation came from the allocation of
industries for the operation of the SPID. The allocation
process, i.e. the assigning oi industries to specific member .
countries for the implementation of SPID, actually determines
the beriefits to be derived by the wember countries and thus
poses the greatest obstacle. Herein lies the moment of truth.
Por any integratisn attempt in the developing wecrld, the major
problem is not asscciated with the initial formulation of the
integration plans as such but comes from the allocation of new
industries to the individual member countries. The overall
industrial programming may by itself be a well-—conceived schene,
but it has to go through the political process of allocation,
usually done on the basis of negotiation among member countries.,
The problem is that there is no assurance as to whether the
resulted negotiated solutions ﬁre optimal in the sense that
industries are rationally allocated to minimize costs. More
often than not, the negotiation process is likely to be a
protracted one and its outcome highly coloured by political
considerations. In reality, there is no indication thavt the
allocation process itself in the AP is inherently superior to
the one in ASEAN, or vice versa, because it is basically a
political process reflecting the dominant poiitical characteristics

of the group. It may well be true that the process of consensus




building as developed by ASEAN has more merits in the ] .g run
than that followed by the AP!

Another cautionary note to be sounded about the Andean
practice of industrial programming is that the Andean approach
seems to be too much import substitution in orientation. As
it has been pointed out earlier, there is indeed considerable
difference between the Andean approach to industrial programming

and the conventional import substitution strategy. The AP has

taken steps to ensure the SPID industries are viable by themselves

within the enlarged regional market whereas the conventional
national import substitution industries are usually inefficient
due té excess capacity. While it is difficult to gegeralize,
if industries behind national tariff barriers are ineffjcient,
there is no reason to expect that industries behind regional
tariff barriers are any more different in the long rur onca the
extended regional market is exbausted., It seems clear that the
SPID industries are essentially inward-looking. The ultimate
test of efficiency for industries ia not the degres of their
reduction of costs and prices as a rapult of a larger regiénal
market but whether the industries can'stand up to internationai
coxpetition. in other words, the regional industries too will
have toc make the transitiion from import substitution to export

expangion.
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Import substitution has deeper roots in the Latin American
economies; Economies like those in .ASEAN which are more outward-
looking will have to look into ways and means whereby the
Andean industrial programming can be modified or restructured
in order to incorporate more dynamic elements of expori expansion.
In the long run, regional industrial cooperation should be more
than an extended phase of import substitution. After the
initial transition, regional industries should alsc look to the

dynamic world markets.

The Role of Foreign Invectment

Although regional economic cooperation/integration in the
Third Worid is manifestly an attempt towards a high degree of
"regional self reliance", no viable regional grouping in the
Third World has sncceeded in completely disengaging itself from
interaction with the world capitalist economic processes. Many
LDCs are small and open, and their economic dependence on the
industrial countries has been so deep-rooted that the foreign
influence on these economies are likely to étay dominant well
after the start of the integration process. In fact, it ié LOY®
realistic for these regional groupinéa to plan their ccoperation/
integration programmes to interact positively with the foreign
economic component by taking advantage of it than to plan for

a ~omplete regional autarky.

™
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Within the integration process, programmes such as trade
liperatization or ccordinated induztrial development can weaken
the positiocn of the member countries viz-a-viz the MNCs if the
irtegraiion acvivities are not accompanied Uy some regionally
agreed treatment of foreign investmen:. For now the gamut of
opticns open %o Fils s expanaed alung with integration, as
MNCs by investing in one mexter countries can have access o
the newly-opened regional market. Some MNCs may well be in a
position tc pick the couniry which offers the greatest privileger.
Hence the nee? for sz common policy towards foreign capital.

As already discussed irn Chapter III, the 4P from the outset
established s.rict but stable regulations governing foreign
capital. The original Decision 2* was intended to be a kind of
c~mmon investment code for the Subregion, which contains uniform
minimum restrictions to be applied by member governments to
foreign capital but leaving menber governmenis to legislate
stricter norms if deemed necessary. The key expression for the
AP's commor. apprcach to foreign investiment was "“stable and
predictable”. But it was at one time interpreted by some foreign
countries as "anti-foreign investmentf, because the primary
objective of Decision 24, at lean' for its first six years, was
to protect the incipient coﬁmon market from foreign (mostly

American) multinationals which might take undue advantage of the




enlarged regional market. Accoxdingly, two provisione were laid
down tc counter the potential threat from MNCs, First, new
foreign investment was to be excluded from certain basis
industries and those already es*ablished would have tn divest
themselves of up to 80% of their shares within 3 years. Secondly,
there was a "fade-out" formula for all old and new foreign
investors. Foreign enterprises aiready established in the
Subregion would have to work out a gradual divestment plan that
would give locals majority control (51%) of the total shares
within a period of 15 years., New foreign investiment was also
required to work out a similar fade-out schedule once prd&uction
started. Indeed, the AP had meted out a tough deal to foreign
investment, by the average standard of the Third World.

In actual implementation, however, the severity of the AP
common investment policy was much reduced, partly due to the
existence of loopholes, and partly because individual member
countries had the leeway to wurk out their own special deals with
particular MNCs to suit their own national interests. For
instance, foreign interests contfolling the vital, foreign-
exchange-earning extractivae secior have largely got away with a
ralatively liberal treatment. iha LP experience in dealing
with foreign capital Las therefore yieldei a valuable lesson in

that 1t would be highly unrealistic for Third World regional

-l .
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groupings, given their existing economic structures, to exclude
the foreign economic elements entirely from thelr mainstream
integration process. It is really a question of balance: how
much foreign economic interests - foreign capital plus foreign
technology « and what kind of foreign econcmic interests should
be utilized to accelerate the integration process. 4 carefully
plenned strategy for interacting positively with foreign economic
interests could work to the advantage of a regional grouping.

The ruvle of foreign investment is clearly viewed from a
different perspective in ASEAN, which appears to be gensrally
more outward-locking than the economies of the AP, BHere in
ASEAN, MNCs do not raise the same degree of emotions ﬁs they do
ir, other regions of the Third World, largely because the ASEAN
countries have been able to harness their external economic
forces, namely, foreign trade and foreign investment, for their
high economic growth, The sources of foreign investment in
ASEAN, unlike those of the AP, are also quite diversified. Apart
from U.S, foreign investment, the Japanese and EEC capital is

getting increasingly more prominent in the ASEAN countries.

. Foreign investment in ASEAN was origihally concentrated in

trading and the primary resources developrent; but in recent
years it has spread out to the manufacturing sector in reaponse

to the various incentive schemes offered by the individual ASEAN




229

countries. Above all, the performance records of foreign
investment>in the ASEAN economies do not subscribe to the
negative image as often conjured up by its critics. On the
whole, foreign capital has played a useful catalyst role in
ASEAN's industrialization progress. 1t has also contributed
significantly to ASEAN's manufactured exports, although its
performance in employment creation and technology tranafer is
generally less satisfactory. The fact that the ASEAN governments
still spars no efforts in putting up new forms of incentive
structures to attract more foreign capital can attest to the
continuing economic importance of foreign i..vesiment in the
ASEAN region.

If the foreign economic component has already carved out
an important existence in the ASEAN economies, it would be
economically unwise to plan tﬂe regional cooperation process to
bypass it. Thus, from the beginning, ASEAN has made no specific
attempt to exclude foreign participation from the many ASEAN
cooperation programmes. The first AIP package was originally
planned as an exclusively ASEAN concern. As the first AIP
package ran into a snag, the barriers against foreign slements
were broken; e.g. the Thai project does not rule out foreign
participation as a minor share-holder. In the AIC scheme,

the door for foreign participation has opened up further, as the
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private sector is supposed to play a domirant role in the AIC
scheme; but the private sector in ASEAN is known to have &
close linkage with foreign companies through various forms of
joint venture arrangements. The view that foreign investment
is not inimical to ASEAN's efforts towards regional cooperation
is in fact rapidiy gaining ground. If foreign capital has
already played an important role in the individual national
economies, there is no reason why it cannot similarly play a
positive role in the regional economy in future.

ASEAN economic cooperatior. has not yet advaiced to the stage
that it needs to set up elaborate regulations and rules for a
uniform treatment of foreign capital, though a kind'of ASEAN
code for MNCs is certainly a useful one. ASEAN will also find
it useful to employ the regional framework to promote foreign
investment in the region; but this ASEAN has not done. Whatever
move in this direction, ASEAN is likely to co-opt the foreign
economic elements to aid ite regional cooperation process rather
than to alienate them from the process. ASEAN's cpen-minded
approach to foreign investment is a lesson which could be
instructive for the AP as well as for other regional groupings

in the Third World,

|
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The Role of the Private Sector

Regional economic cooperation/integration can take place

under all economic systems. The formation of the EEC marked the

first attempt on the part of the advanced capitalist countries

to form an economic union. The CMEA (the Comecon countries),

on the other end of the spectrum, represents the efforts of the

for
= centrally-planned economies- / a socialist approach to economic

cooperation. While the EEC escunomies are based on the free

enterprise system with maximum participation of the private

sector, the socialis* economies virtually leave no role for the

private sector. Theoretically and practically, it seems easier

for the capitalist economies of the ExC to advarce towards
o economic integration than for the socialist economies. For the

capitalist economies, integration is basically a prccess of

"market integration™, which can be explained by the theory of

""" comparative advantage as a form of interrational division of
labour. In fact, Marx had analysed the general trends of {
internationalization under capitalism and under the phase of
"monopoly capitalism™; but he had never providad a geaeral theory
for economic integration among the socialist economies, In

addition, the practical problems surrounding a higher degres of

economic integration among the socialisgt countries are also much

more formidable, The very idea of introducing joint planning

]
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e from one centre or extending the centralized planning system

to an international scale would meet with objections from

socialist economists for its obvious impracticality. The socialist

economies are also faced wiii: the problem of lack of multilateralism,

as they are used to dealing with each other on a bilateral basis.
. The many inherent drawbacks have indeed presented the socialist
countries of the CHEA a lot of problems in their efforts to

. .. .1
move towards a more intense form of economic integration.

Tre upshot has raised one crucial point. Countries with

a2 centralized system of economic decision making may find it

easier to enter into partial cooperative programmes such as

technological and scientific cooperation or even tr;de liberalization,
;; which require heavy government intervention. On the other hand,

these countries will find it very difficult to go into full-scale

economic integration, because joint cernral planning on a

i regional basis will enormously increase, not reduce, the complexity

of national central planning, with the costs of synchronization

and coordination simply outweighing the likely benefits to be

v derived from such an economic union. The experience of socialist

oo 1. For a more detailed discussion of problems of economic

. integration in the socialist countries, see Mihaly Simai
and Katalin Garam (ed.), Economic Integration: Concepts,
Theories and Problens, a selection of papers contributed
to the Fourth wWorld Congress of Economists, held in
Budapest, August 1974;n?§udayest, Akademiai Kiado, 1977).
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economic integration serves to highlight the advantages as
véll as the limitations of a strong, interventionist type of
economic integration.

The discussion and exchange at the ASEAN/AP Conference
clearly brought out the basic difference between the AP's
approach to integration and the ASEAN way towards regional
cooperation. The whole process of AP integration was marked by
intense bureaucratic (or technocratic) designs, which were
implemented with a strong central @irection. On the other hand,
ASEAN had largely followed a more laigsez~faire, open-ended
approach to regional eccnomic cooperation, often characterized
by lack of decisiveness in its cooperation programmes. While
there are considerable merits to the AP's approach, which have
been discussed earlier, the adyantages, when viewed from the
perspective of a different regional grouping based on different
political and economic orientations, may prove £o be dis-
advantages. The highly structured integration programme of the
AP could be regarded as one which tends to be rigid and inflexible,
invelving too much bureaucratic cuntrol and intervention. Such
a manner of integration could pose many real prroblems to the
economies operating primarily on the free enterprise system.

The issue here ravolves around the relative role assigned to the

private sector.
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By comparison, the ASEAN economies are more oricnted towards
the market system than are those in the AP. In ASEAN, the
private sector (both foreign and local) nas played a more
significant role in the region's economic growth. It does not
follow that the governments of ASEAN are not active or do not
intervene in their respective economies. Indeed, in some ASEAN
countries, one finds a strong public sector in the economy -
though in many cases the perfcrmance records of the public
enterprises are often far from satisfactory. The point is that
the private sector has not been crowded out and there is
sufficient market incentive for it to thrive and expand,
particularly in the manufacturing sector. If the private enterprises
are already deep-seated in the ASEAN economies, political and
economic realism will naturally dictate that they be given a
proper role in the regional economic cooperation process.

The failure for the first AIP package to take off generated
a criticiem against the way in which the ASE&N national bureaucrats
handled its implementation. It was pointed out that had the
private sector been given a greater role in the AIP, its
progress could have been faster. Subsequently, in the AIC scheme,
the important role of the private se;tor was properly recognized.
In all the AIC activities, the ASEAN-CCI is to act es the official
spokesman for the private sector, Thus the private enterprisesa

from varioua sectors are drawn into the regional cooperation
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process through their regional industrial clubs (RICs).
Specificaliy, the ASEAN Industrial Joint Ventures (AIJVs) were
created for the private sector and by the private sector. Instead
of the top—down process as in the AIP, cooperation initiative

can now start from the bottom.

The private sector can no doubt make a substantial
contribution to rggional economic cooperation/integration efforts
by complementing the role played by the public sector. In
ASEAN, the private sector often operates its own network of
business contacts, which can thus offer a convenient avenue to
promote regional cooperation. More pragmatic and with a keen
sense of economic viability, the private sector can bring a
bugsiness-like approach to bear on the problems of cocperation,
quite different from the bureaucratic style followed by most
government officials.

Increasingly the ASEAN governments have come to recognize
the vital role played by the private sector in ASEAN economic
cooperation. Greater participation by the private sector is
expected to inject more flexibility into the ASEAN system of
economic cooperation and increase its momentum., The ASEAN
experience of generating active invoivement of the private sector
in regional economic cooperation deserves close attention from

other regional groupings.
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Extra-Regioral Cooperation

Regional economic cooperation is made up of two interrelated
components, intra-regional and extra-regicnal cooperation.
Intra-regional cooperation refers to various programmes which will
increase the level of internmal economic integration of the
region and usually forms the main agenda of regional activities.
But the group is bound to interact with outecide countri:s, and
the leverage yielded to the group viz-a-viz the outside countries
through its collective sction can be termed "extra-regional
cooperation”. In the world of growing economic interdependence,
the gains derived from the group's external relations are no
less important. In fact, the pursuit of external political and
economic objectives has increasingly become the main impetus
for Tnird World countries to form regional groupings. It may
well be the case tnat scme regional groupings can reap higher
rewards from their external operations than from their existing
internal cooperation prograhmes.

At the ASEAN/AP Conference, the AP delegates seemed quite
impressed by ASEAN's progress in its extra-regional cooperition.
Whatever the issues that might have divided the ASEAN countries,
the region appeared to be united in a commonality of interests

in itg relationships with countriea outside the region, especially

its political relationsbips with Communist countries in Indochina
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and ite economic relationships with the industrially advanced
countriee. -Politically, ASEAN has taken a common stand on the
Kampuchea issue and also on afghanistan. But there are many more
long-term political and economic fallouts from ASEAN's relationships
with the industrial powers through various “"dialogues”, e.g. the
ASEAN-Japan Dialogue, ASEAN-EEC and ASEAN-USA, among others.
These dialogues offer an effective means for ASEAN to maintain
close relations with the individual or groups of industrial
countries and to exchange views on issues of mutual interests,
both political and economic. More significantly, the dialogues
provide a formal mechanism by which ASEAN could exert collective
pressures on the induetrial countries for more concessions or to
listen %o ASEAN's common grievances on a wide range of vital
isgues such as primary commodities, protectionism and the MFA.

It was because ASEAN could negotiate as a group that each of the
five countries was able to get better benefits tﬁan-if they had
negotiated individually. Besides, ASEAN algo took a unified
stand in various intermational forums organized by the UN bodies
and other international organizations such as the OECD, World
Bank, the IMF, and the Non-Alignment rvement. Over the years

ASEAN's effectiveness has immensely increased due to ita level-

headed approach to international problems and ita generally balanced
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stand on contruversial issues, e.g. ASEAN represented a moderate
voice in the Group of 77. Consequently, ASEAN's impact as a2
important emerging political and economic force is steadily gaining
international recognition.

It is easy to understand why ASEAN has achieved such
impressive performance in the area of extra-regicnal cooperation.

The AP might have indeed made more substantive progress in

economic integration, but ASEAN has apparently wielded greater
political influence in the world arena than the AP, Ever since
the Bali Sumait in 1976, ASEAN bas consistently msintained a
high political profile. ASEAN's high posture is in part a
----- reflection of its relatively high bargaining power in political
and economic terms. ASEAN's political importance is not just
linked to its geo-political importance but is also astutely
exploited by ASEAN in the midst of super-power rivalry over tie
AAAAA region. ASEAN's own effectiveness is further increased by its
non-ideological and ﬂeutral approach to foreign relations viz-a-viz
different power groups. It ahould be rewmembered that the formation
""" of ASEAN originally stemmed from the movement to eatabliaﬁ &
zone of peace and nsutrality for Sou¥heast Agia.

Likewize, ASELN's economic influence, both actual and

potential, is also strongly grounded on real factors. ASEAN's

-l .
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relatively_strong economic muscles (at least in the Third World
context) were developed as a result of sustaining a long period
of high economic growth and are supported by a vich natural
resources base. As already noted in Chapter I, ASEAN ie one of
the world's fastest growing regions and 1as endowed with a
significant range of both renewable and non-renewadle resources.
Of even more importance is *the outward-looking eccnomic policy
generally pursued by the ASEAN goverrments. To explioit ita basis
economic advantages, ASEAN has maintained close linkages with the
economies of the advanced countries. It i& true that such
linkages have led to high dependence on the industrial countries.
However, ASEAN is not really over-dependent sa any single ¢ Y,
ag the Latin American countries have been over-dependent on the
United States. ASEAN's diversified dependence creates a leeway
for it to take advantage of economic linkages with the advanced
countries.

It thus becomes clear that ASEAN's strong performance in its
extra~regional cooperation is rooted in some special economic
and political circumstances peculiar to the ACEAN region. Some
have pointed cut that ASEAN's achievements in external relatiorns
have by far overshadowed its internal progress in economic

cooperation, leaving one with the impresaion that ASEAN is more a

|
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political pressure group tban a serious body for regional economig
cooperation. This observation appears to be oversimplified.
It may be true that it is much essier for a regional grouping
like ASEAN to maxe progress in exira-regional cooperation because
for many issues the ASEAN countriee can find common grounds to
work for their common interests and comwon needs. Thus there is
no reason why ASEAN should not make use of its inherent advantages
10 obtain more leverags ir its external relatione with others.
Ou the other hand, intra-regional cocperation is mich more
difficuit, as it often entails the uneven disiribution of costs
and benefits at the initisl stages and demands adjusfments from
individual member countries. Hence the progress in internal
cooperation is bound to be slower, A* the same time, it should
be stressed that ASEAN has not reduced efforts st promoting intra-
regional economiz cooperation.

while it is high time for the AP to loock a bit more outward
and step up its extra-regional cooperation, it iz sliso imperative
for ASEAN to take measures for a more vigorous inira-regional
economic cooperation. Xn the long run, there should lLe 8 proper
balance between extra-regicnal cooperation and intra-reglomal
cooperation. For ASEAN, it is necessary to incresse its intsrnal

cohesiveness or otherwise it dces not have the cresditebility
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requizad to sustain its progress in extra-regional cocoperation.

The ASEAN experience in extra-reglonal ccoperation has

cleaxly demonsirated that regional economic cooperation/integration

in the Third World should not be inward-looking in nature. 4
regional grouping should also be inclined to icteract with
countries ocutside the group and be ready te maximize whatever
leverages and external opportunities arising from the formatiom

of the regional grvup.

Other lssues

Apart from the above dominant considerations, there are a
few more issues which arise from the comparative analysis of the
cooperation/integraticn experience of ASEAN and the 4P. Ome
crucial area which {8 of potential significance but has yet to
produce practical resulta is tbe harmonization policy.

wWhenever a greup of countries move together towards seriocus
eccnomic integration in a progressive mamnner, a common framework
will develop, providing member countries a tase to interact for
the pursuit of gcme common objectives. But the framework will
inexorably becom: tightex along with a more intenae integration.
Withia the framework each member country must adjust ita policies

to accormodate othsxr membera. Such a proceas of intcraction for

the achievement of gome common goala ia, by way of a aimple
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definition, narmonization of policies. Harmonization is not
sougnt for its own sake, but mainly for its contribution to a
more efficient use of potential benefites from the integratian.
Tous the nlitimate objective of harmonization is to tring as much
pational economic activitiy as pecasible intc the newly created
regional economy and to enable member countries to derive
equitable grins from the integration process.

A wide variety of public policies, tools and institutions
are amenable to policy harmonization, depending on the extent
and objectives of integration. The design of an effective
harmonization programme requires a proper balance of technical
sophistication and political realism with due sensitivity for the
national authority in respect of its autonomy of decision over
certain aspecis of the regicnal projsct.

I: the AP, tne individual integr;tion programaes carry their
owa insiruments for policy harmonization. PFor instance, the-
SPID for the Automotive Industr;z;ccompanied by specific measur=s
for harnonizing tax legislation and exchengs 1ate policy with
respect to vehicles. Apart from the specific measures, the process
of harmonization at the "macro level”'is also impertsnt. It alms
at bringing a regional perspective into the policies of the

member countries in regard to their industrial planning, cnetary

and fiscal policies, social and physical infrastructure development.
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Greater harmonization in all these areaa will provide a more
conducive environment for the implementation of the various
integration projects and hence ultimately pave the way for more
integration.

The Andean Group nag nc doubt made a greater ef{fort towards
hermonization of economic and social policies for regional
integration. But the AP experience serves to show that broadly
speaking, the process of harmonization is subject to the same set
of forces which has constrained the progress of its specific
integration programmes. Thus the overall policy harmonization
hes progreased no further than what is politically and economically
feasible for the AP at the present stege.

Apart from harmonization the AP has achieved good progress
in technological cooperation. Tue various regionzl technological
centres and their research programmes, dirscted to sclve problems
commoid to the region, appear to have impressed ihe'ASEAN delegates.
Tnere are certainly great potentials for developing more techmological
cooperaiion ia ASEAN, wnich has not had much of a start. Besildes,
the AP'3 plans for physical integration are also impresaiie, though
ASEAN is lixely to face mcre cbatacles in this area due to its
special geographical problexa. on the ASEAN aide, regional

tourism has grown rapidly over the past fow years, and the ASEAN

exverience in developing tourism saoculd ta useful for the AP.

ol
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As ASEAN and the AP bave followed different patterns and
developed different modes of regional cooperation/integration,
what they have achieved or failed to achieve will be hignly
instructive for each other in their future regional endeavours.
Any systematic synthesis of their success and failure will in
turn provide an extremely valuable lesson for regional economic
cooperatinn/integration efforts in other parts of the developing
world.

The current international economic situation has presented
a great challenge to all regional economic ccoperation/integration
efforts the world over. If the challenge has spurred the zember
countries of the ASEAN and the AP to make the necess;ry adjustments
and to strengthen their existing regional programmes, then the

two regions will survive the difficult period and emerge as even

more viable groupings.
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ﬁ CHAPTER 6: PRCPOSALS FOR ACTION AND FURTHER STUDIES

L Suggestions for Immediate Action .

: . /

1. The first round of the exchange between ASEAN and the AP
= should be completed as soon as possible by taking measures to

= expedite the return visit to ASEAN by the Andean representatives..

The ASEAN delegates at the ASEAN/AP Conference expressed

i that their visit t{o the AP had bteen a valuable experience for

them. The prospective return visit to ASEAN will hold great

promise for an equally useful experience for the AP representatives,
o apart from providing another opportunity for both sides to

continue their exchanges and discussions.

2. After the return visit to ASEAN by the AP representatives,
efforts should be mounted to bring other important groups of
= people from the two regions into contact and exchange through

conferences, seminar . other formats. These are the people

from the private sector, the academic circle, and the mass media.
.... Contact among the businessmen and industrialists from the two

region could strengthen economic relations between thé two

regions, while contact among academics and journalists could

help publicizing and articulating the issues of cooperation

between the two regions.




e

3, At the ASEAN/AP Corference, both sides indicated a strong
desire to continue to stay in contact and were keen to explore
avenues for formalizing or institutionaling such contact.

Before a formal mechanism of communication beiwen the two groups
is established, at the initial phase outside initiative,
particularly in the form of financial support, is needed to keep
the flow of exchanges continuing.

4. The ASEAN/AP Conference in Lima has clearly shown tba;
regional groupings in the Third World are apt to follow a
different modality, rather than a uniform pattern, in their
regional economic cooperation/integration, and that there is
much that regional groupings can learn from each other's
experience, particularly in respect of the techniques or
methodologies of regional cooperation/integration. Participants
of the Conference also felt a strong need for more information
exchange concerning regional economic cooperation/integration
efforts in the Third World., Perhaps UNIDO or other international
organizationc might seriously consider the possibility of
establishing a centre for regionai economic cooperation studies,
vhich also functions as a kind of information clearing house for
all regional economic cooperation/integration endeavours in

the Third World. The Third World might be strewn with the
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wreckage of setbacks and even failuresin regional econoaic
coopefation/integration attempts, but regionalism continues to
hold a strong appeal to developing countries. Such an
international set-up will therefore perform a great service to
regional economic cooperation efforts in the Third World in
terms of synthesizing useful experience and affecting its

transfer.

Suggestions for Further Rrsearch

A. Macrc-Perspective Studies

5. The pattern of regional economic cooperation/integration
for a region is normally shaped by its historical forces as
well as the political and economic structure of its constituent
members. Hence the intrinsic difference between ASEAN and thg
AP in their modalities adopted. On thc other hand, they must
also ghare some common geals, employ some similar tools, and
face some similar constraints. There is therefore a need to
analyse their structural similarities as well as differences.

In Chapter 5 of this Report, a serious attempt has been
made to bring out some salient structural differences and

similarities in the approach to regional economic cooperation/

integration by ASEAN and the AP. It is proposed that a more
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formal in-depth research be followed up. This study will make

a comparative analysis, in a much more comprehensive and
gystematic manner, of the overall framework and mechanisms of
regional economi¢ cooperation/integration undertaken in ASEAN
and the AP, witn two major objectives: (1) To sift and ana.yse
the aspects of the ASEAN and AP experiences in regional economic’
cooperation/integration for their operational relevance and
applicability to each other; and (2) To construct a "synthetic
model" of regional economic cooperation/integration based on

the combined experiences of ASEAN and the AP, with relevance

and applicability to other regional groupings in mind.

6. The current international economic situation is not
conducive to the growth and expansion of regional economic
cooperation/integration. To cope with economic crises, both
developed and developing countries are making economic adjustments,
which will further strain many regional groupings. But the
eccnomic crises will also presen£ regional groupings with an
opportunity to strengthen their existing prograimes and framework.
It is proposed that & research is grganized to study how the
member countries of ASEAN and the AP respond to the current
international economic :rises and what implications for their

future cooperation/integration activities are likely to follow.
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B, Specific Research Programmes

7. Chapter 5 has already highlighted in broad terms how ASEAN

and the AP might learn from each other in regional economic

cooperation/integration. A detziled follow-up study on some

major topics should be undertaken.

8., For ASEAN, it will be useful to organize a team of

competent ASEAN researchers to undertake in-depth study cf the

following major integration programmes of the AP with a view

to (1) evaluating their relevance for ASEAN and (2) suggesting

concrete measures for their possible application to ASEAN:

(a) The overall integration strategy of the AP,

(b)

(e)

(d)

together with its implementational framework developed
by the AP over theiyears.

The industrial programming in AP, particularly the
Sectorial Programme for Industrial Devélopment (spID),
with special emphasis on the techniques in the
formulation of the various SPID.

The special treatment of the less developed mémbers,
with special emphasis on’its rationale, its mechanism
and its redistributive impact.

The AP's experience in technological cooperation.

The AP's programme for agricultural cooperation.
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= 9. In return, the AP experts will find jt profitable to

look into detail the following aspects of ASEAN economic

cooperation:

(a) The process and pattern of consensus building in

- ASEAN; including its political style of negotiation.

- (b) The mechanism of extra-regional cooperation in

ASEAN,

B - (c) The role of foreign investment in ASEAN economic

coope~ation.

g (d) The role of the private sector in ASEAN economic

cooperation,

. (e} Financial cooperation in ASEAN.

10. In addition, there is a range of diverse resear~h topics

which could yield high dividends to both ASEAN and the AP,

and which could be undertaken jointly by researchers from both

regions:

""" (a) Regional cooperation in agro-industries.

i (b) Regional cooperation in resource~based industries.

(r) Regional cooperation in the promotion of meznufactured
... exports.
(d) Regional cooperation in the service sector.

(e) Regional cooperation in the development of tourism.
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ANNEX 1
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ANDEAN GROUP
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In the study tour the ASEAN perticipants also included, from
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ANNEX, 2

PROVISIQAL AGERDA

Monday 11 Octobder
Morning session 9.00 a.m.

l. Opening of the confereace, by the Cartagens Agreement Board.
2. PRrief introduction on the purpose of the conference, by UNIDO.

3, Long term goals of the Cartagenc Agreement, by the Cartagena
Agreement Board.

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

Afternoon session 3.00 p.m.

l. Issues of econocimic poiicy in the Andean Grcup, by the
Cartagena Agreeament Board.

2. 'Te Joint Industrial Programming of the Andean Group:
conceptual frame, implementation and perspectives, by the
Cartagena Agreemsnt Board. This theme includles, in
addition to otber issues, the Sectorial Programmes of
Industrial Development and the Rationalization Programmes.

Tuesday 12 Octobar

Morning session 9, 00 a.m.

l. Long term goals of the economic cooperation of the ASEAN,

2. Promotion of industrialization through ASEAN cooperstion
mechanisms.

Afternoon session 3.00 p.m.

l. Exchange of experiences and comzents on industrial
development issues.

- Pactors leading successfully to implementation of programmes,
agreenents and projects;

- Problems and diificulties encountered in such implementation.

- Alternative solutions to the common or similar problems
related the two groups of integrationm.
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Thursda October

Morning session 8.30 a.m.

Concluding session of the Conference with adoption of a brief

report.







