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Preface 

The Regional and Country Studies Branch of UNIDO's Division for 

Inciastrial Studies is in its research programme carrying analyses of issues 

pertaining to the enhancement of industrial co-operation between developing 

countries in various regions and subregions. In this context, a partic~lar 

programme was initiated to analyze the experience, current approaches and 

prospects relating to industrial co-operation in the Andean Group and ASEAN. 

A series of studies has been carried out covering various relevant 

aspects such oF industrial cOUlplementation, joint ventures, industrial 

- · · d ind ial , · · 1 I I · f ili di tinancing an ustr pc,._1cies.-- n orcter to ac tate a rect 

exchange of experien .... e a .1d a joint review of key issues in industrial co

operation, a conference was organized with officials of the Andean Group 

and ASEAN in 1982, followed by a study tour by the ASEAN participants to 

the capitals of the five AndP.an Group c~untries.~/ 

The major f ~ndings of the series of studies and of the conference and 

5tudy tour have been consolidated into the present paper, which also 

contains proposals for action. It is felt that the information on the 

experience and outlook of the Andean GI up and ASEAN would be an important 

basis for continued industrial co-operation in these two regional schemes 

as well as fvr conceiving co-operation mechanis~s in other developing 

country groupings. 

The paper has been prepared by ~r. John Wong. National University 

of Singapore, as UNIDO consultant, in co-operation with the staff of the 

R~gional and Country Studies Branch. 

1/ The list of these studies is contained in Annex 1. 

~/ The conference was held at the Secretariat of the Andean PaLt (JUNAC) in 
Lima from 11 to 14 October 1982. The conference and study tour were 
organized by the Regional and Country StudiP.s Brand. in co-operation with 
JUNAC and the Andean Pact countries concerned, aud on the ASEAN side 
with the Committee on Industry, Minerals and Energy (COIME). It was 
fil.anced under the UNDP Inter-countries Programme for Asia and the Pa~ific. 
(See "Report on the ASEAN/Andean Pact Conference and Study Tour on 
Regional Industrial Co-operation, 11-13 October 1982, UNIOO/IS/R.9.) 
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Chapter I 

INTRODUCTION 

(a) Regional economic co-operation/integration 

Regional economic co-operation -r regional economic integration -
1/ with the two terms of ten used interchangeably though imprecisely- -

has by now become widely accepted as an important instrument and 

potentially an effective means for facilitating development in a group 

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

1960s when regionalism started to develop first in Latin America and later 

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

subject lay primarily in its theoretical interpretation wi~hin Lhe mcin· 

stream analytical framework. It was believed that the traditional 

international trade theory could yield concepts or produce variants whic~ 

would be adequate for explaining the process of regional economic co

operation/integration. Thus the problem was often analysed on the basis 

of the theory of custotDL" union if welfare loases from the trade diversion 

effec~ could be offset by the welfare gains from the trade creation 

effect arising from integration. It was later conceded thJt, for develop

ing countries, the basic economic rationale for co-operation/integration 

might not be found in the static, efficiency critera of resource and pro

duction reallocation effects as provided in the theory of customs union, 

but rather, in terms of "dynamic" considerations associated with the growth 

and development potentials for the countries involved in integration. 

Integration often iefers to the nore positive and specific process of 
ecouorrl.c co-operation. Accordi~0 to Bela Balassa, co-operation 
includes various measures designed to harmonize economic policies and 
to lessen discrimination, whereas the process of economic integration 
c11mprises those meas11rel~ dPsigned to suppress or remove discrimina
tion. For exam~le, an international agreement on trade belongs to the 
broad area of economic co-operation, but the abolition of trade restri
ctions is an act of economic integration. ("The Theory of Economic 
Integration" in Miguel S. Wionczek, ed., Latin American Economic Inte
gration: Experiences and Prospects, New York: Praeger Publishers, 1966.) 
In this re.port, "regional co-operation" is us£d for activities in ASEAN 
while "regional integration" ref ero to the rebional activities under
taken in the Andean Pact group. In fact, ASEAN has never officially 
used the term "integration", which is in o::ficial use in the Andean 
Pact. 
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In the 1970s the world was struck by a series of economic crises 

touched off by the first oil price adjustments, which hit n.ony developing 

countries very hard. In retrospect, the turbulent world economy of the 

1970s actually prl.·vided a great spur to regional economic co-operJtion 

Lfforts in the Third World. Although the global economic crises of the 

1970:.. had clearly demonstrated the fact that national economies were 

actually more cl-,sely interdependent than previously thought, at the same 

time, developing countries (being mostly small- to medium-size with weak 

economic structures) were feeling vulnerable to the deteriorating inter

rational eccnomic envir.onment and were increasingly inclined towards 

seekiJg more autonomous means or greater self-reliant patters of d£ve

lot>ment. If national "self-reli3Ilce" were often too unrealistic a policy 

i:o pur&ue, "self-reliance" on a ".egional basis •ould seem to be an acceptable 

alternative, an idea which was also incorporated in the New International 

Economic Order. Hence the post-energy crisis period in the 1970s witnessed 

renewed atten.pts a1_d fresh efforts among groups of developing countries at 

reglo11al economic co-operation, which were also strongly endorsed by many 

Jevelopment economists as a form of South-South economic co-operation. 

The upsurge of interest in regional economic co-operation among 

Third Wor:.u countries ,·an also be easily understood in terms of the 

inter.national economic relations prevailing in the 1970s. It was argued 

that. ir.:my developing countries would obtain a more equitable participaUon 

:.n th~ growth of the international economy if only they could ac·c aa a 

gro~p. Many developing countries were affecte~, in varying degrees, by 

tLe growing global issues involving primary commodities, foreign invest

rt,!nt, transfer of technology, protectioniem, economic aid and the like. 

There was therefore a clear need t~ organize themselves to deal with those 

vital inte,rnational economic issues collectively in order to secure a 

better leverage vis-a-vis the developed countries or other interest groups. 

OvP.r the years the objectives and functions of regional economtc 

co-operation/integration in the Thi~~ World ha~e become more ~omplex and 

grown in significance. It is also now widely accepted that the net 

benefits of any regional econo~jc co-operation/integration scheme among 

developing countries can no lonier be realistically analysed witi.in the 

neo-classical economic framework, but should be understood in a broader 

institutional context. The bases and rationales for regionaJ co-opera

tion/integration are apt to differ subotautially from region to region or 

• 
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case to case, and t~e various schemes should therefore be judged for 

success ~r failure in accordance with the institutional conditions and 

economic problems specific to the individual regions. Above all, the 

progress of economic co-operation/integration 111.1Gt not be measured in 

purely economic tenns, but be put in the larger context of the political 

reality and tne historical circumstances from which such efforts have 

evolved. 

(b) Experiences of economic co-operation in ASE.AN and the Andean Pact 

This report is concerned with the experience of regional economic co

operation in ASE.AN and in the Andean Pact, which hdve stood out ir. recent 

years as relatively successful experiments in tae 'Titird World. The five 

countriP-s, namely, Indonesia, Malaysia, the Philippines, Singapore and 

Tnailand, which foI'lll the Association of Southeast Asian Nations (ASE.AN) 

are in Southeast Asia, while the countries which constitute the Andean Pact, 

namely, Bolivia, Colombia, Ecuador, Peru and Venezuela, are in Latin America; 

but both regional organizations have been actively pursuing or intrnsifying 

efforts towards a more viable pattern of regional economic r.o-op~ration. 

While ASEAN's current co-operation efforts are mere cautious and moderate, 

and seem to be directed towards more "regional co-operation", those of the 

Andean Pact are aimed at the more ambitious goals of "regional integration". 

The main thrust of the discussion in this report fE; foc~sed on regio1.1al 

co-op~~ation in the field of industry, which plays a pivotal role in 

regional economic co-operation schemes. Most regional schemes start off 

with co-operation in trade through selective lih~ralizatton or tariff 

reduction, which is administratively easier to implement. However, real 

breakthrough in regional economic co-operatioa is achieved usually with 

successful progress in. the area of industrial co-operation. This is 

particularly true with economic co-operation efforts in the Third w~rld, 

wher~ intra-regional trade is normally small and the scope for its further 

E'.Xpdnsion limited unless there is a dramatic shift of the intra-regional 

trade structure from one based on traditional itevis to one based on 

manufactuted products. Take the Andean Pact: the share of its intra

regional exports at the time of its formation was only 3 per cent. In 

the case of ASEAN, the proportion appears to be much higher, being 

slightly above 15 per cent. However, the figure for ASEAN is highly ~is

leadinJ, for the level of real intra-ASEAN trade would be 111.1c'h lower if 



- 4 ·-

the entrepot trade of Singapore aad the traditional trade flow between 

SL.1gapore and Malaysia (which used to be one country) were re'!loved from consi

deration. Furtl:ermore, the bulk of the intra-ASEAN trade was and still 

is constituted by primary products and ether traditional items. There-

fore a significant increase i11 the intra-regionr\l traJe for ASEAN or for 

the Andean Pact is unlikely until ~ substantial growth in the volume of 

trade in manufactures is achieve<l. But the expansion of trade in manu

factures among Third World countries is often constrained by their lack 

of industrial complementarity, apart f~om the fact that the expo~t 

markets for the major industrial commodities are t!Xtremely competitive 

and tend to be dominat~d by the high!.y industrialized countries a 1 well 

as by a handful of dynamic, newly industrializing countries (NICs) in 

recent years. OnP. effective means to promote regional trade in manu-

factured prod•Jcts among c:'~veloping ocuntries would be regionally co

ordinat~d measures to increase their industrial complementation. Hence 

the need ~or industrial co-operation. 

Industrial co-operat:lon not only holds the key to the contin1Iing 

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

overall industrialization ~ffort. 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 nmge of manu

facturing industries. Smaller economies could, of course, con~entrate on 

a limited number of carefully selected u4nufactured products in order to 

realize sufficient economies of scale. Such a pa'.tem of selective 

development of ma·.1ufacturing industries is 1<.nown as "truncated indus

trialization", for which regional indcstrial co-c..peration can act as a 

catalyst. But truncated industrialization is most effective and efficient 

where therP. is a large neighbouring industrialized country which can 

readily supplement or compelement the inputs produced domestically, in 

the way the ,Tapanese ecor.omy has ir terac ted with the Korean economy. 

~us regional co-operation among Third World countries does not necessarily 

develop into a regional autarky, but the frocess can well lead to closer 

economic interdependence with larger industrial centres outside the region. 

Currently the ASEAN countries and the member states of the Andean 

Pact are in the process of making the crucial transition from import

substitui:ion industrialization to that baaed on export expansion. Indeed, 
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regjonal co-operation can facilitate industrial development under bo~h 

phases. In the short ruL, regional co-operatj~n ~ffers the opportunity 

for member countries to pool their domi!stic rr.arkets and therefore operates 

as a convenient arrangement for the extension of che import-substitution 

process. But some ec0nomists have warned devel~ping countries against the 

tem~tation of taking advantage of such short-te __ gains which would result 

in the ~rolonging of the otherwise stagnating import-substitution phase 

through the creation of an artificially expanded regional ma.cket. One 

noted econom~st has stated in no uncertain terms: "a region in which all 

member countries base their trade and development strategies upon a co

ordinated approach to IS (import-substitution) would be doomed to failure. ,,}j 

Regional co-operation would work best when member countries are in the 

initial stage of looking outward for export expansion. In this way, 

regional grouping is linked up with the more positive industrialization 

strategy based on sharing export expansion. This can be done by structur

ing regional co-operation arrangements towards the promotion of more 

outward-looking industries and towards capturing world-wide opportunities 

for trade expansion. Th.ere are clear advantages for a reg!onal body to 

forlll.llate a common export promotion strategy, because many export promo-

tion meaEures can be more cheaply and efficit: itly implen.ented through a 

regionally co-ordinated framework. 

The sigDificance of industrial co-operation among developing countries 

can further be envisaged iu a "dynamic" context. In +:he long run, indus

trial co-operation can lead to co-ordinate industrial planning on the 

regional scale, which will increase the industrialization potentjal of 

the region as a whole. Furthermore, the processes of regional industrial 

co-operation ani the region's industrial development can feed on each 

other. Industrial co-operation provides an impetus fo~ furtner indus

trial growth in the region through opening up op?ortunity for the esta

blishment of new industries to take advantage of the regionally-based 

division of labour and specialization of production. At the same time, 

rapid industrial growth will increase the capacity and flexibility of the 

region for greater industrial co-operation. 

It was in recognition of the importance of industrial co-operation 

as a key strategy for regional economic co-operation and of its potential 

impact on a region's overall industrialization progress that the ASEAN

Andean Pact Conference on Regional Industrial Co-operation wus convened 

in October 1982 in Lima. The main objective of the Conference •as to 

1/ Ann O. Kru~ger, "Regional and Global Approaches to Trad,~ and Develop
ment Strategy", in Ross Ga r.nau t, (ed. ) , ASEAN in a Changlng Pacific_ 
~!'_d Wo_x:_!_c!_ !'._c:_ono~ (Canberra: Australian. N.a~.ional University Press, .1980). 
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review the progress of industrial co-operaticn in these two regions as 

well :~s to provi:ie a forum for the ASEAN and Andea:1 Pact member countries 

to exchange views and exper~ences regarding their respective efforts 

towards various forms of regional economic co-operation, particularly 

industrial co-opP.ration. The experiences ga~ned by these two r~gions L1 

their past and current eff0rte towards regional economic co-operation 

~ould be instructive for other Third World countries. 

By and large, the constitnent members of ASEM and the Andean Pact 

belong to what the World Bank has categorized as th~ middle-income deve

loping countries, sharing a re!Darkable d~gree of similarity in their 

respective levels of socio-economic development, as shown in Table 1. 

The notable difference between the two groups is that mosi Andean Pact 

countries are smaller in populatio~ size and tend to be more urbanized 

than the ASE.A..'i countries excepting Singapore. :.r. tem1s of economic 

growth performance, however, the ASEAN countt.~es seem to be more "dynamic", 

especially during the last decade, 38 reflected in the major performanc~ 

L1dicatoi:s compiled in Table. 2. In the long run, rapid economic growth 

can facilitate regiona 1 .0nomic co-oper<>.tion. 



Table 1. Some basic socio-economic indicators of ASEAN and the Andean Pact 

Urban 
Daily per No.en-

~DP 
Life Average 7. ot popular capita rolled in 

GDP expect- annual labour calorie Adult secondary 
Area Population per (%) of Popula-

(lOOfl m2) (US $ ancy at growth force supply in literacy school, 
(millions) capita total tion per 

mill ion) (US $) birth of popu- in agri- 7. of re- 0~) as % of 
(yea re) tion culture 

popula-· physician 
quiremt:nt age rt'oup tion 

Mic-1980 1980 1980 1970-80 1960 1980 1960 1980 1972 1977 1977 1979 

ASEAN 

IndonPsia 1, 919 14 7 63 430 53 2.3 75 58 15 20 13"670 102 62 22 

Malaysia 330 14 23 1,620 64 2.4 63 so 25 29 7,640 116 - 52 

Philippines 300 49 34 690 64 2.7 61 4G 30 36 2,810 107 75 63 

Singapore 1 2.4 11 4,430 72 1. 5 8 2 100 100 1,250 135 - 59 

Thailand 514 47 31 670 63 2.5 84 76 13 14 8,220 97 84 29 

~otal 3,064 25<? 162 625 
-.J 

Andean .:?act 

Bolivia 1,099 6 3 570 50 2.5 61 so 24 33 l, 1350 87 63 35 

Colombia 1, 139 27 32 1, 180 63 2.3 51 26 48 70 1,970 98 - 46 

Ecuador 284 8 10 1,270 61 3.0 58 52 34 45 1,570 90 81 49 

Per..i l,~85 17 16 930 58 2.6 52 40 46 67 1,530 98 80 50 

Venezuela 9J2 15 54 3,630 67 3.3 35 18 67 83 930 102 82 40 

Total 4, 719 7j 115 1,575 

- --
Sourc.e: World Bank, World Deveiopm~nt Re~crt 1982 



Table 2. 

Average annual growth !"ate (%) ,· 1970-80 

GDP Agri- In- Manu- Services 
culture dustry facturing 

A£EAN 

Indonesia 7.6 3.8 11. l 12.8 9.2 

Malaysia 7.8 5. 1 9.7 11.8 8.2 

Philippines 6.3 4.9 8.7 7.2 5.4 

Singapore 8 . .) 1.8 8.8 9.6 8.5 

Thai_land 7.2 4.7 10.0 10.6 7.3 

Andean Pact 

Bolivia 4.8 3.1 4.3 6.0 5.7 

Colombia 5.9 4.9 4.9 6.3 7.0 

Ecuador 8.8 2. !f 12. 1 9.8 9.4 

Peru 3.0 - 3.7 3.2 3.5 

Venezuela 5.0 3.8 3.0 5.7 6.5 

Source: World Bank, World Bank Report 1982 • 

.. 

Economir. ~erformance indicators ......_ -
--

Annual Gross 
Manu- rate of tlomestic 
factur- gross lnvest-
ing share domestic ment as 
in GDP investment % ~·f GDP 
1980 (%) 1970-80 ~") 1S80 

9 14.4 30 

23 10.3 29 

26 10.5 25 

28 6.7 43 

20 7.7 22 

14 2.9 15 

22 5.4 25 

8 8.8 23 

27 2.3 19 

16 - 25 

Average 
annual 
growth 

of trade 
1970-80 (%) 

Exports Imports 

8.7 11.9 

7.4 7.0 

7.0 7.1 

12.0 9.9 

11.8 5.4 

-1.6 8.9 

1.9 5.7 

7.5 9.9 

3.9 0.2 

-6.7 -10.9 

• 

Current 
account 
balance, 

(million $) 
1980 

2,872 

-470 

-2,046 

-1,577 

-2,280 

-115 

-25 

-575 

618 

-4,240 

Debt 
se1-vJ.ce 
as % of 
expo1·te, 

19EIO 

8. (I 

2.: 

7. (1 

I. I 

s. 2 

25.9 

9.6 

14.0 

31. 3 

11. 2 

CX> 

r 
' 

·" 
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Chapter II 

ASE.AN INDUSTRIAL CO-OPERATION 

(a) Overall evaluation and framework 

The ass.,ciation of 'foutheast ;..s1an Nations (ASEAN) was formcj in 

August 1967 in Bangkok by Indonesia, Malaysia, the Philippines, Singapore 

and Thailand. As qtated in the ASEAN Declaration, one of the overall 

objectives of ASEAN is to "accelerate the econo.nic growth, social progress 

and cultural development in the region through jo!_nt endeavours in the 

spirit of equality and partnership." 

During the fil.,;t part of its existence, the ASEAN organization was 

relatively little known even to the general public of tlie region, a:;_though 

regionaH.s'll was not an entitely new phenomenon as in fact the region had 

made several unsuccessful attempts at some form of regional grouping 

prior to ASEAN. Nonetheless, the ~ailure of previous efforts in regional 

groupjng and the limited progress of ASEAN towards regional co-operation 

in its inital period serve to ur.derscore the inherent obstacles to 

regionalism in Southeast Asia. ~t may be noted that ASEAN is one of 

the world's most heterogenous regions in ter:ns of cult•Jre, languages, 

ethnicity, rel.igions, history and traditions. Great disparity al.so exists 

among the member countries in respect of physical area, population size, 

and stages of economic development. 

In 1975 the drastic political change in Inda-China resulted in the 

stiffening of the political will of the ASEAN leaders for a more active 

approach to regional co-operation. Meanwhile, a string of international 

tconomic crises starting with the oil price adj· ... stments in 1973 haci 

further increased the awareness of the ASEAN countries of their economic 

vulnerability, an awarent~ss which culminated in the convening of the 

first ASEAN Sunmh: :1.n Bali in Feburary 1976, attended by the five Heads 

of ~tate. 

The Bali SuDDDit led to the sjgning of the Declaration of ASEAN 

Concord, wh:l.ch marked a milestone in the history of ASEAN co-operation. 

Apart from endors1.ng t:he development of r(',;ional unity and regional 

:1.dentity, the Declaration puts forward a progrannne of action as the 
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framework for ASEAN co-operation. Specifically for econOlllic co-operation, 

it highlights f~~~ areas: (a) on basic cOLllDOdities, parti~ularly food 

and energy, member countries agree to provide each other priority access 

to supplies and mark!ts in critical circumstances; (b) in industrial 

development, member countries will establish large-scale regional indus

trial projects, particularly those which would contribute to the basic 

needs of the region and would utilize local raw materials; (c) in trade, 

member countries will strive to promote intra-ASEAN trade thro'..lgh pre

ferential t~ading arrangements and greater access to ext:...a-regional 

mark~ts; and (d) member countries will take a unified stand in approaching 

intern;:it:..i..onal commodity and other world economic issues. 

At the Bali Summit, the Head~ of ASEAN GovP-rnments also signed the 

Treaty of Amity and Co-operation in Southeast Asia as well as agrred to 

establish the ASEAN Secreta1:~.at. ASEAN had started without a formal 

charter and without a central co-ordinating secretariat. Prior to the 

Bali meeting, the 3nnual meeting of ASEAN Foreign Ministers (''Ministerial 

Meetings") together with a standing commitcee constituted the only 

institutional machinery. As various co-operation scheia.es were ~onsi

dered and proposed in Bali, a more formal organization structure was 

deemed necessary. Hence the decision to set up ~. central secretariat. 

The ASF..AN Secretariat is located in Jakarta, the capital of ASEAN's 

largest member, Indonesia. Charged with admi~i~trative and co-ordinating 

functions, the ASE.A..~ Secretariat operates under the leadership of a 

Secretary-General. Three bureaus, in charge of economic, science and 

technology, and social and cultural affairs, have been created, ~ith the 

Economic Bureau being, perhap5, the most important. 

The ASEAN Declaration also stipulates that ministerial meetings on 

economic matters be held regularly or when deemed necessary. With the 

focus of ASEAN activities shifting to economic co-operation after the 

Bali Summit, the ASEAN Economic Ministers' Meetings (AEM) have assumed in

creasing importance relative to the regular ASEAN Foreign Ministers' Meetings. 

The ASEAN Economic Ministers direct all economic co-operation activities 

through five powerful Economic C0111Ditteea, each of which is hosted by 

an ASEAN member country, as follows: 
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1. 1he Comuittee on Industry, Minerals and Energy (COIME), hosted 
by ~he Philippines. 

2. The Committee on Food, Agricult·1re and Forestry (COFAF), hosted 
by Indonesia. 

3. The Committee on Finance ano Banking (COFAB), hosted by Thailand. 

4. The Committee on Transportation and Comm.inications (COTAC), 
hosted by Malaysia. 

5. The Committee on T~ade and Tourism (COTT), hosted by Singapore. 

Each of these Committees is ia turn supported or serviced by c.· host 

oi sub-conmittees, expert groups, working groups &nd other variously 

named subsidiaries. COTT, for example, has a sub-committee on Tourism 

and a Trade Preferences Neg~tiating Group; COFAB has a Working Group on 

Customs Matters and an Experts GrOl•p of ASEAN Ceutral Bank/Monetary 

Authoritj~~; COTAC has a sub-committee each in the fields of Land Trans

portatiuu, Shipping and Ports, Civil Aviation, and Posts and Telecomnuni

cations, in addition to lower level subsidiaries such as the Joint Ad 

Hoc Working Group on Shipping. 

In broad terms, the primary tasks of these five Committees ar~ three

fold: (1) To review the proposed basic guidelines covering economic co

operation in their particular area and submit them to the ASEAN Economic 

Ministers for deliberation; (2) To review proposed projec~s with the ai~ 

of an interim technical secretariat in the Committee host country and 

selected groups of expert~; and (3) To submit project proposala nr 

recoumend action to the ASEAN Economic Ministers. 

Apart from the formally constituted groups, other officlal ASEAN 

bodies such as the ASEAN Boards of Investments and che Gover.iors o: ASF.AN 

Central Banks/Monetary Authorities have also formally and informally met 

to discuss those aspects of ASEAN economic co-operation undGr their 

purview. In short, as ASEAN economic co-operatioa activities have 

developed in scope and intensity 1ver the years, the ASEAN organization 

structure has also grown, giving ·ise to a large number of working 

coumittees and ad hoc meetings at the lower level. Chart I sketches out 

the main organization?.! features of ASEAN. 
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CHART I 
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(b) Trade and industrial development in aSEAN 

This section is devoted to a discussion of the trade and industriali

zation strategies of the ASEAN countries. A sketch of the salient trade 

and industrial features of the individual ASEAN countries would be a use

ful base for an effective assesS'Dent of the scope and potential of ASEAN 

economic co-operation ia the subsequent sections. 

The ASEAN economies are by nature trade-oriented, with each having 

a large external sector and a generally high trade-octput r:i.ti._,_ These 

economies belong to the exp.:>rt-propelled type in the sense tha~ their 

P-conomic growth is largely derived from their e..~port growth. With the 

exception of Singapore, the ASEAN economies are heavily dependent on 

primary exports. The ASEAN region as a whole annually ex~orts over 80 

per cent of the world's natural :-ubber, palm oil, tin and coconut products, 

in addition to a relatively hign proportion of its other commodities of 

minerai and agricultural origin, including rice and petrolevm. Most of 

these primary products are destined to the industri~l countries of OECD, 

including Japan. Consequently, trade is both a .. 1 engine of ASEAN's economic 

growth and a mechanism by which the ASEAN economies become highly dependent 

upon the industrial world. 

The structure of ASEAN's economic dependency is well expressed in its 

patter~ of tl·ade relations. In the 1960s, over 70 per cent of ASEAN' s 

exports went to the industrial countries, which in turn supplied over 

65 per cent of th<: region's totc.l imports. Al though in ~.he 19 70s, these 

proportions had been somewhat ~educed (roughly down to around 60 per cent) 

they remained basically high. Moreover, trade dependency is but one 

aspect of the region's uverall system of economic dependency on the 

industrial countries, which includes, apart from trade, finance, capital 

as wel~ as direct foreign investment and technology. It may be stressed 

that ASEAN's dependent economic relationship on the industrial countries 

has not been working entirely to ASEAN's disadvantage. To be sure, the 

ASEAN economies, through such close Unkages with the industrial economies, 

have been able to capture and use the international market forces for 

their ovn high economic growth. 

Nonetheless, there is wide consensus among policy-r48kers in 

ASEAN, along those in ether parts of the developing world, that a 

price has been paid for their economic ove~-dependence on the indus

trial countries in the form of subjecting their open econom~?s to the 
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constant ebbs and flows of the international market system. Throughout 

the 1970s, the ASEAN economies have 1-11deed experienced large "ups and 

downs" in tl1e process of their economic growth, due to commodity price 

fluctuations, recession in the industrial c~Jntries, and then rising proLec

tionism. It is therefore a vital necessity for ASEAN to diversify its 

external economic relations with a view to re<lucing any excessive dependence 

on the industrial countries. One effective means to fulfil this objective, 

as is often argued, is to promote regional self-reliance through great~r 

economic co-operation. 

As one consequence of ASEAN's high trade depencence on the industrial 

countrief;, the volume of in::ra-regional trade among the ASEA?; countries 

is relatively low. In the early 1960s, the share of intra-regional trade 

was aro~nd 9 pe-. cent. The share has since been increased to ~round 15 

per cent in the late 1970s. It is, however, misleading to suggest that 

the formation of ASEAN has brought about this sharp rise in the level 

of intra-regional trade, because t11.1ch of the "growth" was largely due to 

changes in the statistical coverage. Traditionally, the intra-ASEAN 

trade was heavily concentrated in the sub-grouping comprising Singapore, 

I1alaysia and Indonesia, involving movements of primary products, food-

stuffs, and other traditional items. It may be added that th~ predominance of 

the traditional products in the intra-ASEAN trade actually constitues a struc

tural constraint on its growth. 

Indeed, the lack of immediate growth potential in intra-ASEAN trade 

may initially have encouraged the argument, on the basis of the old tl-.erory 

of custoras union, that th~ factor endowments of the ASEAN countries 

seemed so similar to each other that further integration would only 

result in more tarde diversion than trade creation. However, one has 

to bear in mind the static assumptions on which such theoretical arguments 

are based. In practice, economic policies are rarely fort11.1lated within 

d narrow, purely economic framework as is sometimes postulated by the 

neo-classical economists, but are in fact based on wide-ranging dynamic 

considerations. vie-«ed in this light, the present limited growth 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 po~ited reversely: the low volume of intra

ASEAN trade turnover may be vfewed as pointer at the existence of 

potential for future growth. 
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ASEAN's high trade dependence on the advanced countries, and in 

fact 11J.Jch of the structural weakness in ASEAN's foreign trade sector, 

arises from, or is aggravated by, its high c011£odity concentration. 

Co11D11ocity 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 ma1kets for primc.ry products as reflected in wide year-to-year 

fluctuations in prices and export earnings; and the adverse long-term 

price trend~ as reflected in che 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 fa~t 

that whilst the prices of most of their primary produ~ts face a lorg-

term d~clining trend, the prices of their manufactured imports from the 

developed countries, fuelled by rising inflatfon, have ri.sen steadily 

over the years. 

ASEAN ;::s a major expcrter of primary products wou1"1. clearly stand 

to ~ain if the long-term price trends of its main primary exports were 

ste-'idil:· moving up and were sustained, so that greater resources could 

be transferred to the regi~n for develop~ent. In the long run, ASEAN 

needs to develop its own comprehensive co11DDodity strategy tor the more 

efficient management of its primary resources in the face ~f the rapidly 

changing inten1ational economic environment. This would include diversi

fication and various stabilization measures. Ultimately, successful 

operation of any c0Dm1odity policy depends on many crucial external 

factors emanating from the advanced countries as uaich as on its effective 

implementation on the part of the primary exporting countries. This 

means that ASEAN could te.ke advantage of the regiot4:1 framework to bear 

on the individual industrial countries or to negotiate with them as a 

group (e.g. the EEC) on matters such as the reduction of their effective 

protection of processed primary products. An effective cOl!IDodity policy 

also cannot be divorced from joint international action as reflected in 

some successful international commodity agreements. ASEAN could also 

do well in other international arenas if it were to act in unison by 

following a regional approach. 

While the overall trade structure and pattern of ASEAN has provided 

a fertile ground for greater regional economic co-operation, the restrictive 

trade policies pursued by some ASEAN countries, especially the more inward-
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lovking members, have not been generally conducive to that effor~. 'nle 

Indonesian tariff regime, for instance, is quite protective. The tariffs 

escalate steeply, with tariff rates rising from earlier to later ~tages 

of fabrication in th~ p~oduction process, sv that the rates are I11.J.ch 

higher for final consumer goods than for intermediate and capital goods. 

To this must be added in many cases the virtually prohibitive non-tariff 

barriers in the forms of quantitative restricLions and cumbersome customs 

regulations and procedures. The same patt~rn, though perhaps to a lesser 

degree, is repeated in the Philippines and Thailand. In the cafle of 

Malaysia, the overall system of protection is less severe than the above 

three countries, although t~e averag~ effective rates remain quite 

high, varying accordiag to industries. Singapore, traditional::i an 

entr~pot-trarle centre and with an open economy, nas the most liberal form 

of trade system in ASEAN. Tite protectionist trade policy in Singapore 

was :nild even when it was first introduced in the 1960s to promo~e indus

trialization; protection and restriction were altogether removed by the 

middle of tne 1970s. 

It is generally recognized that the restrictive trade strategies 

followed by most A.:>EAN countries have, on ualance, produced unfavourable 

effects on their economies, largely by dis~orting their economic 

structureE. Tite original intentions of such policies were to discourage 

the importation of consumer goods so as to stilllllate industrialization. 

As a result, a number of less efficient industries of import-substitution 

type sprang t•.p, while export industries &uffered and the balance-of 

payments situation deteri.orated. Clearly, such an inner-directed develop

ment pattern would not be conducive to regional economic co-operation: 

(1) a restrictive trade protection system would be likely to be harmful 

to regional trade and (2) the industrial structure built under import

substitution would be likely to pose more obstacles to regional indus

trial co-operation, as will be more fully discussed in the next section. 

(c) ILdustrialization strategies of the ASEAN coufitries 

The basic rationale behind the determined efforts of the A~&\N 

countries to push ahead w:i.th their industrialization programmes is clear. 

A common aspiratiol'I. amoug the leaders of the devcloj>ing countries through

out most of the postwar period has been to industrialize rapidly; manu

facturing industries were to provide a dynamic force for econo~ic progress 
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towards high S'cand&rds of living and full employment. Underlying this 

notion was often also their argument that the post-colonial economic 

structures in their couatries, heavily dependent upon primary exports~ 

did not have the capacity to lead to a real development breakthrough, 

partly because of limited spread-effect of their past traditional trade

led type of economic growth, and partly due to unfavourabl.e long-tenn 

movements in the prices of their major prim..'lry exports. 

Th~ industriali~ation strategies that were initially promoted 

throughout the ASEAN region, were the familiar import-substituti~n 

strategies. The problems of the import-substitution industrialization 

are well known. Suffice it to say that industries set up behind pro

tective tariffs ten<l to be small, inefficient and inward-looking, so 

that they can rarely look beyond their national boundaries to the 

competitive foreign markets. Ne~ertheless, the process oi import

substitution constituted a ma.jor source of industrial growth for 

the ASEAN region during the 1960s and to a sig~if icant extent during the 

1970s. Starting in thP i970s, the ASEAN countries, with perhaps the 

exception of Indonesia, have been making serious attempts to transtorm 

their industrial sectors from import substitution to ex?ort expansion. 

Thus in Malaysia, import-substitution was a major source of its 

industrial gr<VJth for the period 1959-68. For Thailand, mcst industries 

sho";;ed po~it' .. ve import-substitution throughout the period 1960-72. In 

the case of the Philippines, with the longest industrialization history 

in the region, the import-substitution prol·ess reaJ ly spanned two decades, 

starting from the early 1950s. By comoarison, Indonesia is the late 

comer, with import-substitution industrialization started in earnest 

onl} in the late 1960s or the early 1970s. Singapore has b~en the 

exception to the g~~eral pattern having set up export-oriented industries 

from the start, and hence achieved successful transition to "export-
!/ 

substitution" by the early 1970s.-

Largely as a result ~f the import-suhstitution strategy, certain 

structural issues or problems have emerged in the proces& of industriali

zation which are common to the manufacturing sector of most ASEAN countries. 

1/ For a more detailed discussion of the industd.alization problem of 
ASEAN, see John Wong, ASEAN Economies in Perspective: A Comparative 
Study of Indonesia, Malaysia, The Philipp in~ Singapore and Thailand 
(London: MacMillan Pr.ess, 1980, second printing), Chapter 3. 
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'nlese problems will pose some obst~cles t0 ASEA.~ industrial co-operation 

efforts. 

Firstl~ the ASEAN economies are still highly dependent on manu

factured imports, despite years of industrialization efforts. This is 

in part due to the operation of import-su~stitution, which tends to 

replace only consumer goods plus some cate~ories of intermediate goods 

t.lbile on the other hand the i~port de.TOand fo~ producer's goods, indus

trial rav materials and energy in value terms is often well in excess 

of the reduction in the import of consumer goods. Thu& import-substitu

tion-based industrialization in ASEAN countries has in effect contributed 

significantly towards a deterioration of their balance of payments 

situation. 

Secondly, the internal structure of the manufacturing sector of all 

the ASEAN countries has developed a peculiar dualistic pattern. On the 

oue hand, it is characterized by the proliferation of "small" industries, 

typically reflecting the early stages of industrial evolution. On the 

other hand, a small number of large establishments tend to dominate the 

whole industrial scene in terms of output ana capitalization and even 

employment. In the Philippines, for instance, establishments with more 

than 20 workers in 1971 repreoented only 20 per cent of the total number 

of establishments but accounted for 84 per cent of total employment, 95 

per cent of industrial value added and 96 per cent of fixed capital assets. 

Such a heavy concentration of industrial activities in large firms 

reflects the past biased preference of the ASEAN governments as well as 

distortion due to the working of the import-substitution policy. Conse

quently, the structure of the manufacturing sector in must ASEAN countries 

remains rigid, unbalancej and•fragment~d making it inherently more diffi

cult for it to enter into large-scale industrial co-operation on a regional 

basis. 

Thirdly, a further feature of the industrial imbalance in the ASEAN 

countries except Sing'lpore is the high dE::gree of geographical concentra

tion of indus:rial activities, which seems even more conspicuou3 than the 

pattern of industrial concentration based on large-scale fir.ns. Thus 

modern industries are heavily concentrated in Java, in the west coast 0f 

Peninsular Malaysia along the tin-and-rubber belt, in the Metropolitan 
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Manila region and in Greater B&ngkok, 111.1ch in line with the regional 

population imbalance~ and regional income disparities that prevail in 

the ASF.AN countries. To some extent, the present lopsided locational 

patterns have been the unanticipated consequenc~s of the past develor~ent 

policies, e.g., iqdustries set up under import-substitution in the region 

naturally congregate in big cities as these industries are produci~g 

primarily for consum~tion in the urban enclaves. Suffice it to say that 

regional induatrial imbaldnce in the individual ASF.AN countries could 

a~so complic.·te arrangements for regional industrial co-operation. 

Finally, disccssion of ASEAN's pattern of industrialization is not 

complete without proper reference to the role played by foreign invest

Ilk!nt. On account of the openness of the ASEAN economies, coupled with 

the promotional efforts of the national governments to attract foreign 

investment ti1rough various packages of incentives and concessions, there 

is nmr a high degree oi foreign economic participation ir•. their national 

economies. Much of the region's fo=eign invescment originally stenmed 

from a colonial background, inftially operati.1g in areas connected with 

the natural resources $ector and trading. Lat~r, foreign capital was 

increasingly drawn into the manufacturing sectc.r in response to the 

promotionc.l polic ~es of the host governme~-its. Hence in .i,SF.AN there is 

now a general pattern of concentratior. of foreign capital in the chemical

based and metal-based industries, which usually ~equire large-·scale 

operation<> and modern technology. This is not the place to discuss the 

standard of performance of foreign enterprises in ~SEA...~. On the whole, 

they have responded well to some major economic objectives in most ASEAN 

countries. If foreign enterprises have already exerted such extensive 

influence on the manufacturing sector of the ASEAN ec1nomies, i-he 

question then arises: Would it not be realistic to include foreign 

enterpriRe participation in some form or other in the process of regional 

economic integration? An even more appropriate question would be: Cuu..i.J 

foreign economic components be utilized at some stages to accelerate 

the region'g industrial co-operation efforts? 

In recent years, the ASEAN economies are undergoing rapid structural 

changes in response to domestic and international challenges. f 1r the 

ASEAN countries, the lessons of the 1960s are well learned, and etforts 

are being taken to liberalize their economies and render them more outer

directed. Thus the trade regimes have been progressively rationalizea and 

exports industries promoted. For the manufacturing sector as a whole, 
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there are clear signs that it is in the thro~ of 111aking the trans~tion 

from import-substitution to export expansion. 

Singapore's manufacturing sector is almost exclusively oriented 

towards the export markets. Nonetheless, the industrial structure in 

Singapcre is being vigorously transformed towards more capital-intensive 

activities due to labour shortages and rising labo~r costs. In the 

process, labour-intensive industries are being phased out while efforts 

are increasingly concentr~ted on the development of skill-intensive and 

high value added industri£s. 

As a late-comer ~n the industrialization scene, Indonesia stands in 

great contrast to Sin~apore in the development pattern. Most industrial 

activities in Indonesia are predominantly in the import-subs,itution 

phase, sustained by restrictive tariffs and prolonged by a huge domestic 

market as well as the foreign exchange Larnings of oil exports of th~ 

1970s. Still changes are unmistakable ouP.r the past few years. 'Illere are 

two compelling reasons for Indonesian policy makers to adopt measures to 

accelerate industrial restructuring. Firstly, it has become obvious to the 

Indonesian Government that the existing import-substitution strategy has 

not been effective ln terms of e~ployment creation. Secondly, the growth 

of extractive exports, particularly the depletable petroleum which alone 

accounts for nearly 70 per cent of its total exports, is not likely to 

continue be~10nd the mid-1980s as the locomotive for the Indonesian economv. 

111us Indonesie is reorienting its develoryment strategy for a more diversi

fied industr'.al base. Many industries have to be restr1ctured for greater 

efficiency and made more outward-looking. 

'Ille problems and prospects of industrial expansion for Malaysia, 

the Philippines and 1hailand seem to be those that fall between the polar 

cases of Singapore and Indonesia. 'Illese three countri~s are likely to 

press for a more rapid growth of manufactured exports, which havP already 

started ln the late 1970s. Industrial restructuring is being pursued 

more vigorously as it becomes clear that the relatively easy initial 

period of import-substitution based on simple fabrication for domestic 

consumption is over. Industries will have to be upgraded towards the 

second round of import-substitution in the manufacture of lntermediate 

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. 
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As the manufacturing industries of ASEAN r.re, ::it various ways, 

geared up to the challenge of the 19u~s. the international economic 

environment, d~e to the slackening of world trade and the reduction of 

international flows of capital anc technology, has made it much more 

difficult for ASE.AN to continue its high indusLrial growth. It is beyond 

doubt that the export markets for manufactures will be highly competitive 

in the 1980s. Some ASEAN export industries will face stiff competition 

from the sucessful NICs - newly industrializing countries - such as Hong 

Kong, and che Republic of Korea; while others will be affected by the 

resurgence of the Chinese economy and its re-integration into the world 

market. If China were to be successful in its economic modernization 

effort in the 1mmetliate future, it would have enormous C3f~city to mount 

a large-scale e.."Cport drive based on low-cost labour-ii.tensive activities, 

with serious repercussion on some of A3EAN's own buddii<g exp.>rt industries, 

e.g. some ASEAN textiles industries. Moreover, the industrially advanced 

economies, hit by a frolonged recession, are increasingly taking to 

stringent protectionist measures against manufactured exports from the 

developing countries with the effect of naking the world market for manu

factured exports more and more like a zero-sum game. 

It can be cogently argued that the rise of domestic and international 

problems in the 1980s could actually create greater opportunity for more 

serious regional economic c0-operation endeavours. To cope with mounting 

protectionist barriers in ~he industrial countries, the ASEAN countries 

will find it more effective to act as a group in pressing for significant 

tariff concessions from adv3nced countries through such mechanisms as 

multilateral trade negotiations (MTN), or for easier access to the 

markets of thes~ countries through the GSP schemes. The bargaining 

advantage of a regional economic co-operation framework ii; more obvious 

in times of economic crisis. Meanwhile, as the manufact~ring industries 

in ASEAN are forced to undergo structural adjustments to meet new inter

national and dom~qtic pressures, the scope for regional industrial co

operation will also increase. With a more efficient and outward-looking 

industrial structure, member countries will have greater flexibility to 

go into various formH of regional co-operation. 

~ .. -



(d) lbe techniques of ASEAN economic co-operation 

lbP. basic techniques and strategies for ASEAN economic co-operation 

were laid down in the Declaration of ASEAN Concord. Broadly speaking, 

economic co-operation in ASEAN is proceeding on three fronts: (1) trade 

liberalization; (2) industrial co-operation; and (3) a variety of 

agreements and accords initiatcJ by various government bodies, semi

government organizations and tae private sector. Activities in the 

third area range from the relatively more significant effo-rts such as 

arrangements for the priority supply of rice and petroleum or money 

svapping, to those obviously of more symbolLc value cuch as pledges by 

some trade or professional organizations to increase 111.1tual contact. 

In the long run, all joint activities in the three areas are interrelated 

and will operate to enlarge the scope for regional economic co-operation 

and increase its illOmentum. Even the many gestures in social and cultural 

areas, ~hich apparently lack real substance right now, may also serve 

the cause of regional economic co-operation directly and indirectly 

through popularizing the very notion of regionalism. 

In concrete terms, however, real progress towards inte5ration will 

have to come through advance in either trade or industrial co-operation. 

Hence in the formal sense, the main thrust of the overall ASEA.. economic 

co-operation strategies is crucially hinged on the first two fronts: 

trade liberalization and industrial co-operation. Titis was in fact 

foreseen by a United Nations Study Team, headed by Mr, G. Kansu, with 

the British econonomist, Professor E.A.G. Robinson acting as a Senior 

Adviser.-!/ 

At the request of ASEAN, the United Nations Study Team was organized 

to look into the scope of economic co-operation for ASEAN and to identify 

possible ways and means for more concrete co-operation action. Tite UN 

Team recommended three major techniques for regional economic co-opera

tion: (i) trade liberalization through preferential trading arrangements, 

aimed at promoting intra-ASEAN trade and greater specialization between 

member countries; (ii) industrial complementation arrangements, mainly 

undertaken ly the private sector and aimed at rationalizing existing 

industries by introducing complementarity in production; (iii) package 

1/ 'Economic Co-operation among Member Countries of ASEAN', Journal of 
Development Planni~, Number 7, United Nations, New York, 1974. 
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deal agreements for the allocation of large-scale industrial plants to be 

negotiated at the official level in order to launch certain large-scale 

industries which require a regional market to become economically viable 

In t:1e circumstances the reco111Dendations of the UN Study Team were 

closely followed by the ASEAN leaders in Bali and became the backbone of 

ASEAN's regional economic co-operation. 

'Tile UN Study Team report, without recommending any definte form 

for a higher level of economic integration such as a free trade area, 

a customs union or a common market, suggested three techniques of co

operation which should allow for a more steady growth of intra-regional 

trade and for a balanced allocation of large-scale industrial project~ 

so as to bring about a more equitable distribution of benefits of 

regional economic co-operation. Above nll, the recommendation were 

geared to the political reality of ASEAN as it was perceived in 1970, 

when a slow and cautiou3 approach to regional co-operation was viewed 

to be the only politically feasible course of action. By 1976, ASEAN, 

under mounting external pressures, had grown 1110re cohesive and developed 

a greater propensity to undertake more serious co-operation efforts. Had 

the UN Study Team recommended bolder and more ambitious measures for co

operation, it is conceivable that the ASEAN Heads of Governments, under 

the euphoric influence of the rising "ASEAN spirit" prevailing at the 

Bali Summit, could still have endorsed them in principle. 

(e) Trade liberalization 

Regional co-operation in trade does not only lead to the alteration 

of the t~ade pattern of the region, but also ultimately bears directly 

on the structure and pattern of the region's industrial developme~t. 

Before going into detailed analysis of ASEAN co-operation in the field 

of industry, a brief discussion of ASEAN's practice in trade co-opera

tion is highly warranted. 

'Tile existing low level of intra-ASEAN trade has always been the 

rallying point for the "regionalists", who strongly advocate a rapid 

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

base and to reduce its over-dependence on the industrial countries. 

However, the lntra-ASEAN trade since 1976 has simply failed to take off 

in real terms and remains stagnant at around the 15 per cent level, 
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despite the implementation of some regional trade liberalization measures. 

In a sense, the sluggish expansion of intra-regional trade in ASEAN brings 

to the fore the inefficacy, at least in the intial phase, of the tech

nique of trade co-operation ado~ted by ASEAN. At the same time, the 

stagnancy of intra-ASEAN trade also reflects the tremendous structural 

problems and institutional biases operating against intra-regional trade. 

Many of the inherent obstacles standing in the way of intra-ASEAN trade 

are well-known. Firstly, the existing trade and production patterns have 

allOloted only limited absorptive capacity in the ASEAN countries for each 

other's major exports like rubber, tin, timber, palm-oil, and coconut 

products, which are primarily destined to be consur~d outEide the region. 

A notable exception is the Thai exports of rice. Secondly, the ASEAN 

economies at their present stages of deveiopment have almos~ ev~austed 

their conunercial capacities in responding to the large and growing export 

markets of the developed countries during the past two decades. Thirdly, 

the import-substitution policies together with the balance of payments 

difficulties faced by some ASEAN col·.ntries have resulted in certain 

policies which are inherent!} biased against re~ional trade; e.g. high 

priority for the import of capital and ir.termediate goods which 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. But in the short run, 

a fundamental change in the technique of regional co-operation in trade 

can also 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 growth and industrial adjustment in the member 

countries. 

At the Baii SullDD.it meeting, the five governments had, in their 

Declarati0~ of Concord, expr~ssedly com:nitted themselves to trade liberali

zation through Preferential Trading Arrangements (PTA). The PTA agree

ment, signed by ASEAN Economic Ministers in Manila in February 1977, is 

to provide an overall framework for the member countries to ~xchange 

trade concessions so as to expand intra-ASEAN trade. The instruments for 

the implementation of the PTA include eY.tension of tariff preferences, 

11~eralization of non-tariff measures on a preferential basis, long-term 

commodity contracts, purchase finance support at preferential interest 
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rates, and preferences in pro~urement by government entlties. Of these 

instruments tariff reductions have been by far the most important. Tariff 

negotiations are to b~ conducted by the Tariff Preferenc.e Negotiating 

Group of the Committee on Trade and Tourism (COTT), and preferences are 

to be exchanged on a product by product basis. 'lbe preferences are in 

most cases expressed as a certain percentage of the existing import duty 

levied on extra-ASEAN imports of the products. Intle first round, some 

1,700 items were intially considered but 200 items were short-listed, 

out of which only 71 products were finally picked after a good deal of 

protracted negotiations and hard bargaining. 

in June 1977 and implemented in January 1978. 

The first round was approved 

Tariff negotiations are 

held quarterly on the basis of offer and reque&t lists of each member 

country. By the middle of 1981, 5,825 product items with binding zero 

tariff rates or preferential margins of 20 per cent, 25 per cent or above 

have been exchanged. By the end of 1982, the number of commodity items 

approved for PTA has reached 8,527, even though most of these items carry 

only 10 per cent reduction. 

It should be realized that the PTA still accounts for a very small 

percentage of the total intra-ASEAN trade, ont reason reing that the 

existing commodity-to-coumodity pattern of tariff preferences involves 

many articles with a low tr~1e content, especially since tariff reductions 

are negotiated on the basis of the BTN (Brussels Tariff Nomenclature) 

seven-digit level for articles that enter into wo~ld trade. In fact, 

a large number of the commodity items included initially in the PTA-

list were actually articles so minutely refined down to the seven 

figures that they had almost no trade impact. 

All this led to arguments that the PTA scheme bas~~ on its present 

structure and in this initial phase is not likely t0 produce DaJch signi

ficant effect in terms of restructuring the ASEAN trade pattern towards 

a distinct regional orientation. It has been suggested that ASEAN could 

have followed a faster process of trade liberalization had it from the 

start adopted the more efficac!ous across-the-board tariff reductions, 

instead of the comnodity-to-co111nodity approach. The coumodity-to

commodity approach has an open-ended time irame and has given rise to 

cumbersome negotiations between the member states. In contrast, the 

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 



'. 

- 26 -

psychological sti.mllus needpj for a signif ica~t breakthrough in intra

ASEAN trade. 

However, during the last two years fresh efforts in ASEAN have been 

made to enlarge the general tariff cut to an average of 20-25 per cent, 

with the cut-off ceiling for the import valu~ of PTA items being raised 

from US $50,000 to US $500,000. In addition, measures are also being 

taken to deepen the trade perferences by introducing a 20 per cent across

the-board tariff cut on items with import values less than US $50,000, 

subject to national exclusion lists on sensitive products. 

In the very long run, such selective ~rade liberalization, operated 

through the lengthening and deepening the PTA scheme, could of course 

produce a significant impact on the region's trade structur~. But the 

mechanism would be far more effective if the products covered could 

include more non-traditional items, preferably those directly related 

to the regional industrial projects or region3l industrial complementa

tion schemes. Hence trade liberlization, in the final analysis, is 

closely linked to industrial co-operacion. 

(f) ASEAN industrial co-operation in practice 

The main thrust of ASEAN's current endeavours toward industrial 

co-operation is contained in two basic programmes: the ASEAN Industrial 

Projects (AIP) and the ASEAN Indust~ial CO?Dplementation (AIC) schemes. 

The AIP scheme seeks to establish large-scale govern~1ent·-initated indus

trial projects while the AIC programme attempts to promote greater comple

mentarity among existing industries through private initiatives. It was 

felt that the private sector would be in a better position to initiate 

and promote AIC projects due to their extensive and pervasive network of 

commercial linkages, while governments would be better equipped to handle 

large projects involving heavy capital investments. The AIP scheme was 

launched immediately after the Bali Summit attracting a great deal of 

attention. However, its subsequent lack of quick progress has resulted 

in the shift of momentum of industrial co-operation to the AIC programme, 

which currently becomes the mainstay of ASEAN industrial co-operation 

efforts. 

As mentioned earlier, the scope and techniques of regional economic 

co-operation for ASEAN adopted at the Bali meeting follow closely the 
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recomnednations of the United Nations Study Team. Specifically for indus

trial co-operation, some of the findings and recommendations of the ECAFE 

(now ESCAP) report on "Asian Industrial Survey for Regional Co-operation" 

prepared in 1973 are also relevant for ASEAN's current efforts towards 

industrial co-operation.!/ Tite techniques of industrial co-operation 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 large industries on a "package 

deal basis" by the ASEAN governments while the AIC programae would facili

tate the rationalization of existing industries, particularly the medium 

or smaller industries, through complementation to take advantage of the 

enlarged regional market. 

(i) The ASEAN Industrial Projects (AIPs) 

The De.~aration of ASEAN Concord provides, inter alia, that member 

countries "shall co-operate to establish large-scale ASEAN industrial 

plants particularly to meet regional requirements of essential commodities, 

and that the expansion of trade among m~..mber states shall be facilitated 

through co-operation in ASEAN industrial projects". Priority is to be 

given to industrial projects which could utilize the raw materials of 

m£lllber countries, create employment, contribute to the growth of food 

production, and lead to increased foreign exchange earnings or savings. 

Itlt'lediately 3fter the Bali Sulllllit, the ASEAN E~onomic Ministers 

gathered in Kuala Lumpur in March 1976 to identify and allocate the first 

package of ASEAN Industrial Projects (AIPs): urea projects for Indonesia 

and Malaysia, a diesel engine project for Singapore, a superphosphate 

project for the Philippines, and a soda-ash project for Thail3nd. Each 

of these fiv~ industrial projects was expected to require an investment 

of about US $250-300 million, with the host country taking up 60 per cent 

of the total equity and with the remainj~.g 40 per cent to be eqnally shared 

out among the other four meml..ar countries. Private sector in t:·,e host 

J./ The project was sponsorei by ECAFE in conjunction with thP. Asian 
Development Bank., UNDP and UNIDO, vith Professor H.C. Bos as the co
Jrdinator for the project and ?'r. A. Feraldis as tr.e leader of the 
pet"llillnent team. The report was published as Document AIDC (9)/1, 
United Nations, N.Y. (1975). 
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country could take up e~uity participation up to 40 per cent. It was also 

agreed that up to 70 per cent of the infrastructural costs of theee pro

jects could be financed by foreign loans. Meanwhile, the Japanes~ govern

ment announced that it was ready to provide US $1 billion as loans to help 

finance the AIPs. But the Japanese made it clear that their financial 

coumitments could only be extended to projects which were provetl economi

cally viable. This was also the point to which the ASEAN leaders had 

agreed, and they had since repeatedly stressed that economic viability 

of the projects DIJSt be established by feasibility studies before the 

final signal to go ahead be given. 

In some ways the original allocatic~ of the AIP package would seem to 

be fairly rational in terms of location, factor endowment, indust:ial 

strucutre, raw material supply and market potential. While the engine 

project would be appropriate for Singapore with her urban economy and a 

relatively more advanced industrial structure, the other four industries 

were resource-based industries clearly suitable for the other four agrarian 

ASEAN countries needed for the technical transformation of their agricul

tural sectors. Beyond such a generalization, rational allocation would 

also require the fulfilment of both efficier.cy and equity conditions before 

a particular project be declar~d viable. 

The progress of the AIP scheme has, however, been SLOW. So far only 

the Indonesian and Malaysian urea projects have really come off the ground 

and are expected to come into commercial production by 1984. The Thai 

soda ash project is still in the process of feasibility study, while the 

remaining t~o projects allocated to the Philippines and Singapore ~ave 

since been officially withdrawn. 

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

on the "package-deal technique" as recommended by the UN team. Such 

technique envisages a prominent role for the member governments in the 

identification, selection, location as well as the imrlementation of 

these projectG. It is held 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. 

Tiiere is a great deal of obvious economic sense for the ASEAN 

countries to undertake the package-deal approach to industrial co-opera

tion, 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 
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co-operation basis because of the resultant larger market. Accordingly, 

the economies of scale bP-come the basic rationale tor the establishment of 

regional industries. 

Tite ECAFE study has shown that regional industrial projects would 

actually require less investment and less labour per unit of output than 

for similar national projects. Tite relative superiority of regional co

operation over non-co-o~eration comes out clearly in cost differences. 

Tite cost of meeting a supply deficiency is significantly less in the ca8e 

of industrial t l-operation than in the case of non-co-operation. Savings 

in costs would also be greater for industrial co-operation th~n in the case 

of importing from third countries. In fact, industrial co-operation is 

expected to lead to a larger rositive 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 regional indus

tries could be actually established in a manner that would really be 

optimal from the point of view of efficient resource allocation. Economic 

factors i....a.y be allowed to dictate the choice of industries for ASEAN indus

trial co-operat~on but not the geographic distribution of industries within 

the region, wh lch entails political considerations as well as the complex 

issue of trade-off between economic efficiency and social equity. In the 

short run, thl~ effects of regional co-operation could well apy ear 111.1ch less 

favourable to member countries since regional industrial projects 111.1ch 

emerge from their infancy before cost advantage could be fu~ly realized. 

This raisLs the question of protection. The survival of the project 

during it3 infancy would then depend crucially upon the preferential 

treatment .'o be received from other membL.c countries. :Finally it should 

be stressed Lhat there are many industrieF in the ASEAN regicn which 

could not be competitive at world market prices even if all the national 

markets in the region were integrated. There are many more issues like 

this, and they all add up to be a significant gap between theory and 

practice. 

Taken as a whole, the AIP package is conceptually sound and appealing. 

In practice, however, it is not easy to identify economically viable 

projects which can also pass the test of political acceptability by all 

member countries. Good economics does not necessarily mean good politics. 

At tbe 1.mplementational level, there a.:e a host of common problems arisin~ 
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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. 

Urea projects: Indonesia and Malaysia 

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 dcmestic short

fall. Fertilizers are therefore badly needed to step up their "Green 

Revolution" in order to boost food p!:oduction. Furthermore, both countries 

have abundant supplies of natural gas, the main raw material for the manu

facturing of urea. In the case of Indonesia, there are already domestic 

facilities for the production of urea geared to the national market. 

For ASEAN as a whole, the demand for nitrogen fertilizer is expected 

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

tons by 1985, which will exceed the r~gion's existing production capacity. 

At the time of the adoption of the urea project, Indonesia's nitrogen 

fertilizer output accounted for 71 per cent of ASEA\·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 existinz urea plants, PUSRI I and PUSRI II are 

located at Palembang in South Sumatra, with annual capacities of 100,000 

tons and 380,000 tons respectively. In addition, two more new plants have 

just been completed, with another two being scheduled to be completed in 

two or three years' time. Meanwhile, the Philippines have also laid down plans 

for an urea factory, with an annual capacity of 390,000 tons, to be built 

at Limay while Thailand's Mae Noh Industries is in the process of phasing 

out its urea and a111111onium sulphate production. 

It follows that if the ASE.AN urea projects for Indonesia and Malaysia 

as well as the national pr0ject of the Philippines were fully taken into 

ac.;.c.:int, the total supply picture for ASEAN will change drastically. 

Total urea output would increase from 0.5 million in 1976 to 3.7 million 

in 1985, when all the planned projects are expected to be in production. 
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Indonesia became self-sufficient in urea in 1979 when its new plant in 

Kujang came on stream. With the completion of the ASEAN urea project at 

Acheh, Indonesia would have urea surplus. In the c&se of Malaysia, which 

hitherto produced no urea, overproduction would also occur once its ASEAN 

urea project is fully in production after 1984. Singapore, being a non

agrarian economy, would demand only a tlny quantity. In the case of the 

Philippines their 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 also that these two markets could 

not absorb all the excess output of Indonesia and Malaysia if the two 

designated ASEAN projects were put into full capacity production. Unless 

ASEAN was to culti·.tate extra-regional markets, its urea output would run 

into a considerable oversupply, soon after 1985. 

It might be argued that in the circumstances, Indonesia's ASEAN pro

ject at Acheh, with the planned capacity of 670,000 tons of urea and 

330,000 tons of annnonia per year, should have been planned from the begin

ning as an export-oriented operation geared to the i~ternational market 

rather than as a national or regional concern, which would require pro

tection and subsidies to become v~.able. Malaysia has faced no less a 

dilemma. Malaysia's ASEAN project at Bintulu (Sarawak), with the planned 

annual out~ut of 530,000 tons of urea and 360,000 tons of annnonia, has a 

capacity grossly beyond Malaysia's own domestic need. Of course, Malaysia 

could have chosen a smaller national plant but that would involve higher 

unit cost with the result that Malaysia's output might not be even 

regionally competitive. In short, given the exiating level of demand 

for urea in ASEAN which at present seems to remain lower than could be 

expected due to relatively low level of fertilizer application of far~s, 

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 tr~ pur

pose of the extra-regional ex?ort markets. 

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 number of industries includi.ng sodium-based 

chemicals, pulp and paper, and scrap and detergents. At the time when the 

first AIP package was intiated, the Philippines was the largest consumer 
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of soda ash, accounting for 40 per cent of the total ASEAN consumption, 

with Indonesia and 'nlailand together constituting only 16 per cent. The 

Philippines originally indicated interest in a proposed soda ash project. 

The proje~t was, h0Wever, eventually designated to Thailand mainly on the 

grounds that Thailand has huge rock salt deposits 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 ou~put of 400,000 tons. 

From the outset, there was nuch 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 outside. Concerns were 

also raised regarding the transport problems in Northeast Thailand. 1be 

rock salt mining site is located at Bamnet Narong about 260 kilometers 

from Bangkok, while the limestone quarry is near Bangkok. Both the rock 

salt and ~imestone deposits are separated from the new port of Laem 

Chabung by a distance of 430 kilometeLs, and this means that heavy infra

structural investment for a new rail link is a precondition for construct

ing 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 would raise the F.O.B. price of rock 

salt to about US $10 a ton. The construction of a new railway and the 

development of new port facilities would substantially reduce the trans

port cost eventually but this would increase the total· capital cost of 

th~ project. Subsequently, the Thai Government decided to adopt the 

project by absorbing the entire infrastructure costs incurred in the 

construction of rail road and port facilities. The Thai Government held 

20 per cent of the equity, with the private sector taking up 40 per cent. 

The first meeting of the shareholder entities for the project, the 

ASEAN Soda Ash Co. Ltd. was held in ~angkok in October 1979. Presently, 

follwoing a recent decision by the ASEAN Economic Ministers Me~ting, 

studies are being carried out as to the best viability of two alternatives: 

( 1) To retain the rock aa lt mine with the ASEAN Rock Salt-Soda Ash 
Project as earlier agreed upon but to red11<:e the rock salt 
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production capacity from 1.8 million tons!/ to 600,000 tons per 
annum; 

(2) To exclude the rock salt mine so as to reduce the total project 
cost. 

The Philippines' first package AIP 

Huch as the other agrarian-based ASEAN countries, the Philippines 

wanted to develop its own chemical fertilizer industry. Tbe selection 

of the phosphate fertilizer project for the Philipp~nes was mainly based 

on the fact that the Philippines has abundant supply of sulfuric acid from 

its copper smelting plants, d2spite the constraint that the Philippines 

would have to import the otner raw material for superphosphate, the phosphate 

rock, from outside the region. 

Phosphate is second only to nitrogen in fertilizer consumption in the 

ASEA~ region. Tbe United Nations Study Team estimated ASEAN' s demand for 

phosphate fertilizer would reach 416,000 tons by 1980. Tbe production 

capacity of ASEAN at the time was only 71,000 tons. Hence there was a 

growing demand in the region for this product. Tbe size of the ASEAN 

project for the Philippines was rather unambitious: its planned output was 

only 180,000 tons of phosphcric acid per year at a relatively small invest

ment of US $44 mill:f.on. Tbe ou;:out would satisfy the demand in the 

Philippines and leave a small surplus for other ASEAN countries. But it 

would not in any case create such an excessive overproduction as to 

seriously glut the regional market. 

Tbe 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 superphosphate output in the Philippines 

would range between US $308-379, depending on the raw material prices 

whereas the ruling world prices in 1977 were around US $180. The high 

unit cost for the proposed Philippines project was mainly due to the fact 

that the Philippines would have to import phosphate rock from the United 

States, which takes up 60-65 per cent of the total production costs. The 

high costs would mean that the project would require an external tariff 

protection to the extent of 70 per cent in orJer to make it commercially 

viable; but this would be an unacceptably high cost for the ASEAN consumen. 

Besides, there was another difficulty. When the Philippines opted for the 

1/ Of these 1.8 million tons of rock salt 560,000 tons would be supplied 
to the soda asn plant and the remainder would be locally consumed or 
export~d. Tbe market prospects for the rock salt are, however, uncertain. 
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phosphate fertilizer project, it had counted on the relatively -l:l.eap by

produ~t of sulphuric acid from its copper smelter plants. As the world 

cop?er market slumped, this advantage was soon clouded with uncertainty. 

Therefore, it is not surprising that the superphosphate fertilizer project 

was officially withdrawn in mid-1978 on the strength of a Japanese feasi

bility study. As an ~lternative, the Philippines proposed at the Nineth 

COIME meeting in November 1979 to shift from superphosphates to ammonium 

sulphate fertilizer involvin3 nuch larger investment. However, this alter

native was quickly abandoned upon unfavourable findings from a feasibility 

study prepared by an independent consulting firm. Finally, in January 

1982 the ASEAN Economic Ministers Meeting approved as a Philippines' AIP 

a copper fabrication project. 

Diesel engine project: Singapore 

The Singapore project for diesel engines has been perhaps the most 

controversial in the first ASEAN AIP package. Diesel engines are usually 

classified according to applic~tion or HP (horse-power) range. Major 

stationary applications of diesel engines below 20 HP are primarily for 

power-tillers, rice hullers, small water pumps and other agricultural 

implements, while larger HP ranges of stationary variety Rre used as power 

3eneLators, air compressors and as power units for tractors and construc

tion vehicles. Diesel engines are also widely used for various types of 

marine crafts. All in all, the region offered a fast-growing market for 

diesel engines of smaller HP, especially since the existing production 

capacity in the region was inadequate to meet the growing demand. 

Most of the regior.' s diesel engine production capacity was confined 

to less than 300 HP and was concentrated in Indonesia, Malaysia 

and the Philippines, as neither ThaL.and nor Singapore 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 Thailand was moving into small 

stationary engines within 5-50 HP range. In the case of Singapore, plans 

were a.so on hand for manufacturing marine engines of large HP. Tile 

picture is quite clear. Tile bulk of the region's demand for diesel engines 

was confined to s11&ll BP range; but the potential residual market for smaller 

diesel engines would soon beco.e extremely narrow once the various national 

,1ans for diesel enginea were coapleted. 
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The designated ASEAN diesel engine p~oject for Singapore at the cost 

of US $200-300 million was planned for a wide range of HP from 5-12,000, 

with the annual output of 100,000 units, 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 assigned 

Project unless other member countries shelved their own national diesel 

engine plans. At the same time, Indonesia opposed Singapore for going 

into diesel enr;ine below 500 HP, rendering the Singapore project commercially 

unviable. In the end, Singapore abandoned the ASEAN diesel engi1.e project. 

The second package of AIPs 

While the numerous initial problems related to the first AIP package 

were still being tackled, the Second ASEAN SulDlllit in Kuala Lumpur in 

August 1977 went ahead to identify for pref easibility study seven further 

new projects as the second AIP package, namely, newsprint, potash, metal 

working machine tools, electrolytic tin plating, heavy-duty tyres, TV 

picture tubes, and fisheries. 

These seven projects have been allocated for the purpose of pre

feasibility study to member countries as follows: 

Indonesia heavy-duty rubber tyres 

Malaysia metal working machine tools 

Philippines: newsprint and electrolytic tin-plating 

Singapore 

Thailand 

TV picture tubes 

potash and f'~heries. 

The selection of heavy-duty tyres for Indonesia seems appropriate 

because not only is t~er~ a large and growing demand for heavy-duty 

tyres but also the region itself is the major pcoducer of the basic 

raw material, natural rubber. On the surface of it, Malaysia should 

have put up a bid for this project as Malaysia is the most significant 

producer of natural rubber in the region and Malaysia is the only ASEAN 

country •.ihich is currently exporting heavy-duty rubber tyres. However, 

Indonesia was given the rubb£,r tyres project on grounds that Indonesia 

had been heavily dependent on imports of rdbber tyre~. 

1bere are consider~ble scale economies in the manufacturing of machin2 

tools, products of which ASEAN has a considerable demand. It would seem 

that Singapore would be a strong contender for such manufacturiag. However, 
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Malaysia having no existing plants producing machine tools was given the 

allocation for the ASEAN machine tools project. 

ASEAN has sufficient tropical timh~~ resources as raw materials for 

th~ production of newsprint, and all ASEAN countries except Singapore 

have existing newsprint capacity. Tite Philippines was exprassing the 

strongest interest for this project and eyen suggested it as a substitute 

for its ill-fated superphosphate project in the first AIP package. The 

Philippines was also allocated the electrolytic tin plate project, even 

though also Malaysia as well as Titailand and Indonesia are major producers 

of tin. 

The ASEAN countries still depend on imports of TV tubes, particularly 

colour TV types. At the same time, all the ASEAN countries are making 

efforts to expand their TV tube output to meet domestic demand. Originally 

Singapore took up the TV tube project 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 he too small 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's entire potash consumption at the time of adopting the 

second AIP package was met by imports, and the inclusion of a potash 

project in the second package was therefore considered raticnal. 'IhailanJ 

was assigned this project because Titailand was then the region's largest 

potash consumer, Titailand was .nls'J aseigned the fisheriec:: project as Tirniland' s 

fishing industry was the most dGveloped in the region. 

Thus, the second AIP pa.ckaee has been assigr.ed to the respective 

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 i.r..itial phase of im?lementation. 

(ii) 1be ASEAN Industrial Complementation (AIC) programme 

E?olcti~~ vi the prograunne 

Industrial complementation can take l!lany forms.· On-: t-ype of c.omple

mentation agreement provides for the establishment in each member country of 

an integ=ated industrial plant covering all stages of the manufacturing 

procc~ti from raw materials to finished products witn a portion of the out-



- 37 -

put to be supplied to the other participating countriee. In this way, 

the participating industry will be able to specializ~ in a particular pro

duct in the vertical manner and will stand to benefit from the enlarged 

regional market. Another type of complementation agreement provides for 

horizontal specialization, by which member countries can spcialize in 

producing different components or parts for the same products, which 

will then be shipped to other member countries for the final assembly 

or finishing. Finally, complementation can also ope1.ate by combining 

both vertical and horizontal specialization. 

Following the approval of the first AIP package at the Bali Summit, 

stPps were soon taken to work out the basic gutdelines for industrial 

co:nplementation. As the AIP scheme was running into difficulties and 

losing momentum, the foucs of ASF..AN industrial co-operation shifted to 

industrial complementation, leading to the signing of the Basic Agreement 

on ASEAN Industrial Complementation by the ASEAN Foreign Ministers in 

October 1980. The most important provisions of the Agreement are as 

follows: 

1. An AIC package DI.1st be participated in by at least four of the 
five member countries, unless otherwise approved b:r the ASEAN 
governmental organizations. 

2. Identification of product& for inclusion in an AIC package 
shall be done •y the ASEAN Chambers of Commerce and Industry 
(ASEAN-CCI); while approval of the package and associat£d trade 
preferences shall be undertaken by the ASEAN governmenta~ 
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 o!' the dominant role played by the private sector in the 

largely market-oriented mixed economies of ASEAN, the AIC progral!lllle, in 

enlisting the active participation of the private sector, may well be 

the most effective avenue for achieving industrial co-operation in the 

long run. 

The institutional machinery for t~e 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 serv~ the ASEAN Economic Ministers are heavily involved with the 
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complementation activities. The accreditation of the AIC package is per

formed by the CCIME, while requests for trade preferences for the products 

in the complementation packa~e are evaluated by the Trade Preferences 

Negotiating Group of the COTT. The fir.al decision is taken by the ASE.AN 

Economic Ministers, who meet from time to tim~ to given general direction 

to the complementation operations and assess their progress. 

The key component of the institutional s~ructure for AIC is, of course, 

the private 3ector, which is given the initiative to identify and form.ilate 

the AIC package. 'nle ASE.AN Chambers of COUDerce and Industry (ASE.AN-CCI) 

is to act as the official spokesman for the private sector and therefore 

officially becomes the recognized channel of colllD.lnication between the 

government and the private sector in the ASE.AN countries. In all the 

ASE.AN countries there is a well-established Chamber of Commerce of Industry, 

which represent& the interest of the powerful business and industrial 

establishment. Members of the CCI in the individual ASE.AN countries have 

often close links with the technocrats in the government. 

Chart II depicts the intricate l~nkages between the ASE.AN-CCI and 

the ASEAN governments in the area of regional economic co-operation. One 

notable feasture is that for each of the five ASE.AN governmental economic 

committees, there is a counterpart in the form of a working group within 

the ASEAN-CCI structure. In the field of industrial co-operation, for 

instance, there is an ASEAN-Cl:I Standing Committee on Industrial Comple

mentation, in addition to the ~orki4z Group on Industrial Complementation 

(WGIC). The WGIC co-ordinates the work of various Regional Industry Clubs 

(RICs). RICs are essentially the aggregates of private seLtor entities, 

associations, federations or groups within the same industry representing 

each of the identified industries for possible regional industrial comple

mentation. 'nley are composed of representatives of the nati.onal industry 

clubs but have been officially accreditated by the ASEAN-CCI. Some indus

tries are by nature so extensive, e.g. chemicals, that their RICs have 

fotoad it necessary to divide into several sub-groups within their Club, 

:!.n order to focus effectively on some &pecific branche.'3 of the indu-try, 

such as paints, sulphuric acid, soaps, detergents, fertilizers and so on. 

Proposals for industrial complementation initiated by the national 

industry associations are first submitted to the RIC for consideration. 

TI1e RIC will then forward the proposal to the WGIC for the endorsement of 

the ASE.AN-CCI Council. Tile Secretary-General of the ASEAN-CCI will finally 
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transmit the AIC proposals for action to the Oiairman of the ASEAN govern

mental colllllittee 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 Ministry officials to ensure that the intended 

proposal has met national policy priority. At the ASEAN-CCI level, the 

WGIC will work ~ntensively to identify the various issues and problems and 

to iron out conflicts before making recolllllelldations to the ASEAN govern

mental co!ZL.'..~tee. At the ASEAN level, the relevant ASEAN technical 

committee, normally the COIME, will evaluate the proposal before f\ltting 

it up for the next ASEAN Economic Ministers' meeting for the final approval. 

lbus the process for the development of an AIC package can be long and 

time consuming. In particular, proposals for the AIC package for the 

"new products" usually require a lot of data and information not readily 

available. Hence the prolonged pro~ess of discussion and consultation. 

lbe process of intet:action of ·.rarious groups :!'.s shown in Chart III. 

The activities under the AIC programme are summarized in Table 3. 

'lbe implementation of AIC packages: lbe automotive industry 

So far some 30 AIC proposals have been considered by various RICs, 

most of which are concerned with "new prod:.icts". However, there are only 

two AIC packages which have gone through the whole exercise and been 

approved by the ASEAN Economic Ministers. 'lbe first AIC package is con

cerned w!.th "existing products" while the second with "new products". 

Both are in the automotive industry. 

Since the automotive industry has displayed the ~reatest potential 

among all the proposals for regional co-operation and has mad~ more progress 

than the others, it warrants some special consideration here. 

Except for Singapore, assembly of motor-cycles, priv2.te passenger 

cars, light comme·:cial vehicles and trucks is D1Jch 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) 

vehicl~s and components in knocked-down (CKD) form. 

However, the demand for vehicles in each ASEAN country, and even in 

the entire ASF.AN region, is too small tc. o\.ij)pvrt th.a integrated manufacture 

-----------____ _:_____:__ _______ ____'.__.__ ____ .:___~~--------------
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Table 3. lndustr!ai C0111pelementation Projects considered by Regional industry Clubs 

Industry 

1. Automotive 

2. Electrical/~lectronics 

3. Agricultural machinery 

4. Chemicals 

5. Food processing 

6. Rubber products 

7. Glass 

8. Pulp and paper 

9. Textiles 

10. Iron and ateel 

AIC projects considered 

First AIC package, (existing 
products) 

Status of project 

Approved by ASE.a.ff. 

Second A!C package, (new products) Econ011ic Ministers. 
(Total of !O projects) 

TV picture tubes, black and white Dropped in 1978 due to 
lack of consensus. 

Transformers 

Hermetic compressors 

Kini tractors 

P~er sprayers 

Power transmissions 

Acetylene black 
Ctlorinated paraffin was 
Titanium dioxide 
High test sodium hypochlorite 
Freon gas 

Regional grain storage 

Fish cannery 

Slaughter house and cold storage 
for beef 

Dry baker's yeast 

Heavy duty tyres 

Ca::bon black 

Tyre cord, nylon 

Dropped in 1981. 

Feasibility study dis
continued, 1981. 

tn.'DP's tr~hnical assist
ance requested by COIKE 
for feasibility study. 

Undf'r consideration ·,y RIC. 

Under consideration by RIC. 

For discussions at next. 
JllC meeting, December 1981. 

Disapproved December 1981 
by Comaittee on Food, Agri
culture and Forestry. 

Endorsed to working group 
'>11 Food, Agriculture and 
Forestry, December 1980. 

Seeking feasibility study. 

To be proposed for PTA. 

RIC concluded not viable. 

Under RIC consideration. 

Cteaical for fabrication of rubber Dropped by RIC, November 
products 1978. 

Synthetic rubber 

Tinted sheet glass 
Figured sheet glass 
Saftey glass 

Securi~y paper mill 

Mill spare parts and accessories 

Magnesia clinker 

Billet •111 

Farro alloys 

Graphite electrode• 

Found not viable by RIC. 

Under discussion by RIC. 

UNDP technical assistance 
for feasibility sutyd re
quested by COIHE 

Study group to be convened 
tG aake pre-feasibility 
study. 

UNDP'• technical a••i•tance 
requeated by COIKE for 
feaaibility atudy. 

Dropped by RIC, March 1980. 

To oe presented to lIC at 
next Mating. 

Prefeasibility study to ~e 
prepared. 
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of vehicles on internationally competitive scale. Tile automotive market 

in each ASEAN country is further affected by the proliferation of differ

ent makes and different models. Tiie 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's 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 

engine designs, an integrated manufacture of passeager cars by countries 

with week industrial base could well be a high risk undertaking. 

At the same tb.ie, a vast market exists in the ASEAN region for 

components manufactured in the region either to be used in new ve.~icle 

assembly or for the replacement market. The scope for component manu

facture 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. Tile hundreds of 4utomotive components which 

go into an automotive vei1icle require a variety of industrial processes 

and materials, including iron, steel, non-ferrous metals, plastics, 

rubber and glass, to manufacture. The standards of precision needed 

in manufacturing these components to the tolerance requi~ement and inter

changeability will foster the development of manufacturing techniques 

training methods and quality control systems, which will all add up to a 

substantial boost to the industrial capability of the member countries. 

The automotive components which could become the subject of a regional 

complementation scheme are those which require the enlarged regional 

market to be economical. They include sub-assemblies such as petrol 

engines, diesel engines, transmissions, drive axles, drive shafts, sus

pension pares, and steering mechanisms. Components of sub-assemblies 

such as engine crankshafts, valves, pistons, bearings, transmission ~ears 

and gear forgings could also be part of the complementation package. 1be 

possibilities for exports to the original maker, or as replacement parts 

to other export 1Aarkets outside the reg~on should not be ruled out. 

The AIC package for the automotive components was first developed by 

the ASEAN Automotive Federation {AAF), which was the first RIC under the 
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aegis of the ASE.AN-CCI. The AAF is made up of five automotive associations 

in ASEAN. At the first AAF Council meeting in December 1976, it appointed 

a Technical Coaai:;tee to study and identify automotive components/parts/ . 

products for regional complementatj_on. Subsequently, the Technical COllllittee 

recommended 32 out of 121 items identified as products for possible indus

trial complementation as follows: 

A. Suspension system 

1. Shock absorber complemented by models 

2. Coil spring 

B. Power train 

1. Transmission assembly complete 

2. Driving axle including differential carrier assemply, complete 

3. Propeller shaft inr.luding "U" joints 

4. Constant velocity joints 

c. Electrical szstem 

1. Horns 

2. Wiper motors 

3. Starter motors 

4. Alternators 

s. Regulators 

6. Gauges 

7. Head light bulbs 

D. Engine and parts 

1. Engine assembly by make 

2. Engine parts 

(a) Oil screen 

(b) Oil pressure gauges 

(c) Oil temperature gauge 

(d} Thermostat 

(c} Water temperature gauge 

(f) Timing cha~n cover 

(g) Cylinder block 

(h) Cylinder head 

(1) Crankshaft 

(j) Valves 

(k) Carburetor 

(1) Timing chain 
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E. Make system and wheels 

1. Make hoses, clutch hoses 

F. Bod}: ~rts (to be complemented by models) 

1. Floor side panel assembly 

2. Side struc~ure 

3. Roof panel 

4. Frame side rail 

5. Cross members 

Of the 32 products, it was found out that there id: 

No existing facility in all the five ASEAN countries for three 
components. 

No !:!Xisting facilty in four ASEAN countries for seven 
components. 

No existing facility ~n three ASEAN countries for six 
components. 

Ne existing facility in two ASEAN countries for seven 
components. 

After the AAF Third Council Meeting held in Singapore in November 

1978, the initial package for regional complementation was agreed upon 

by AAF members. This pack.age consists of the following: 

Indonesia - Deutz diesel enginP.s (30 HP - 150 HP) 

Malaysia - Spokes, nipples and drive chain for cars 

Philippines - Body panels for Ford Cortina 

Singapore - Universal joints 

Thailand - Body panels for commercial vehicles of one ton and above 

Carburetor and headlight project'> were also agreed upon by the AAP. 

The proposed initial package as well as the carburetor and headlight 

projects were approved at the WGIC Standing Conmittee Meeting held in 

Feburary 1979 for recoumendation to COIME. After a few rounoa of meetings 

and consultation with the expert group on the automotive industry, the 

COIME eventually adopted the first two AIC packages for final E;pproval 

by the ~SEAN Economic Ministers in Bali in Septemher L980: 

First Package: 

Indonesia 

Malaysia 

- Diesel engines (80-135 HP) 

- Spokes, nipples and drive chains for motorcycles 
and timing chains for motor vehicles. 



Singapore 

Thailand 

Second Package: 
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- Universal joints 

- Body panels for motor vehicles of 1 ton and above. 

Indonc,'Jia - Steering systems 

Mal·v~~a - Headlights for motor vehicles 

Philippines - Heavy duty rear axle for commercial vehicles 

Singapore - Fuel injection pumps 

Thailand - Carburetors 

To facilitate the implementation of the first package, the AAF agrP-ed 

that the companies involved in manufacturing should take the initiative to 

work out Dlltilateral or bilateral complementation. Request had to be JD.<lde 

to the government bodies for appropriate tariff concessions. At the Fourth 

ASEAN-CCI meeting held in Jakarta in Deceni>er 1980, the AAF was authorized 

to collllllllnicate and negotiate with the COIME and the expert group on the 

automotive industry on all 1Dattera relating to complementation in the auto

motive industry. Meanwhile, negotiations on trade preferences on products 

covered under the two automotive complementation packages had started at 

the Eight~ Meeting of the Trade Preferences Negotiating Group of the COTT 

held in January 1981. The requ~sts for tariff concessions from e;i.ch 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 

Singapore) have numerous automotive parts industries operating behind tariff 

walls. 

(iii) ASEAN Industrial Joint Ventures (AIJVs) 

Evolution of the AIJV proposal 

Because of the problems and obstacles which have impeded the progress 

and implementation of AIPs, it had been perceived that the AIC programme 

may be a more effective avenue for ASEAN industrial co-operation in the long 

run. However, it has proved difficult to identify suffici~nt packages for 

industrial complementation similar to the one ~hat has been mounted on the 

automotive industry, which can involve participation from all the ASEAN 

countries despite their different indu~trial structures. As has been 

discussed in the above section, even the complementation scheme for the 

ASEAN automotive industry has not been progressing fast enough and by itself 



- 47 -

it cannot be counted upon to provide a breakthrough in regional industrial 

co-operation. Hence other avenues or other more innovative procedures for 

regional industrial co-operation within the broad framework of the AIC 

programme have been explored. 

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

that the ASEAN-CCI President, Mr. Wee Cho Yaw of S:lngarore, in his address 

to the 14th ASEAN-CCI Council Meeting held in Jakarta in December 1980, 

proposed a new concept of industrial complementation called "ASEAN Indus

trial 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 sector while the latter is normally 

presented as a package involving more or less equal participation from all 

the member countries. Conceivably AIJVs can be launched as relatively 

small projects with less capital investment and less preparatory groundwork. 

In project development or fonllllation, 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 so long as these pro

jects can yield benefits to the member countries concerned and do not 

bring about unacceptable distribution of benefits and costs among the 

promoting member countries, thus avoiding going through the whole cumber

some ASEAN machinery. 

At the ASEAN-CCI meetings in Manila in Jun~ 1981 and in Bangkok in 

November 1981, the AIJV proposal was formally considered. Meanwhile, the 

various ASEAN RICs, notably, the ASEAN Chemical Industries Club, the ASEAN 

Iron and Steel Industry Feder?tion, 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 approval. The COIME has already 

drafted the Basic Agreemt!nt on ASEAN Industrial Joint Ventures in conjunc

tion with the ASEAN-CCI. 

The key guiding principles in the draft Basic Agreement include: 

(1) Participation in an AIJV comptises at least two ASEAN countries but 

is not necesaarily limited to only ASEAN countries, provided that the ASEAN 

national componcmt is at least 51 per cent. (2) An approved AIJV product 



- 48 -

will enjoy up to 50 per cent of ASF.AN PTA. (l) OthPr ASEAJJ ~~~~t~ies ~=~ 

choose to opt out from the AIJV but their similar products cannot enjoy 

such specia! tariff preferences. (4) Participating countries may consider 

not to encourage new or addi~ional capacity for approve~ AIJV products 

during a certain predetermined short pe=iod. (5) Whenever feasible, AIJV 

products are to be equitably allocated to the participating ASEAN countries. 

(6) An AIJV product should be of internationally accepted quality and its 

price r~latively competitive. 

It can thus be seen that the AIJVs carry certain distinct advantages 

not embodied in the conventional AIC pack.age. Since the AIJVs have such 

flexibility of participation a~ 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 co-opeLa~ion. Further, 

the provision for non-ASEAN participation in the regional project opens up 

opportunity for the nultinational corporations to come in. It is well known 

that foreign enterprises have played a crucial role in the region's indus

trial development. With their superior technical know-how, management 

skills, overseas marketing connections and outside capital funds, MNCs are 

likely t.:> add greater economic viability to the projects. The emphasis 01.1 

international competitiveness is also a right rnova. If an AIJV project is 

economically efficient and becomes less dependent on PTA, it will also become 

less susceptible to the vagaries of regional political influence. 

Potential AIJVs 

At the 13th Meeting of the COIME in Kuala Lumpur in January 1981, a 

decision was taken to recoJIDllend pre-feasibility studies on a magnesium clinker 

plant, a mini-tractor plant and a secur1.ty paper mill as potent.ial AIJV 

projects. 

Magnesium clinker is needed for basic refractory used for making heat

resistent bricks for the furnaces of the iron and steel industry and the 

cement industry. Among the raw materiaJ.s for magnesium clinker, dolomite is 

the most important and is available in ASEAN, especially Thailand. The 

d~mand for magnesium cli.iker (which is a derived demand) therefore depenrla 

OL the growth of two vital industries in ASEAN, namely, steel and cement. 

The investment coat of the magnesium clinker project depends DaJch upon the 

scale of production, location, labour costs, etc. A preliminary estimate 

of the total investment for a workable size amounts to US $40 mill.ion. 

The ~in!-tractor project was proposed by the ASEAN Agricultural M..~chinery 

Federation. In Thailand and Indonesia, small tractors are increasingly used 
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for rice cultivation, and their demand is expected to r.ontinue to grow 

rapidly to meet the requirement of farm mechanization. In these two countries 

there are already a number of small tractor assembly plants. Indonesia has 

planned to set up a largL-scale national project for the production of agri

cultural tractors. The conceived AIJV project for mini-tractors is to be 

concentrated on the units with 15-25 HP. The projected annual output is 

10,000 u~tts. However, the possibility of over-production should not be 

ruled out, since the indivi·ual ASEAN countries (except Singapore) have 

alr.eady their own tractor factories. 

The ASEAN security paper mill project, as proposed, will manufacture 

security paper used for bank notes, cheques, certificates of indebtedness, 

stock certificates, revenue and postages, contracts, legal documents, 

lottery tickets, ::ind 0ther forms of financial instruments. This proj~ct 

was initiated by the private sector in the Philippines in view of the availa

bility of the principal raw material, i.e., abaca, a long-fibre plant. It 

is, however, 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 printe, 

while others in the United States. 

United Kingdom, 

The foregoing AIJV ~rojects have been more seriously considered, and 

pre-feasibility studies are carried out with support of UNDP/UNIDO. Besides, 

other projects have been proposed and identified, which include graphite 

electrode, ferro-alloy, chlorinated parafin wax, acetylene black, titanium 

dioxide and freon. M qt of these projects are still under deliberation in their 

respective RICs. Some of these projects may, however, clearly not be feasible 

or likely to be accepted by the relevant ASEAN authorities. The process of 

getting an AIJV project off the ground might be faster if the ASEAN-CCI was to 

draw up a sort of pre-screening list of feasible pro_1ects tk:at are likely to 

be approved by the ASEAN countries. 

ASEAN co-operation in incustriel finance 

The limited progress of ASEAN industrial co-operation through various 

schemes as surveyed above is in part due to the many structural proble'DS 

inherent in these schemeP _.:.:i in part becauqe of the overall institutional 

constraint associated with a particular ASEAN organization or a particular 

member country. An interesting point arises: how far has the sluggish 

progress of these projects been due to lack of financial support? In what 
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way can regional financial co-operation contribute to ASEAN industrial 

co-operation? Arc financial considerations crucial to the succe~~ oi a 

regional induslrial project? 

Financing industrial development ir ASEAN 

Industrialization progress in developing countries is highly dependent 

upon the availability of financial resources. For ASEAN as a whole, on 

accoLnt of the constant inflow of foreign investment, availability of 

internRtional aid as well as rising export earnings from the region's 

primary commodities and natural resource products, its industrialization 

programme has not been constrained by shortage of capital and foreign 

exchange. In addition, domestic financial resources in each of the ASEAN 

countries have been adequately mobili=ed for development, mainly because 

all the ASEAN countries are well endowed (at least by the average standard 

of the Third World) with financial institutions. Consequently, few indus

trial projects, public er private, are known to have been aborted due to 

lack of financing. 

Indonesia is adequately served by financial institutions. The Bank 

Negara Indonesia is the largest state-owned commercial bank specializing 

in financing industrial undertakings. The Bank Pel11hangunan Indonesia 

exter.do 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 Malaysia, financial services are generally adequate for the purpose 

of industrial development, but they are largely geareci 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 includ~ the Credit Guarantee Corporation 

which offers guarantee cover for small enterprises; the Malaysian Indus

trial Development Finance (MIDF), which promotes pumiputra participation 

in industrial activities; and the Industrial Development Bank of Malaysia, 

mainly for financing capital-intensive and high-technology industries. 

Iu recent years the financial system in the Philippjnes has grown 

extensively and in greater sophistiration. At the end of 1979, there 

were 38 private development banks speciaiizing in providing medium- and 

long-term loans for economic develop1:1ent purpos~a. Lending to the small-

--•· 
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and medium-sized pioneering industries is mainly done by the wholly state

owned Development Bank of the Philippines. 

As a financial centre in Southeast Asia, Singapore is well served 

by a whole range of financial institutions, both foreign and domestic. 

With a high saving ratio and with no balance-of-payments problem, 

Singapore's industrial expansion is easily met by domestic financial 

resources, usually channelled through the large semi-government Develop

ment Bank of Singapore. 

In Thailand, the industrial sector is currently in need of financial 

help for restructuring in order to make it more export-orient~d and to 

expand into areas outside the greater Bangkok region. The Bank of Thailand 

(the Central Bank) has been providing funds at subsidized rates to indus

tries through the Industrial Finance Corporation of Thailand. Small indus

tries can resort to the Small Industry Finance Office, which is run by the 

Ministry of Industry. In pra~tice, many industrial undertakings in Thailand 

have been funded largely through self-finance by borrowing from coD111ercial 

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. This does not mean that 

there is no demand for external financing. Small industries, particularly 

those from the priority sectors, e.g. in the rural a~eas, can turn to 

government or semi-government financial corporations. But the need for 

outside financial resources arises in the case of the large, capital

int~nsive projects, especially from the financial sources in the advanced 

countries which can offer attractive or concessional terms. 

Financing of ASEAN industrial co-operation pro1ects 

As discussed earlier, in the first AIP package, two of the five originally 

designed projects have been withdrawn, with only the urea projects for 

Indonesia and Malaysia prcceeding as planned while the soda ash project for 

Thailand i~ still under consideration. Of all the obstacles faced by the 

AIPs, Lhe financial aspects have posed the least problem. As shown in Table 

4 the financial requirements of the above mentioned three projects of the 

first AIP package have been adequately met by long-term borrowings at con

cessional rates from Japen. 



Table 4. Terms of loans for three AIPs 

Project 

Site 

Start of construction 

Total investment 

(i) OECF loan 

Indonesia 

Urea 

Aceh, Sumatra 

March 1981 

US $403 million 

(a) Amount 46.53 billion Yen 

(b) Rate of interest 2.5% per annum 

(c) Loan period (grace period) 18 (7) years 

(d) Procurement formula Generally united 

(ii) Ex-Im-Credit 

(a) Amount 

(b) Rate of interest 

(c) Repayment period 

(d) Procurement formula 

20.17 billion Yen 
a/ 

7.5 - 7.7% per annum-

10 years (after 
commissioning) 

Tied to Japan 

Malaysia 

Urea 

Bintulu, Sara• .ak 

US $322.640 million 

US $158.094 million 

4% per annum 

20 (5) years 

Generally united 

US $67.754 million 

7.75% per annum 

10 years (after 
commissioning) 

Tied to Japan 

Note: !.1 The higher interest rate is·charged on an additional sum of 5.67 billion Yen. 

Thailand 

Soda ash 

Rayong Province 

1982 

US $280.8 million~/ 

b/ This amount includes investment in the mining of rock salt and limestone quarrying which may not be 
- included in the Al.P. 

OECF • Oversea~ Economic Co-operation Fund of Japan. 

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

Firstly, the initial delay and the subsequent slow down of these projects 

have escalated the final costs. This necessitates the renegotiation of 

loans and additional borrowings, which have therefore caused additional 

delay. Secondly, there are si;bstantial differentials in the interest 

rates for different projects, because the major creditor, Japan, has 

insisted on treating each project on a case to case basis. 'llle Japanese 

also maintain that loans will be advanced to the individual ASEAN coun

tries concerned and will then be relent to the project companies. Thirdly, 

the Japanese loans are not without strings attached, and the procurement 

fornula to the projects is tied to Japan. 

As for the AIC programme, the projects have noc actually started and 

the detailed financial arrangements have yet to be worked out. Tile main 

possible external sources of finance are Japan, the EEC countries and USA, 

with Japan being the most likely source due to Japanese economic pre

eminence in the region. 

ASEAN has so far been successful in eliciting financial assistance 

from Japan fer its regional economic co-operation efforts. Through the 

Fukuda Doctrine, Japan had pledged US $1 billion to help finance 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 othP.r ASEAN endeavours, a new Japanese merchant 

bank called the "Japan Investment Comj)any" (JIC) was set up in 1980. The 

JIC 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 one billion yen, the JIC counts among its shareholders some 150 big 

Japanese corporations and securities houses. The JIC would solicit govern

ment and private financial resources in Japan and other international 

financial centres to participate in the AJDC equity fer its lending acti

vities. The JIC will mobilize long-term funds by issuing capital notes 

to Japanese corporations or by borrowing from the Japanese government 

agencies. In this way, the JIC provides a vital avenue for various ASEAN 

industrial projects (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 financial co-operation. Subsequently, a proposal was made for the 
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formation of the ASEAN-EEC Developml?nt Fund, along with a request from ASEAN 

for the EEC's contribution of US $10 millicn towards the financing of the 

pre-feasibility studies of some industr!al projects provided under the AIC 

pack.age. Subsequently, ASEAN had formally requested the EEC for a sum of 

US $1 billion in the form of concessi.onal credit to finance AIPs. The ASEAN 

req~est has raised difficulties in view of the EEC's existing financial and tech

nical aid policy with regard to "non-associated devc?loping countries". The EEC 

would rather deal with ASEAN through the Interact Group, an informal 

association of Europe's public development finance corporations. Negotia-

tions between ASEAN's Committee on Finance and Banking and the EEC's Interact 

Group are being continued. 

Aoart 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 negotiatio:i is through ASEAN' s "dialogue" with these 

countries. However, no significant results have so far. been produced. 

ASEAN financial institutions 

The presence of problems in connection with the external sources of 

finance of the ASEAN's co-operation activities has reinforced the 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 mechanism for promoting banking co-operation in the region. A 

year later the idea for an ASEAN merchant bank was mooted at the ABC meeting, 

leading to tte formation of the ASEAN Finance Cocpo~ation (AFC) in Singapore 

in 1981 with initial paid-up capital of US $50 million, to be equally shared 

by the five members of the ABC. The shareholders are drawn from all major 

banks and financial institutions in the five countries. 

The idea behind the establishment of the AFC was the creation of an 

ASEAN-owned financial institution that could provide financing facilities 

for the regional co-operation projects or other ASEAN-based enterprises. 

It was noted that the existing financial institutions inside or outside 

the region were reluctant to finance regional ventures. The United Nations 

Study Team had recoamended for the fr.rmation of the ASEAN Development 

Corporation at the suitable time for the purpose of trade co-operation 

and economic integration. But ASEAN viewed this as premature. 

In practice, the AFC is functioning more like an ASEAN Investmenc 

Bank. Its major objective is to serve as a catalyst for the region's 

economic development by actively participating in or initiating new invest-
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ment activities, especially underwriting both debt and equity issues of 

ASEAN-based industries. Thus seed equity capital may be offered by the 

AFC to the various AIC projects. The AFC can also serve as a conduit 

through which international financial resources Olltside the region is 

channelled to the region for development. Above all, the formation of 

AFC fills an important gap in the overall ASEAN machinery for regilJtlal 

co-operation, as being a formal channel 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 organizati.'.'.>ns outside 

the region had given rise to cumbersome procedures for the disbursement of 

funds to various 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 (AJDC), which 

started operation at the end of 1981. The main objective of A.JD(. js to 

solicit and channel private and official financial resources from Japan 

and other international financial centres to the ASEAN region for the 

promotion of ASEAN co-operation or the ASEAN-Japanese joint ventures. 

Meanwhile, the idea of setting up an ASEAN Export-Import Bank along 

the line of a similar organization in Latin America was also mooted. This 

would provide concessional export and import credits to promote intra-ASEAN 

trade. The proposal was formally put to 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 recou:anendations were against this 

kind of financial instituUon 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 been generally adequately provided wjth trade credits by their 

national monetary authorities. In short, the IFC mi~sion did not detect 

a sense of urgency in the region for the creation of such a regional 

export credit institution. Thus, the idf::ll. of the ASEAN Export-Import 

Bank is for the time being shelved. 

At the ASEAN Banking Council meeting in January 1980, another idea 

concerning the setting up of t;·e ASEAN Bankers Acceptance (ABA) market was 

proposed. It was held that the ABA would cut down the cost of intra-ASE.AN 

import financing which is normally done through tht Nev York Bankers Accept

ance market. Commercial banks in ASEAN, if allowed to create ABA, could 
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charge their customers lower discount rates through a secondary market for 

ABA. 1be ASEAN Central Banks and Monetary Authorities have already approved 

the ABA scheme in prioc~ple. But the high interest rates in the inter

national money market throughout 1982 had stalled progress of the ABA 

scheme. 

Special mention Dl.lSt be made in respect of the ASE.AN Swap Arrangement, 

which came into being in August 1977. This is a mechanism for short-run 

liquidity financing arranged by the Central Banks and Monetary Authorities 

in the region to alleviate temporary balance of payments needs cf the 

member countries. ~~ is done with the Central Bank of the needy member 

coun~ry swapping its local currency for US dollars provided by other 

member countries. 'nle original amount of credit available under this 

facility was US $100 million, with each member country contributing US $20 

million. Io 1978, the credit line available under this scheme was raised 

to US $200 millioil. In 1979, the Swap Arrangement was extended for 

another three years. 

Earlier in 1976, a proposal to organize an ASEAN Clearing Arrangement 

was put forward, as simi~ar clearing arrangements have been adopted in 

other regional groupings. The scheme would :Jave foreign exchange conversion 

costs in the ASEAN region and could lead to more intra-regional trade. But 

the scheme was later frozen as its potential benefits for ASEAN were consi

dered not sufficiently significant. 

In conclusion, it may be recaptured that the ASEAN reRion is reasonablv 

endowed with fairly well developed and a diverse range of financial institu

tions, which have so far provided a creditable foundation not only for the 

region!s industrialization progress but also for its recent industrial 

co-operation efforts. Unlike the regional groupings in other parts of 

the Third World, the extensive financial network in ASEAN has offered 

adequate financial services for regional co-operation activities in trade 

and industry. Some programmes in ASEAN industrial c~-operation have run 

into problems because of their structural and institutional difficulties, 

but not due to the lack of financial facilities. In short, regional 

financial co-operation in ASEAN has advanced quite significantly over the 

past few years, and further progress in this field could in the long run 

still produce more positive effect on regional co-o?erati~ in the field 

of industry. 
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(v) Ocher areas of industrial co-operation 

The main thrust of ASEAN economic co-operation, as identified and 

discussed above, are contained in the progranaes covered by PTA, AIP, AIC, 

AIJV and AFC. These activities may be ::reated as "formal" regional economic 

co-operation in the major sectors. But regional economic co-op~ration is a 

broad term and can take a variety of forms. There are other aspects or 

areas where more "infol"lllZ_" and less visi!>le regional co-operation activi

ties can take place. This refers to occasions or frameworks 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 regional co-operation programme as AIP or AIC 

have also enabled the relevant groups in each member countrJ . .> come to 

understand more the problems and needs of their couterparts in other member 

countries. The various formal programmes may not hav~ yet yielded concrete 

results, but their prolonged implementation process has certainly created 

some benefirlal 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 progra11DDes for some genuine co

operation. 'n!.is may be a long way from the regionally co-ordinated indus

trial planning; but it is nevertheless a right step to~ards harmonization 

of policies. 

Take the AIC progranme, for instance. The development of an indsutrial 

complementation involves an extensive process of interaction at various 

levels, from the private Fector as the initiator at the bottom all the way 

up to the ASEAN governments for the final decision, as sketched out in 

Chart III. This may indeed be a cumbersome procedure for mounting a comple

mentation project and has actually been one of the causes for having slowed 

down the progress of implementation. Viewed from a different angle, the 

framework for achieving AIC also serves as an effective channel of coD111.1ni

cati~n among various parties and interest groups involved in the AIC 

programme, and information exchange is a precondition for regional co

operation efforts. Besides, this also lea,'s to more technological co

operation. 

The procedures and processes for generating the AIC package are a 

convenient network for the exchange of technical information. The various 

feasibility studies and technical surveys and their evaluation can also 
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achieve the same. More concretely, regional technological co-operation is 

rondnrt:ed thrm1gh Rom@ specific arrangements: often initiated by the various 

RICs. For instance, the ASEAN Federation of Cement Manuf~cturers has 

organized several technical symposia, with resource persons from both ASEAN 

and outside, on themes including energy management and planned cement 

plant management. Tite ASEAN Federation of Textile Manufacturers has also 

organized training courses for ASEAN nationals on textile production 

techniques such as fiber testing. Some RICs have arranged technical visits which 

can facilitate the regional transfer of technology along practical lines. 

Besides, various regional professional groups such as medical personnel, 

bankers, econot:rlsts, engineers, shipper& and managers hold regular 

meetings or seminars and conferences on technical topics related to their 

own professions but often with a regional bias. All these activities contri

bute to the increased regional technological co-operation. Since most of 

the technical knowledge transacted on these forums has a special regional 

bearing, such activities may possibly lead to the development of some 

regionally-oriented appropriate technology which will in the long run serve 

the goal of reglonal industrial co-operation. 

Tite ASEAN framework not just facilitates regional technological co

operation but also promotes external technological co-operation and technology 

transfer from outside. Over the years, various international organizations 

such as UNDP, UNIDO and EEC, and the individual governments of Japan and 

Australia have been approached for financial and technical help towards 

regional co-operation activities. Indeed, many of the feasibility studies 

or background technical sur.veys for regior,al economic co-operation 

projects were financed by funds from outside or conducted ~ith technical 

advice provided from outside. 

Much of ASEAN's regional economic co-op•ration still depends crucially 

on the breakthrough in the main programmes such as PTA, AIP or AIC. But 

the gradual progress in the less notable areas as highlighted in this 

section should not be dismissed. In the long run, these "informal" acti

vities can all add up to something of more than symbolic ~ignificance. 

Titey increase the general robustness of the over.~11 regional co-operation 

system, laying groundwork or creating momentum for progress in the "formal" 

areas. 
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Chanter III 

THE ANDEAN PACT INDUSTRIAL CCHJPERATION 

(a) Introduction 

Following an intensive process of negotiations during 1968 and early 

1969 which ~ame to a close in the Colombian city of Cartagena, the .Arldean 

Pact came into being after the plenipotentiary representatives of ~olivia, 

Chile, Colombia, Ecuador and Peru signed on 26 May 1969 .. the Subregional 

Integration Agreement (= the Cartagena Agreement) in Bogota. In December 

1973 Venezuela joined the Andean Pact as a sixth member; but Chile opted 

out in 1976. The mode of the: 

specified in the Cartagena Agreement, which called for the acceleration 

of economic lntegration within the framework of the Latin American Free 

Trade Association (LAFTA). 1be Andean Pact was thus an outgro~'th of the 

overall regional economic co-operation efforts in Latin America centred in 

LA.FIA. In reality, the Andean Pact was formed largely as a result of 

dissatisfaction with the working of LAFTA, which by the late 1960s had 

lost most of its momentum. 

From the outset, the Andean Pact, with several distinctive features, 

had promised to inject aome much-ueeded fres~ vigour into the stagnating 

regional movement in Latin America. The Andean Pact was characterized by 

a few imaginative or innovative economic integration prograDDDes such as 

the automatic process of elimination of intra-regional trade barriers, the 

formation of a common external tar.tff, the provision for special treatment 

of foreign investment as well as the sectoral progranunes for 

industrial development, which all stood out as bold experiments in regional 

economic integration efforts in the Third World. These programmes of 

integration activities were by far more vigorous than those later proposed 

in ASEAN or other Third World regional groupings. Hence the Andean Pact 

has been described as a model of economic integration for developing 

countries •. !/ Without doubt, the Andean Pact experience in economic inte

gration is instructive for ASEAN and other Third World regional groupings. 

!/ R. Prenc-Davie, "The Andean Pact: A Model of Economic Integration for 
Developing Countries", World Development. No.5, 1977. 
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'nle idea of regionalism in Latin America was conceived long ago. 

Strong sentiments for greater inter-American co-operation had of ten been 

expressed in the various meetings of the International Conference of 

Am.erican States. But serious ideas of economic co-operation only emerged 

during and after the war. In 1948, Colombia, Ecuador, Panama, and Venezuela 

attempted L, 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. 

lJuring the 1950s, two significant a'.1d practical measures towards 

regional economic co-operation were undertaken under the auspicies of the 

United Nations Economic Commission for Latin America (ECLA). The first 

was the setting up of a Central American Economic Co-operation Committee 

in 1931 to study the proble'.ilS of setting up an economic union. Titis led 

to the establishment of a Central American CoUllDOn Market (CACM) and the 

General Treaty on Central American Economic Inegration, signed in December 

1960, by El Salvador, Guatemala, Honduras, and Nicaragua, and by Costa 

Rica in 1962. The second was the sponsoring of various official conferences 

and working groups on the promotion of regional trade and customs unifica

tion. This culminated in the formation of the Latin American Free Trade 

Association in February 1960, constituted hy Argentina, Brazil, Chile, 

Mexico, Peru and Uruguay. LAFTA was later joined by Bolivia, Paraguay, 

Colombia, Ecuador and Venezuela. 

As in other country groupings of the 'nlird World, the LAFTA countries 

differed substantial!y in economic and social development, and were without 

significant traditional coDDDerical ties among them, as they were geographi

cally isolated, with their economies primarily oriented towards the advanced 

countries. Internally, these Latin American countries faced population 

explosion and chronic external economic imbalances caused by their deteriorat

ing terms of trade. Th~ir industries were inefficient, partly duP- to over

protection as a result of prolonged import-substitution strat~gies and partly 

because of the smallness of their domestic markets. All these 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 
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could also strengthen the bargaining power of Latin American countries in 

the world economic arena. 

The Montevideo Treaty for LAFTA embodied the determination of the 

original signatories "to persevers in their efforts to establish, gradually 

and progressively, a Latin American co!IDllon 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 "such duties, 

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 per cent a year, and also a coDDllOn schedule 

of products for progressive tariff reduction. 

Trade liberalization brought about some notable achievements. Between 

1961-69, intra-regivnal trade of the LAFTA countries had more than doubled 

in volume and had expanded more rapidly than their global trade. A total 

of 11,000 national list tariff concessions and 9 complementation agreements 

had been negotiated. By 1967 regional tariffs had been reduced to about 

50 per cent of the level applicable to non-regional exports. Progress ~1ad 

also been made in other fields, e.g. in 1969, the Central ~anks of LAFTA 

created DD.lltilateral credit arrangements to help member countries to cope 

with dollar shortage. 

Despite the achievements, however, LAFI'A soon started to create problems 

for itself, ano ramifications generated by these problems operated to slow 

down the integration progress. Although the major efforts of the LAFTA 

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 negotiatcrs began to find it difficult 

to reach agreements on tariff concessions on products within the co!IDllon 

schedules. The fact that the Treaty of Montevideo allowed a high degree 

of selectivity ir.. the negotiation proce.ss so that member countries could 

also negotiate withdrawal of products in the national schedules made mattel's 

11Uch worse. While concessions made on products included in the conunon 

schedule could not be modified, no country was obliged to reduce any duty 

or charges on these products until the end cf the 12-year period. Conse

quently, the trade liberalization process was soon slowed down. 
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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 countries were deeply 

concerned that protection enjoyed by their domest~c industries could be 

prejudiced by the development of a broader market envisaged by the free

trade area. Such sentiments were manifested in the regional automobile 

project. 

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 and Peru to fort'\ the Andean Pact as a 

sub-regional approach to integration. These countries constituted a 

narrower range of variation in size and level of development and thus held 

brighter promise for successful integration from the start. 

(c) Objectives and framework of the Andean Pact 

The main objectives of the Andean Pact 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 Andean Pact also aims at establishing a 

favourable precondition for the formation of a Latin American Common Market. 

The ultimate objective of the Andean Pact is to promote faster economic 

growth via integration so as to improve the living standards of all the 

inhabitants of the sub-region. 

What distinguished the Andean Pact from ASEAN or other regional group

ings in the Third World was that the Andean Pact's economic integration 

objectives were more explicitly spelled out. In fact, the Andean Pact 

was going after th~ D11ch more ambitious integration targets, whiGh were 

aimed at the formation of some kind of an economic union. This means that 

tha Andean Pact 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 

trade but leave individual 11ie~~er countries free to handle their own trade 

relations with the rest of the world; 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 common external tariff barrier vis-a-
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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 policies; 

(1) Trade liberalization through progressive tariff cut. 

(2) Establishment of a coDDDOn external tariff. 

(3) Joint industrial programming and sector industrial development. 

(4) Harmonization of economic and social policies. 

(5) Implementation of the agricultural development programme. 

(6) Arrangements for physical integration; and 

(7) Preferential treatment for the less developed members Bolivia 
and Ecuador. 

Through these pv~icies, the Andea~ Pact seeks to achieve an equitable 

and balanced economic development for member countries by exploiting the 

common opportunities created by integration. A~ the same time, efforts 

are to be taken to minimize differences and to avoid conflicts that may 

crop up between member countries. The institutional framework for imple-

menting the various co-operation prograunnes is made up of two organs, the 

Commission and the Board, together with two auxiliary bodies, the Advisory 

Board and the Economic and Social Advisory CoDDDittee (CAES) 

(i) The Commission 

This is the highest decision-making organ, constituted by the pleni

potentiary representatives of all the member countries. It is primarily 

responsible for forlllllating the general policy of the C~rtagena Agreement, 

approving the essential guidelines for regional harmonization and other 

objectives of the ~greement, 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 canno si11J.1ltaneously act on behalf of his own country. The Commission 

normally holdr three regular sessions a year. 
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(ii) The Board 

This is the "technical" organ of the Cari:agena Agreement and is made 

up of three elected officials from member countries for a period of three 

years. These officials are to act in the common interest of the sub·

region as a whole and do not represent any member country. The Board, 

located in Lima, functions as the Permanent Secretariat of the Agreement, 

complete with a host of administrativ~ personnel and technical staff. The 

primary responsibilities of the Board are to ensure that the stipulations 

of the Agreement are duly implemented and that t~e Commission's deci8ions 

are complied with. The Board also submits proposals regarding the fulfil

ment of the Agreement to the Commission for approval. From time to time, 

the Board also conducts studies and initiates measurP.s for consideration 

by the Commission. 

(iii) The Advisorv Comm..tttee 

This Cotllllittee is made up of official representatives from the member 

countries, and its maip function is to counsel the Commission and the Bo2rd 

and to co-ordinate their work. This enables member countries to maintain 

close tour.h with the work being undertaken by the Board. 

{iv) The Economic and Social Advisory Committee (CAFS) 

This Conmittee consists of three representatives ea~h from the labour 

unions and the management in each of the member countries. Its main func

tion is to bring activities from the economic sectors cf each member country 

into the integration processes of the sub-region. It alms at encouraging 

participation of the private sector in various regional economic co-opera

tion activities. 

Apart from the above four instruments which constitute the majo~ 

institutional machinery for the economic integration of the Andean Pact, 

mention must also be made of the Andean Tribunal of Justice, which was 

formed in May 1979. This Tribunal is the fv4.-nal legal arru of the Carta

gena Agreement, primarily concerned with the enforcement of Lhe sub-regional 

rules covered by the Agreement. The Tribunal is empowered to interpret or 

even nullify decir 'TlB or resolutions of th~ Agree~ent and to investigate 

any infringement of the Agreement. It is useful to set up such a legal 

body to settle disputes and conflicts whi~h may arise from time to time in 

the process of integration. 
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(d) Industrial devel~pment of the Andean Pact 

(i) Industrial strategies in the Andean Pact countries 

One basic rationale behind the drive of developing countries towards 

regional economic co-operation is the need to restructure their existing 

trade and industrialization patterns. For a yroper evaluation of the 

industrial co-operation programmes in the Andean Pact, it is necessary to 

run a brief review of the industrialization processes and policies of toe 

Pact and to bring out their salient features. 

Most of the socio-economic features of the Andean Pact countries have 

been briefly noted in the introduction of this report. Suffice it to say 

that the Andean Pact with a total population of 73 million co~prises five 

relatively 3mall countries - the largest country in terms of population 

size is Colombia, with 27 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 is a familiar problem in 

other parts of the developing world. In the Andean Pact countries, 

as in most developing ~ountries, t~e need to create employment has provided 

the main impetus for the sub-region's industrialization efforts. 

'!'he strategy of industrialization undertaken in the Andean Pact countriea 

is typical of the import-substitution pattern, with countries manufacturing 

primarily labour-intensive consumer goods to replace imports. Colombia was 

the first country to have begun this process in the 1940s and has since 

developed a relatively comp!ex industrial structure. In cont1ast, Bolivia 

a~d Ecuador were late starters in the industrialization scene, and their 

manufacturing activities are still prenominantly in the stages of simple 

fabrication involving food processing, beverages, textile and clothing 

(ISTC 31 and 32) as shown in Table S. On the other hand, Peru and \enezuela 

have in recent years made considerable progress in restructuring their 

import-substitution industries towards the higher stages of import re

placement of durable consumer goods. 

Needless to say, the extent o& industrialization in each of these 

countries depends on its overall economic characteristics, particularly 

the predominance of its primary-producing sector. In Colombia, agriculture 

an<l cattle-raising still constitute dominant activities, just as mining 

in Bolivia and Peru, and petroleum in Venezuela as can be seen from Table 6. 

Im! ..................................................... _ ... 
\ 
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Table 5. The Andean Pact: Structure nf gTnr::r:: d,,~,.~ti~ }'!'~od.'.!~t !!.!!.od. ~!'k.et 

prices for manufacturing industries by country, according to ISTC, 1973 

(Millions of US dollars at 1973 exchange rates) 

ISTC heading Bolivia Colombia Ecuador Peru Venezuela Andean Pact 

Food, beverages and tobacco 

Textile, wearing apparel and 
leather 

Wood and wood products, in
cluding furniture 

Paper and paper products and 
printing 

Chemicals and chemical, petro
leum, rubber and plastic 

35.0 

27.3 

5.3 

1.8 

products 16.9 

Non-metallic mineral products 

Basic metal industries 

Fabricated meta\ products, 
machinery and equipment 

Other manufacturing industries 

Total 

4.5 

3.6 

3.0 

2.7 

100.0 

31.2 

23.7 

1.7 

5.8 

18.1 

4.7 

2.9 

10.8 

1.1 

100.0 

45.6 30.7 

20.3 17.1 

5.7 2.7 

5.4 5.4 

8.7 16.2 

7.0 4.1 

2.4 8.4 

4.5 13.9 

o. 7 1.4 

100.0 100.0 

25.5 

9.3 

2.2 

5.7 

36.0 
4.8 

5.7 

10.1 

0.6 

100.0 

30.7 

17.9 

2.6 

5.5 

21.~ 

4.6 

5.3 

10.9 

1.0 

100.0 

Source: JUNAC, "Ande.an Group, gross domestic product at market prices for -nufacturing 
sector, 1970-1980", J/VE.ES/OC4; 15 February 1982. 

Table 6. The Andean Pact: Gross domestic Eroduct of fal;tor cost bl: sector 

and country 2 1973 

(Millions of US dollars at 1973 exchange t'ates) 

Sector Bolivia Colombia Ecuador Peru Venezuela Andean Pact 

Agriculture, 
fishing 20.2 29.4 21.4 14.9 6.5 17.8 

Mining 8.1 0.5 0.3 6.5 1.2 2.4 

Petroleum 2.2 1.0 7.4 0.6 20.7 1.1 

Manufactured goods 14.0 19.5 18.0 22.6 15.4 18.6 

Building 4.6 5.4 4.5 3.7 5.4 4.9 

Basic services 8.9 7.6 1.7 6.8 11. 7 8.8 

C.overnment 8.5 7.3 8.8 11.0 11.3 9.6 

Other services 33.5 29.3 31.8 33.7 27.8 30.2 

Total 100.0 100.0 100.0 100.0 100.0 100.0 

Source: JUNAC, "Consolidated accounts for the Andean countries", 
9 July 1981. 
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lbe primary sector in these countries therefore ~oses its impact on the 

character of industrialization of the Andean Pact. llle kinds of industries 

now in existence in these countries are essentially resource-based industries, 

making use of raw materials and similar inputs from domestic sources, e.g. 

the food-processing industries in Colombia, metal industries in Peru a~d 

Bolivia, petro-chemical incustries in Venezuela. 

With the availability of raw materials as well as ready-made domestic 

markets, the import-substituting industries of the Andean Pact have grown 

rapidly since the late 1960s. All the Andean Pact countries are resource

based economies, thus deriving DllCh benefit from the first world oil price 

adjustments. With the high oil prices and the connnodity boom in the early 

1970s, the Andean Pact economies cl.alked up impressive 6rowth rates during 

the first part of the 1970s, as shown in Table 7. In the second half of 

the 1970s, however, economic growth of the Andean Pact slowed down. Slacken

ing of economic growth brought to the fore many structural problems inherent 

in these economies, especially those in their manufacturing sector. lbe 

basic problem for the manufacturing sector was how to improve resource 

allocation and to increase the efficiency of the industries. A brief survey 

of the industrialization processes of the indivudual Andean Pact 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 1970s, emphasis 

was put on increasing its production efficiency within the overall framework 

of liberalizing the economy. It was reasoned that industrialization in 

Colombia had reached some maturity stage so that attention should be paid 

to structural adjustment and internal upgrading rather than to further 

extensiire growth. 

In Venezuela, a more prominent role was assigned to industry in the 

development plans than was the case of Colombia. llle Venezuela plans 

recognized that the initial phase of import-substitution was over, but not 

all industries were ready to mount an export drive. Tile government was to 

play a different role from that of the private sector in promoting further 

industrial growth. Tile oil bonanza had produced enormous spillovers for a 

wide rate of consumer goods industries, which led to industrial imbalance. 

llle government was particularly concerned over the lack of internal cohesion 

of the manufacturing sector. In the latest (1976-80) Plan, emphasis was 

placed on the long-term need of improving industrial efficiency as well as the 



Table 7. The Andean Pact: Gross domestic Eroduct at market Erices 1 1970-'30 

(Rates of growth in 1973, national currencies) 

(percentage) 

1971 1912 1973 1974 1975 1976 1977 1978 1979 1980 1970-75 1975-80 1970-80 

Bolivi.:: 4.9 5.7 6.8 6.1 5.1 6.8 3.4 3.1 2.0 0.8 5.7 3.2 ~.5 

Colombia 5.8 1.a 7.1 6.0 3.8 4.6 4.9 8.9 5. 1 4.0 6.1 5.5 L8 

Ecuador 4.9 7.2 25.3 6.4 6.4 5.6 5.6 6.2 5.8 4.6 9.6 6.3 i'.9 

Peru 5.0 1. 7 4.3 7.5 4.5 2.0 2.n -0.5 3.7 3.1 4.6 1.6 ~ .. 1 

Venezuela 3.0 3.3 6.1 6.1 5.9 8.4 8.4 3.2 0.7 0.7 4.9 3.9 ~.4 
I 

°' 00 

Source: JUNAC, "Consolidated Accounts for the Andean countries", JN/de 566, 9 June 1981. I 
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setting up of basic industries such as alumi.:liua: iron and steel, and 

petrochemicals in order to capture the upstreaa and downstream effects of 

the booming petroleum sector. 

In Peru, the 1971-1975 Plan gave priority to the social refon.s baaed 

on economi.c growth. But industry was still considered the focal po1nt of 

the entire development strategy in order to achieve "self-sustained develop

ment". The General Industrial Law classified industries into four groups 

based on the decending order of priority. 'nlus, the first group to receive 

top priority included iron and steel, chemical fertilizers and industries 

producing capital goods. 'nle second category included goods for mass 

consumption and main items of industrial equipment. 'nle third was to 

cover industries established for "c0111plementarity", while th~ fourth was for 

the "non-priority industries". The incentives system was structured accord

ing to the above priorities. 

In Ecuador, the Plan covering 1972 to 1979 a!so focused ')tl industrial 

development in order to reduce the country's dependence on oil exports. 

'!his was put as one of the country's long-term objectives. TIJ.e priority list 

for industrial development included "strategic" industries such as oil refining, 

iron and steel, fertilizers, fishing and cement. But top priorities were 

also given to industries which could utilize opportunities created by 

regional or sub-regional integration. 

Finally, in Bolivia, the development strategy in the early 1970s 

originally stressed social reforms. Later, a new development plan 

was drawn up, emphasizing specific projects aimed at selective replace

ment of imports of fooustuffs, textiles, clothing, timber and furniture. 

Tii.is was a more pragmatic approach, although somewhat on an ad hoc basis, 

lacking overall coherence. But there was also increasing recognition of 

the need for a more balanced industrial structure geared towards the ex

ploitation of the country's r.atural resources. Generally speaking, 

Bolivia's industrial base is still weak, with a lost of features charac

teristic of the early stages of industrialization. Its industrial capacity 

is br far lagging behind that of Venezuela and Colombia. 

(ii) 'lhe role of the state 

TIJ.e role of the state in the Andean Pact'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 
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~d~s~!'.'!~!L Th~ ~".'!-:' nf t:he ~overnment is more im.~ortant and 11.ec!.sive in 

the channelling of resources from the primary sector to the industrial 

sector. By and large, the private sect~r still assumes the primary role 

in the growth and devel_opment of manufacturing sector in the Andean Pact 

sub-region. 

Colombia has the most market~oriented policy in the group. Its develop

ment plans lay down the clear-cut guideline that state intervention in the 

tunning of the economy is basically confined to the establishment of rules 

and the creation of the necessary institutional evironment and incentives 

for the private sector to operate. The state's direct participation in 

economic activities is found largely i~ ~he mining sector and in basic 

industries including develvpment of energy and infrastructure, leaving the 

manufacturing sector primarily in the hands of the private sector. 

In Venezuela, the state is heavily involved in intersectoral resource 

transfer, which essentially means channelling ar.d redistributing surplus 

from the booming oil industry to other segments of the economy. Since the 

government coffers rapidly swelled as oil revenue went up, the state had 

to invest its surplus into basic industries on the official priority list. 

In Venezuela, as in other small oil rich states, the oil incomes have 

rapidly led to expansion of the government's stake in the economy and sharply 

increase6 the role of government in the functioning of the economy. 

In Peru, the scale of government intervention in the economy is the 

highest in the A:ldean Pact group. 1be state not only 1nteI"'1enes in produc

ti~n operations in some industries but also in foreign trade as well as in 

Peru's financial system. 1be government is also actively inv · ~ed in super

vising the implementation of the socio-economic reforms at the "micro" level, 

e.g. in the labour market. At the same time, there is also an official 

movement towards decentralization, which could well reduce the effect of 

the state intervention. 

In Ecuador, an oil exporting country like Venezuela, albeit on a smaller 

scale, the government performs 1m1ch the same role as that of Venezuela, 

basically by playing an active and supportive role for industries. 1be 

government serves an important function in reinvesting income from oil to 

other basic industries. 1bus, apart from the oil sector, etate intervention 

is heavy in industries, ~\Ch as iron and steel and chemical ferti izers. 
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In Bolivia, the Plan of 1970 prescribed a very heavy role for the basic 

industries. However, the Plan of 1975 reduced the role assigned to the state. 

Nonetheless, the government was still responsible for three quarters of the 

total industrial investment for the period 1975-80. For the whole decade 

of 1970s, some 60 per cent of the total investment was attributable to the 

state. The Bolivian Development Corporation, a main economic arm of the 

government, has now control of a fairly wide range of corporations covering 

consumer and intermediate goods. The relatively economic backwardness of 

Bolivia has provided impetus for more state intervention in the economy. 

(iii) Trade-related poli:ies 

The Andean Pact countrie.1 are small economies and as such, they are also 

"open", involving a large extent of external operations. Furthermore, indus

trialization in a small developing country cannot be self-reliant or be 

ccmpletely free from international economic influences. Hence, the policy 

apparatus which determines the size and levels of forP.ign economic inter

action needs to be discussed. Here in this section, the focus is on exchange 

policy and tariff policy, which are also interrelated. 

On the whole, the exchange policy of the Andean Pact group during the 

1970s, a decade characterized by economic uncertainty and international 

monetary instability, has been passive. 1bis is particularly the case for 

Venezuela and Ecuador, which exported oil and the huge oil revenue added 

fire to these inflation-prone economies. Their exchange policy has not 

been effectively employed for either moderating inflation or sti11a.1lating 

their manufactured exports, although such a "passive" exchange rate policy 

has operated to favour production for the domestic market. 

In Bolivia, an unrestricted exchange market lasted until 1972 when the 

US 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, tend~ to discriminate 

against industries producing for the export markets. A more or less similar 

phenomenon holds for Columbia, wnere the rate of inflation has grossly out

stripped the rate of devaluation. 

In Ecuador, an official exchange rate was fixed, with the inflationary 

rates fluctuating. This works ii. :~vour of imported good1. ni.e same trends, 
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in varying degrees, apply to the Peru and Venezuela, as can be seen in 

Table 8. 

'Die effect of the exchange rate policy on industrial development cannot 

be evaluated independently of the effect of the tariff protection. In 

general, the tariff structure of the Andean Pact countries is supposed to 

operate in such a way as to expedite the import-substitution process. 'Dlus 

tariff rates are structured and n911-tariff barriers set up to protect 

domestically produced finished good• and to discriainate against the import 

of consumer goods. Tariffs on intermediate goods and capital goods are 

either exempted or levied at very low rates. In practice, the final net 

effect of the tariff protection often turns out to be quite different. In 

some cases, the goods l".xeapted for the tariff purpose are consumer goods. 

In other cases, as in Bolivia, the basic tariff structure affords greater 

protection to consumer goods than to intermediate and capital goods. 'nlis 

is another familiar example of effective protection producing (often 

unintended) results different from those of nominal protection. 

In Venezuela, the average level of protection works out to be 55 per 

cent, though the actual figure is estimated to be 69 per cent. Import 

licenses are required for products already produced at home. In Colombia, 

the tariffs have been reduced progressively, and the average rate comes 

to 26 per cent after the tariff refomr of 1979. In Peru, the tariffs have 

remained unchanged for the greater part of th~ 1970s, with the average rate 

staying at the high 55 per cent. In addition, Peru has a DllCh stricter 

system of physical controls than in other Andean Pact 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 Andean Pact countries is 

administratively cuml·ersome and economically "irrational". The Cartagena 

Agreem~nt has indeed provided the much needed framework for the rationali

zation and streamlining of the tariff policy in the subregion •. 

(iv) 3ubregional int~gration and industrialization 

The brief survey above has brought out some structural shortcomings 

and policy problems in the industriali~ation process of the Andean Pact 

count1ies. Industrialization of these countries has reached the crucial 

stage of intensifying import-aubstitution activities into the more advanced 

sector comprising many basic industries of capital-intensive industries. 



Table 8. 'llle Andean Pact: Devaluation and inflation rates bI count!1: 1 1971-1980 

1971 1972 1973 1974 1975 1976 1977 19'/8 1979 1980 

Bolivia 

i 3.6 6.4 31.6 62.3 8.3 4.5 8 .1 10.4 19. 7 47.2 

d o.o 11.4 51. l o.o o.o o.o o.o o.o 2.9 

Colombia 

i 11.0 13. l 19 .6 23.3 22.l 20.5 31.4 :t.8.8 23.9 24.9 

d 9.4 9.6 8.2 13.8 15 .1 12.1 5.8 6.1 8.3 

Ecuador 

i 9.5 7.7 12.0 22.7 14.4 10.2 12.9 13.l 10.1 12.8 

d o.o o.o o.o o.o o.o o.o 0.0 o.o o.o ....., 
w 

Peru 
~ 6.8 7.2 9.5 16.9 23.6 33.5 38 .1 57.8 67.7 59.2 
~ 

d o.o o.o o.o o.o 5.4 40.8 45.9 86.5 43.6 

Venezuela 

i 3.3 2.8 4.2 8.3 10.3 7.5 7.8 7.1 12.4 23.2 

d o.o -2.3 -2.2 -0.4 o.o o.o o.o o.o o.o 

Source: JUNAC, Socio-economic Indicatore 1 1970-1979, May 1981. 
---

i • percentage variation between average annual price indices. 

d • percentage variation between average annual exchange rates. 
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Some inoustries are in the process of making the crucial transition from 

import-substitution into export expansion. For a smooth transformation, 

many of the structural shortcomings in the manufacturing sector would have 

to be overcome. 

Since all the Andean Pact countries are relatively small economies, 

the obvious structural constraint of the manufacturing sector of these 

~conomies is the limited domestic markets which are easily exhausted in the 

initial phase of import-substitution. But most dynamic industrial acti

vities with specialization in production, demand a scale of operation to 

exceed that of domestic markets. The many "basic industries" set up under 

the various development plans in the 1970s would clearly be not viable ~' 

their outputs were to depend entirely on their small national markets. But 

the world export markets for manufactured products are extremely competitive 

and tend to be dominated by a few efficient industrial countries together 

with some dynamic newly industrializing countries (NICs). Worse still, 

access to the markets of the industrial countries for manufactured exports 

from the developing countries have become increasingly more difficult due 

to rising protectionism. In the circumstances, regional economic integra

tion is therefore seen as an attractive and realistic option for these iJmall 

countries to achieve wider and more stable markets for continuing their 

industrial growth. 

Specifically, the Andean Pact economic integration was supposed to 

promote the subregion's further industrialization efforts in two ways. 

1be first is to 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 introduction 

of competition into the subregion's industrial development process. In 

this way, the problems created in the industrialization process of the 

Andean Pact countr1es have also presented them with opportunities as well 

as challenges in their movement towards serious economic integration on a 

subregional basis. 

(e) The Andean Pact programmes for trade liberalization 

One mechanism of the subregionel economic integration of the Andean 

Pact is the automatic and irrevocable liberalization of reciprocal trade 

among member countr:f.es and t'1e establishment of a common tariff barrier 

vis-a-vis the resc of the world (the common external tariff). 1be ultimate 
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objective 1s to el1m1nate duties and restrictions on all kinds o~ imports 

originating from member countries. From the outset, the Andean Pact coun

tries were comm:!.tted to work towards the establishment of a common market. 

Tile range of products covered by the trade liberalization progranme 

are divided into four categories. For tariff reduction, the Andean P~ct 

has created its own nomenclature, NABANDINA, which is based on the Brussels 

Customs Nomenclature with adaptation to the requirement of the Andean Pact 

subregion. The four categories are as follows: 

(1) The first category comprises products included in the first 
section of the LAFTA Common List, corresponding to roughly 132 
items in NABANDINA. These products were completely liberated 
from tariff restrictions as of 14 April 1970, except for Bolivia 
and Ecuador, which were still covered by the Montevideo Treaty. 
Venezuela, put into effect the tariff liberalization for these 
products on 1 May 1974. 

(2) The second category are products not produced in the Andean Pact 
subregion but ha:e been reserved for the sectoral programme. 
This corresponds to 228 commodity items in NABANDINA, and would 
completely be liberalized by 28 Fe~ruary 1971, except for Venezuela, 
:mich 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 fo~ the sectoral 
programme of industrial development, i.e., products selected for 
the establishment of regionally-oriented industries. The list 
corresponds to 1,100 items in NABANDINA. Most of the products 
in the list would be liberalized within three years starting from 
31 December 1981. Again special considerations were given to 
Bolivia and Ecuador, which would complete the process of reduction 
by 31 December 1990. 

(4) The fourth category are products subject to automatic tariff 
reduction. The list covers ablut 3,000 items in NABANDINA. In 
'"ddition, it also covers the "remainder", or products hitherto 
not regarded as of basic significance for industri&l ~rogramming 
at the subregional l~vel. In reality, the commodities in this 
category cou~ ltute the bulk of the Andean Pact tariff schedule, 
and they are subjected to a process of automatic intra-regional 
tariff reduction. Tariffs on these commodities were reduced to 
a maxi111.1m of 100 percent in 1971, by a further 10 r~r cent per 
year until 1976, and finally by 6 per cent per ye:H afterwards. 
Therefore, in 1980 the maxi111.1m tariff on commodities in this 
category were 26 per cent, and tariffs would be completely elimi
nated by 1983. Once again, Bolivia and Ecuador w~re entitled to 
a slower process of tariff reduction. 

Two special featur~~ in the Andean Pact liberalization progra111111e need 

to be mentioned. 1''irst, as already pointed out earlier, the two relatively 

backward member countries, Bolivia and Ecuador, were given special consi

derations whenever possible. Thus certain products from these two countries 
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are treated with preferential margins so as to facilitate the access of 

their products to the more competitive subregional markets. Secondly, 

in order to protect national production activities which are just Rtarting, 

or which are susceptible to competition from 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 Co11111on External Tariffs. The list of exceptions 

for Colombia and Venezuela amounted to 2sr items; and for Peru, initially 

450 items, but reduced to 350 in 1974 and further down to 250 in December 

1982. Special treatment was also rendered to Bolivia and Ecuador. It was 

agreed that exceptions would be removed in 1980 at the latest. 

As a result of implementing trade liberalization through progressive 

tariff reduction and harmonization of foreign trade, trade of the subjec

tion has registered most remarkable growth during che 1970s. In 1969 when 

the Cartagena Agreement was signed, the reciprocal trade of the five member 

countries amounted to only US $61 million. By 1979, the volume has increased 

to US $1,061 million, or a 16-fold increase. Because the starting points 

in 1969 were low, the subsequent increases therefore appear very high. 

Still, it is undeniable that DDJch of the increased trade flow has been 

generated by the operation of the trade liberalization programme. 

The real significance dces not lie in the rapid growth of intra-regional 

trade as 111.1ch as its structural change. During the same period, the share 

in traditional regional exports declined while that of the manufactured 

exports increased. As can be seen from Table 9, the proportion of manufactured 

exports in the Andean Pact subregion's trade increased from 25 per cent in 

1970 to 65 per cent in 1979. This shows that the growth of intra-regional 

exports (excluding oil) has been largely a result of increased trade in 

manufactured products. The expanded regional trade opportunities were mainly 

captured oy Colombia and Peru and also to some extent by Ecuador as can be 

seen in Table 10. Bolivia was economically not developed enough to respond 

to the growing sub regional market while Ve11ezuela was all al::mg oriented 

towards oil exports. The differential responses to the rising subregional 

trade opportunities as a result of the sub regional arrangements for trade 

liberalization are brou~ht out in Table 11. There was enormous difference 

b~tween Ecuador and Bolivia in their initial response to the new market 

opportunities created by trade liberalization. The sharp rise of Ecuador's 

exports to the subregion clearly shows that the Ecuador economy was 
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Table 9. The Andean Pact: Structure of exports by production 

sector 2 1970 and 1979 

(Percentages) 

1970 1979 

Total (millio~s US $) 

Andean Pact countries 111 (100) 1,289 (100) 

World 5,380 (100) 24,166 (100) 

Agriculture and cattle 

Andean Pact countries 33 12 

World 24 16 

Mining 

Andean Pact countries 12 4 

World 17 12 

Petroleum and derieved products 

Andean Pact countries 30 19 

World 56 64 

Industrial 

Andean Pact countries 25 65 

World 3 8 

Source: JUNAC, Socio-economic Indicators, 1970-1979, Lir-, 
May :981. 

Table 10. a/ The Andean Pact: DevelopmEnt of industrial exports-

Ly C~untry, 1970 and 1979 

(millions of US dollars and percentage of total exports) 

1970 1979 

Bolivia 5.5 60.1 
(2.4) (7. 0) 

Colombia 94.7 1,168.5 
(12. 9) (34.3) 

Ecuador 19 .9 195.3 
(10. 5} (9.6) 

Peru 38.4 835.2E._/ 
(3. 7) (24.8) 

Venezuela 65.4 315 • .'J 
(2.1) (2.2) 

Source: JUNAC, Socio-economic Indicators, 1970-1979, Lima, 
MP.f 1981. 

a/ Products are those classified as type B by JUNAC 
b/ ~:ational information. 

- - ----~-- - -------------~-----..__ _______ ,_.....,.._.._...,..__ __________ _ 
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Table 11. The Andean Pact: ExEorting_oi intra-subregional Qroducts under the Qrogramme 

oi trade liueralization, 1970 and 1~79 

(million US dollars) 

Immediate Genera:i Reserved Bolivia and Petro- Automatic Automatic lower-

opening list for SPID Ecuador w/o chemical lOl't:t:ing ing of taxes 
liberation of t".xes (exceptional) 

1970 1979 1970 1979 1970 1979 1970 1979 1970 1979 1970 1979 1970 1979 

'Ecuador 0. 1 L.O. 9 o. 1 2.4 o.o 1. 7 0.1 0.6 0.0 o.o 1. 7 16.2 o.o o.o 

Bolivia o.o 1.0 0.0 0.1 0.0 o.o o.o 0.3 0.0 0.0 o.o 1. 5 0.0 o.o 

Colombi.a n.a. n.a. 0.3 18 .1 1.6 28.3 8.5 76.3 o.o 7.3 0.9 188.8 0.4 197 .o 

Peru n.a. n.a. 0.0 1. 9 0.8 7.8 4.4 186. 2 0.0 11. 7 0.2 49.8 o.o 13.8 

a/ o.o 1.6 o.o 18. 1 Venezuela-' n.a. n.a. o.o 1.9 o.u 7.3 o.o 2. 1 o.o 2.9 

-
Total 0.1 41.9 0.4 24. 1 2.4 55.9 13.0 265.3 o.o 26.3 2.8 258.4 0.4 211;. .6 ........ 

Q) 

Source: JUNAC, Socio-economic Indicators, 1970-1979, Lima, May 1981. 
-----
a/ Venezuela statts at zero in each case ;.s it was not included until 1974. 

n.a. = Not applicabl~. 
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sufficiently "dynamic" to benefit from regional economic co-operation. 

Above all, the industrial maturity of Colombia is fully expressed in its 

domina.<t shares in various arrangements under the overall trade liberali

zation programme. 

(f) Connnon external tariffs 

More than the elimination of tariffs and non-tariff barriers to regional 

trade, the pattern of a regionai integration scheme for developing countries 

is shaped by common external tariffs (CET). While the removal of tariffs 

fosters growth in intra-regional trade the CET is a crucial instrument that 

fosters regional industrial growth and regional industrial co-operation, 

as the CET affects the degree of protection to be granted to regional indus

tries. In tne longer run, the CET will determine whether the Andean Pact 

sub~egional co-operation will tend to prolong the import-substitution 

process or will lead to a new stage in its industrial development. 

According to the Cartageua Agreement, the CET is to be introduced in 

two stages. The first stage is the connnon miniUDJm external tariffs (CMET), 

which started in 1971 and was in full operation ln Colombia, Peru and 

Venezuela in 1975. As usual, Ecuador and Bolivia were not obliged to adopt 

the CMET except for those products from outside the subregion, for which 

minimal duties would be adopted by three annual approximatior.s. The second 

stage is concerned with the CET with definitive tariff levels, which are 

under negotiation. 

The first CMET gave an average 40 per cent protection ad valorem, with 

a maxillJ.lm protection of 110 per cent. Each of the Sectoral PrograllDl!.es ~f 

Industrial Development has its own CET, with the average being 10 points 

higher than the CMET in force. Once a product is totally liberalized from 

duties, provided under the Trade Liberalization Programme, tte product will 

be subject ot either CMET or CET, as the case may be. Member countries 

are not allowed to alter the co111111on tariff duties unilaterally and have to 

consult others before connnit:ting themselves to a .. y new tariff deal with a 

non-member country. 

While it has been relatively ~"oY tor Andean Pact countries to imple

ment the CMET, 1~ ~Loved to be quite difficult to set up the second stage 

of tJ.:," CET, mainly because of the tremendous differences between indiviJual 

menf>~r countries ln respect of their preferred degrees of protection. It was 
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reported that Per.u favoured an effective rate of protection not higher than 

40 per cent, although it could accept the Colombian proposa: of 60 per cent. 

However, Ecuador and Venezuela wanted an effective protection rate not lower 

than 80 per cent. It has bee, argued that a big reduction in the protection 

rate could result in disruptinz the strongly protected domestic industrial 

sector of the Andean Pact group by exposing it to world markets, apparently 

with no immediate direct benefit whatsoev~r to regional integration efforts. 

It thus appears that measures for reducing in effective protection in order 

to bring greater efficiency to domestic industry could well clash with those 

undertaken to promote regional integration in order to encourage furthe1 

development of import-substitution industrialization. Such a dilemma is 

often faced by regional groupings in the developing world. A heavily 

protected process of import-substitution always demands considerable sacri

fices in terms of sub-optimal allocation of resources. 

(g) The Joint Industrial Programmes (JIP) 

Regional co-operation in trade is inseparable trom regional co-opera

tion in the field of industry. The sharp rise in the intra-regional trade 

in manufactured products has been the major source of the impressive growth 

of intra-regional trade in the Andean Pact region, as shown in the above 

section. But the increase in the regional trade for manufactured products 

depends on progr~ss in regional industrial co-operation as well as the 

implementation of the selective trade liberalization programme. In the 

long run it is advance~ in the field of industrial co-operation that would 

provide the dynamic impetus for further progress in regional economic 

integration. 

The Andean Pact has several innovative approaches to regional industrial 

c~-operation, 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 distribution of costs and benefits arising from economic inte

gration. Thus the Cartagena Agreement has coDDDitted member countries to 

the process of regional industrial devPlopment through joint µlanning in 

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

expansion, speci~lization and diversification of industrial production; 

(2) Maxiu11m utilization of the available resource :!.n the subregion; 

(3) Improvement in productivity and more efficient use of the productive 

apparatus; {h) Tile operation of ~cale economies; and (5) Equitable cistri-
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bution of profits. In addition, the Cartagena Agreement has also made 

S;Jeical provisions for Bolivia and Ecuador by assigning special production 

facilities and locating plants in these two countries under the overall 

re,gional industrial programme. 

According to the Cartagena Agreement, the JIP is to be the main 

instrument for achieving a harmonious and 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) 'llle Industrial Rationalization Program::ies (IRP); (3) The 

Integrated Development Projects (!DP); and (4) The product reservations 

for Bolivia and Ecuador. 

(h) The Sectorial Programmes for Industrial Development (SPID) 

'llle Sectorial 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 benefits 

of the integration process. The SPID mechanism was cesigned to correct 

the potential imbalances and inefficiences that some less developed member 

countries had feared would appear when they were grouped together with the 

more de'\7eloped member countries in a single market. It was also envisaged 

that industrial programming under the SPID would not be restricted to just 

gergraphical allocation of sectors or activities. To achieve an efficient 

growth for some manufacturing industries, other decisions were also 

centralized, e.g. marketing and technological development, within some kind 

of 11111Ultinational Andean cm:porations". 

Needless to say there is a substantial difference between national 

indsutrialization programmes 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 operation. Typically, national 

industries under import-substitution in the Andean Pact countries are 

characterized by the lack of scale economies and high unit costs. 'llleir 

continuing existence is made possible by strong effective protection created 

by high"tariff and non-tariff barriers. Furthermore, inefficiency is not 

just a temporary ~henomenon as in the case of an infant industry, but has 

rather become a permanent feature of the manufacturing sector in many 

Latin American countries. In contrast, the SPID is designed to cater for 

a regional market several times bigger than any individual national market. 
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More significantly, the SPID is not supposed to allow more plants to produce 

a commodity than will be efficient once the regional market is fully deve

loped, i.e. only efficient plants, in terms of scale economies, are contem

plated. Thus from the start, the SPID had to take into consideration the 

conflicting demands of national and regional interests. 

Some elaborate approval procedures have been devised to screen the 

SPID projects. To begin with the SPID covered some 1,100 NABANDINA commodity 

items (later reduced to 851 items) specially reserved for sectoral industrial 

programming. The SPID projects would have to take into account a number 

of essential aspects or issues as Rtipulated in the Cartagena Agreement for 

the JIP, including the investment commitment and measures for ensuring its 

operation, problems related to policy harmoPization and trade liberaliza

tion, and the coUDDon external tariffs (CET) requirements. Specifically, 

member countries were required to stick to the requirements of the CET and 

not 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 competition from similar products of a third countries. 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. Actually the role of the market has not been 

entirely eliminated from the succeeding phases of programmes. Centraliza

tion of decisions on where to invest is accompanied by more decentralized 

co~trol of how 11J..1ch, when and how to produ~e - one of the mechanisms of 

control being tht CET, which sets the maxiDJ.Jm surcharge in relation to the 

international prices that the exporting country can impose. Furthermore, 

member c<Y~ntries are not forbidden to employ incentive measures to promote 

exports of the SPID products. In this way, the SPID is supposed to embody 

sufficient institutional flexibility to allow for an appropriate mix of 

planning and marketing for the regional projects. 

To date, three SPID projects have been approved: the Metal Fabricat

ing Programme, the Petrochemical Programme, and the Automotive Industry 

Programme. In particular, the package on automotive industry has received 

wide attention outside the region. 

(i) The Metal FabricatingProgramme (MFP) 

The MFP, originally with the participation of Bolivia, Chile, Colombia 

and Peru, was approved in 1972, With the departure of Chile from the Andean 
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Pact and with the entry of Venezuela, the programme had to be revised in 

1979. The scope of the KFP is rather limited, cove~ing only parts of the 

metal fabrications. It consist of 267 NABANDlNA items, grouped into 76 

units on the basis of technical and economic criteria of mininum efficiency 

size. Tite 76 units are further divided up into the following components: 

21 for specialized machinery, 15 for general machinery, 11 for machine 

tools, 7 for electrical equipment, l for transport equipment, 14 for miscel

laneous instruments and tools, and 7 for consumer goods. It can thus be 

seen that the programme is basically concerned with capital goods prod~ction. 

Some of the 76 units are allocated to spec~.fic member countries in totality 

while others are divided up. 

A common external tariff is set up to maintain preference margins for 

subregione1 production vis-a-vis products from a third country. Tite tariff 

levzls vary between 20 per cent and 80 per cent, with an arithmetic mean 

of 51 per cent. Of the items forming the prograUDe 87.6 per cent have CET 

preferenc~.- of 40 per cent - 65 per cent. In addition, member countries 

also undertake not to set up new production facilities or to expand existing 

setup& for the designated products within a specific period. Nor could 

member countries authoriz~ new foreign investment commitments for the 

designated products. 

So far 122 of the 267 core items of theprogramme have been approved. 

But the progress of the approved items in countries has not been even 

with Colombia and Peru taking the lead. A total of 153 companies are 

involved in the production of the approved items mainly parts or components 

for machinery. It is of interest to note that the degree of integration 

achieved by the companies or firmG has been relatively high, especially 

in the context of the stage of industriali2ation of the member countries. 

Roughly 80 per cent of the Peruvian and Venezuelan companies show a level 

of integration of over 70 per cent. The subregional trade for the designated 

products has also registered impressive growth, rising from US $5.6 million 

in 1975 to $17.8 million in 1979. 

(ii) The Petrochemical Progralllllle (PCP) 

The PCP of the Anc!ean Pact group was originally an outgrO\Jth of the 

similar project initiated by LAFTA bl.fore the forms.Hon of the Andean Pact. 

In 1968, Bolivia, Colombia, Chile and Peru signed an agreement to take 

part in the first Latin-American 111..1ltilaterial prograDDDing of the petro-
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chemical industry. The principles of the agreement, which covered the 

methods of allocating products to participating countries and the partici

pants' undertaking not to duplicate the designated production activities 

in their territories, were subsequently incorporated in the PCP of the 

Andean Pact group. 

In October 1970, the Commission of the Cartagena Agreement resolved 

that the original LAFTA petrochemical project be adapted and programmed 

within the Andean Pact context, with all the Andean Pact members parti

cipating. The Andean Pact's own PCP was designated for better utilization 

of the hydrocarbon yielding resources of the subregion, for higher proc.ucti

vity and for more efficient development of the petrochemical sector. 'ibe 

idea was to replace subregional imports of these products and eventually 

to develop export 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 "open market model", with a relatively low 

level of protection and allowing linkages with third countries. It was 

envisaged that once the PCP had reached full scale operation and maturity, 

it would make it possible for each of the Andean Pact countries to have 

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 Table 12. The value output 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 PCP 

would reach US $830 million, which would be adequate to meet the subregion's 

total demand. The initial capital investment for the entire PCP was 

estimated to cost US $2,000 million. 

It ib expected that for a SPID project of this kind involving heavy 

capital investment and high technology, extensive bilateral and 1111lti

lateral supplementary agreements llJ.lst be made. The internal markets of 

the member countries are obviously too small to sustain an integrated 

complex and hence a great deal of regional co-operation arrangemer. ts are 

required. The key instxument for facilitating the development of PCP 

is the common external tariff. 

For the PCP, the CET levelb of protection were established between 

20 per cent and 35 per cent in nominal terms. The CET would come into 

effect ilNllediately for existin~ production or for new pr.oductiJn under 
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Table 12. 'nle Andean Pact: Existing capacity of petrochemical industry, 1975 

(Thousands of ton& per annum) 

Colombia Peru Venezuela 

Basic products 183.4 9.1 

Allocated iutermediate and 
finished products 215.4 81.6 76.0 

Unallocated intermediate 
and finished products 144.5 60.8 90.0 

Source: MIT!, Office of Secretary of State for Integration, Lima. 

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 was granted through special exemptions or 

by allowing them longer periods of adjustments. 

The implementation of the PCP has lagged behind schedule. Berween 1975 

and 1980, the Andean Pact group increased its insta~led petrochemical capa

city by 481 tons per year. Nearly 60 per cent of the increase was attri

butable to plants ir.. Venezuela, 30 per cent in Colombia, 8 per cent in Peru 

and less than 1 per cent to plants in Ecuador. Venezuela and Colombia 

accounted for 45 per cent and 43 per cent of the total installed capacity 

respectively. The slow progress of the PCP is clearly manifested in the 

fact that the Andean Pact countries are still heavily dependent on supplif'S 

for the petrochemical products originating from sources outside the sub

region. 

(iii) _!!le Automotive Industry Programme (AIP) 

In developing countries all over there is a rising demand for automobilea, 

particularly passenger cars. But this is one manufactured ?roduct which 

clearly carries scale economies often exceeding thoie which can be provided 

for by the small domestic markets of most LJCs. Hence the automotive indus

try is often the favourite project for most regional economic co-operation 

efforts in the 'nlird World. Such has been the case for ASEAN and for the 

Andean Pact group. In 1980, tt.e Andean Pact group represented a market of 

300,000 vehicles, which was expected to more than double by 1988. A ready

made market is there. Back in May 1971, the meeting of Andean Pact Industry 
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Kiqisters in Bogota resolved that high priority was tc be assigned to the 

proposal for AIP, which was finally approved in September 1977. 

There were several obvious reasons for the Andean Pact Industry 

Ministers to attach high priority to the implementation of the AIP. Firstly, 

the programme would be conducive to emph,yment creation, technological 

development and foreign exchange savings for the subregion. Secondly, it 

would provid~ a basis for a Dl.lCh needed rationalization ot the subregion's 

existing automotive industries. Thirdly, the programme would bring about 

an extended market needed for the efficient operation of the automotive 

industries, particularly the components 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 categories: 

Categ.iry A for passenger cars and their derivatives; Category B for commercial 

vehicleb and their derivatives; and Category C for the four-wheel-drive 

vehicles. Each category was further divided into subgroups as follows: 

Category Al 

Category A2 

Category A3 

Category A4 

Category Bl. l 

Category Bl. 2 

Category B2.l 

Category B2.2 

Category B3 

Category B4 

Category C 

below 1050 cylinder capacity (cc) 

between 1050-1500 cc. 

between 1500-2000 cc. 

above 2000 cc. 

below 3000 kg of vehicle gross weight 

between 3000-4600 kg. 

between 4600-6200 kg. 

between 6200-9300 kg. 

between 9300-17,000 kg. 

above 17,000 kg gross weight. 

four-wheel-drive with gross weight up to 2,500 kg. 

The components also cover three large groups: (1) Basic components 

demanded as a "condition of national manufacture" (DCM); (2) 8omponents 

originating from the subregion (DOS); and (3) Components not demanded for 

the purpose of SPID(ND). In accepting the alloted vehicles, metlli.Jer countries 

are obliged to produce or 11se 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 vehic.le could not enjoy preferences from thP subregional 

market. After fulfillLng its national requirement, a member country could 

voluntarily manufactu·:e components for use in ·vehicles assigned to other 
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member countries. If that component could be produced efficiently, the 

Board could designate to it a subregional status. In this way, a component 

is initially manufactured as a DCM to meet the national requirement and then 

become~ a subregional product (DOS). 

The "basic model" consists of a set of parts ar.d components, the 

characteristics of which are defined for the purpose of identifying a sub

regional vehicle. Each member country is to select a basic model within 

each category and is to inform the Board of the main technical characteri

stics of the essential parts and components such as the engine, gearbox, 

the axles etc. Member countries can produce different versions of vehicles 

from the ~asic model in order to meet their market demand provided that the 

variations and modifications do not differ fundamentally from the basic 

model assigned to them. 

Standards are also set in respect of the origin and degree of integra

tion for the components. By "original vehicle" is meant one which is manu

factured in accordance with the basic model chosen by the member countries 

concerned, and which incorporates the components demanded as the condition 

for national manufacture (DCM). The DCM components, in turn, must be 

produced with a degree of national integration for which the 1:eference value 

of i"!purted parts should not exceed 30 per cent of the reference value of the 

components incorporated in the vehicle. This means that the degree of 

integration would be of not less than 70 per cent. DCM components required 

national integration while DOS components, ~ubregional integration. An 

"original vehicle" is also called a "subregional vehicle", and it contains 

"original components", i.e. both DCM and DOS components. Once the prices 

of the DCM components become equal to or less than the prices of those 

imported from outside the suuregion, the DCM components are to be treated 

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 integra

tion standard, the Board could authorize higher import contents. To avoid 

"over protection" for the DOS components, the Board from time to time 

assesses the levels of CET protection in accordance with the movement of 

international prices for similar products. 

Apart from the ruling on cvmponants, several sub-agreements in regards 

to co-production, assembly and complementation may be of interest. Article 

20 of the AIP states that co-produc·i:ion agreement• may be entered into 
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between two or more countries sharing the assignment ~f the same vehicle, or 

between those on the assigned vehicle and others not on it. The idea is to 

encourage specialization in production. But certain pre-conditions 1m1st be 

met before co-production ~ould be authorized. The components 1111st be 

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

up the components i:aist h.1ve fulfilled the required degree of national inte

gration. 

Likewise for assembly arrangements, the assembling country should 

include the components incorporated by the assignee country. In the event 

that Colombia, Peru and Venezuela ;hould decide to go into assembly arrange

ments for vehicles already assigm:d to Bolivia or Ecuador, they would have 

to incorporate the components de~anded as a condition for national manufacture 

for Bolivia and Ecuador. On the other hand, if Bolivia and Ecuador ·.1ere to 

go into assembly arrangment with Colombia, Peru or Venezuela, the former 

might incorporate the components producen by themselves, as specified in 

the basic model assigned to them. 

For complementation, two or mere member countries may enter into comple

mentation agreements for the production of parts and components, demanded 

as a condition for national manufactJre for vehicles assigned to these coun

tries. Through this mechanism meml:.::r countries could specialize in the 

production of certain parts and components with a higher production efficiency. 

The Andean Pact trade liberalization prograJIDDe and the common external 

tariffs (CET) 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 thre~ equal, annual 

and successive reductions; and for Bolivia and Ecuador, by six annual 

successive reductions, starting on Jl December 1983. With re~pect 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 uuties among themselves in five successive 

annual reductions, startin~ from December 1979, with preferential treatme~t 

for Bolivia and Ec11ador, which would in turn make their markets available 

to the three. 

As for the CET, member countries undertook to impose duties on the 

import of products covered by the AIP, not originating from the subregion. 

Member countries whose national tariffs O'l the subregional vehiclef.I were 
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lower than those set for the CET would bring up their national tariffs 

, radually to the CET levels by December 1983, except for Bolivia and 

Ecuador which could prolong such an "approximation process" until 1988. 

Similarly, member countries whose tariffs for some vehicles 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 

a~e expected to make a commitment towards the adoption of the CET as soon 

as subregional vehicles start their production. Th.e norms of the CET are 

compulsory for all the member countries, which may not defer their applica

tion or unilaterally alter the common duties. 

For ordinary components, the CET ~as set at levels ranging frofu 35 

per cent to 55 per cent. For DOS components, member countries undertook 

to bring 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 markt~, 

components from outside the subregion could be imported as the councerpart 

of an export and be accorded preferential treatment. 

Of equal importance has been the undertaking given by the member coun

tries to avoid duplication of activities. It was agreed that member coun-

tries woula not promote new facilities to produce vehicles designed 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 coun-

tries would refrain from exp~nding or upgrading those facilities, especially 

in respect of components not for the domestic market. Besides, member 

countries would refrain from expanding or upgrading those facilities, 

especially in respect of components not for the domestic market. Besides, 

member countries agreed not to accept direct foreign investment for the 

production of vehicles allocated to other countries for DCM components 

required by other member countries. Foreign participation in the regional 

projects would have to follow a un:f.fied approach under regional arrangement&. 

In fact, the Andean Pact group met in September 1977, after the approval of 

the AIP, tc agree to ways and means for negotiations with the transnational 

corporations (TNCs) possessin: the required technology for manufacturing 

the DCM components. From the standpoint of TNCs, it is not just the 

technological requirement, but also the overall economic condition of the 

oubregion as well aa the feasibility of a particular basi8 model that will ulti

mately determine their final commitment to participate in such a subregi.ona 1 
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project. Generally, the TNCs would favour more projects that employ the 

most advanced techniques or project closer in line with overall development 

of the world automotive industry. Thus the choice of basic models is 

crucial in determining the level of foreign participation. 

Apart from the above commitments, arrangements to harmonize policies 

related to foreign exchange, credit, state procurement, intra-regional 

exports etc. are also essential for the smooth progress of the AIP. n 

proposal covering norms for harmonizing tax legislation 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, not to apply 

discriminatory credit and price regulations against the AIP products manu

factured in other member countries. The ex-factory prices of the AIP 

products for exports to other member countries should be the same as their 

prices in the domestic market. 

Finally, the AIP also contains provisions for the exchange of informa

tion converning new foreign investment commitments and the development of 

new technology in the automotive industry. Agreements have also been reached 

in regards to the technical standardization such as product specifications 

and certification of quality. All these measures in the loug run would 

strengthen the technical and economic base of the automotive industry in the 

subregion. 

It is concei~able that a SPID project as ambitious as the AIP, with 

its inherent technical and economic complexities, is bound to encounter 

numerous difficulties in implementation. But the Andean Pact group still 

considers the AIP a worthwhile undertaking. Thus the planners have set 

about the task of studying and defining the c0nditions for adjusting the 

programme with a view to bring it in line with the new reality of the world 

automotive industry. 

In 1980, the total demand for automobiles in the subregion amounted 

to 300,000 units. In order to make regional car production fully efficient, 

the AIP ~nly allows one regional model of small cars (up to 1050 cc), two 

models of small and medium cars (1050-1500 cc), three models of medium to 

big cars (1500-2000 cc) together with two local Bssembly plants. It would 

thus seem that considerable production capacities for each model exist 

and the projected market potential would crea~e sufficient demand. By the 
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end of 1980, the models had been assigned to member countries. In fac~, 

some countries have al ...... -. ...1.y re2ched production agreements with certain 

i.ntern~tional automobile companies. Thus thP. AIP, despite some teething 

problems, is poised to take off and holds the promose to be the most 

significant SPID project. 

(i) The Industrial Rationalization PrograJ1111e (IRf) 

Apart from the SPID, the Industrial Rationalization ProgrammP. (IRP) 

is another p~llar of the Andean Pact Joint Industrial Progra!Ii!1es. Whereas 

the SPID is largely geared t~wards the development of large capital

intensive industries, the IRP is concerned with restructuring and strean.

lining of the existing (largely the trariitional) industries in the subregion, 

activities that are excluded from the trade liber~lization schem~. From 

the standpoint of regional integration, the SPID forms the core of the join -

industrial programming. But the IRP is no less importanc, especially 

for the less developed cembers, whose traditional industries are not 

sufficiently efficient. The rationalization process would first resulc in 

the upgrading of the less efficient industries and then bring them out from 

the "exception lir.t". In this way, the IRP would expand the scope of regional 

industrial integr<>tion. 

The concept of th~ IRP is contained in article 36 of the Cartagena 

Agreement. Decision 25 of the COtiJllission further Jefines industries for 

rationalization as those which are not included in the "reserve" for SPID 

or those not subject to the automatic 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 c:..: 

boost productivity. In the organizational senge, rationalization includes 

simplication of administrative procedures and managment reorganization. 

Besides, rationalization also involves higher-level decisions suct-i as 

takeovers, merger~, and multi-plant 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 in~irectly constitute one of the best rationali

zation programmes, as it could lead to the rise of more efficient industries 

due to increased competition. 
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It was only in 1976 that the Board produced the first conceptual 

documents for the IKP, which attempted to provide clear guidelines for thP. 

future rationalization activities. The doucment linked IRP to the forma

tion of the erolarged ~ndean market. The process of the IRP could result 

in the reduction of protection and then increased efficiency for certain 

firms. 

After October 1976, there were no further official ~tatementE on IRP 

until early 1980 w:1en the Board published a study on the methodology for 

the choice of priority industries in the exception lists and other techr.i

calities concerning rationlizatiun. Subsequently two pilot studies on 

bicylces and textiles were also put out. New perspectives have been 

increasingly brought into the IRP; which inckde: (1) Linking IRP to 

structural adaptation of firms as their long-term strategy; (2) A si1ift 

cf emphasis f·_·om the negative as!Jects of the intra-Andean trade to its 

positive aspects due to the widened ret.icmal market; (3) An explicit policy 

of implementing IRP by prov.4ing incentives and assistance to firms rather 

than by direct intervention; and (4) A procedure for gene~ating IRP pro

cesses in ·~he member countries through the existing technical, financial 

anc train'.ng institutions. 

As in other programmes, che economically less developed members of the 

Andean ·,;roup, Bolivia and Ecuador, (which togetlier account for only 10 per 

cent o~ the Andean Pact's total industri~l output), are to receiv~ special 

atten'~ion for IR"P treatment. On the one hand, the relatively backward 

indu1;tries of Bolivia and Ecuador are badly in need of an in.crease in 

comr•etitive efficiency. On the. 0ther hand, it seems relativ~ly easy to 

organize raticna~.ization efforts for these two countries as their indus

tric.l structure is 3till simple. Meanwhile, the Board has sent technic..al 

mis~ions to Bolivia and Ecuador to study the problem of their manufar~uring 

sector. 

At the outset, the small ar.d ~edium industry in the subregion was 

supposed to be the main target for industrial rationalization. In fact, 

some Andear Pact countries have special organizations to promote small 

and medium industries because of their importance in employment creation. It 

was later felt, after some analvt~cal studies of small and medium industriee, 

t:1at rationalization of industries, large or small, would in the first: instance 

have to fulfil the objective of economic efficiency r~ther than subsidizin~ the 
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inefficient industries for certain social goals. 1bis brings to the fore 

some inevitable confJict between a broad support for small and medium 

in1ustries on the one hand and the primary requirement of rationalization 

for achieving efficiency and growth on the other. 1be official position 

of the Board is that action regarding the small and medium industry of the 

Andean Pact should be oriented towards improving the efficiency of t~e 

enterprises under IRP. Attention is now given to bicycles, textiles, and 

mining equipment. 

(j) Product reservation for bvlivia and Ecuador 

1bird World economic co-operation efforts often run into difficulties be

cause rheir constituent member countries are of ten no~ at the same levels of 

econo~ic and social development. Most economic integration programmes 

tend to carry uneven distribution of beneiits and costs so that the more 

developed members tend to stand to gain more than the lesser developed 

ones. In the case of the Andean Pact group, the lesser developed are 

Bolivia and Ecuador. From the outset, the Cartagena Agreement provideJ for 

preferential treatme~t of these two count-ies so as to avoid unbalanced 

development following from the retional economic integration proce&s. 

1be preferent!al treatment of Bolivia and Ecuador is provided in 

v~rtually all the mechanisms and programmes of integration covered by the 

Cartagena Agreement. In particular, the Commission of the Cartagena Agree

ment approved a special programme to support Bolivia, which is the least 

developed men:ber in the Andean Pact group. Lacking adequate in:rastructure 

~nd capital and skilled human resources, the land-locked Bolivia has been 

entrapped in various problems of economic backwardness. Tilus special 

efforts are n~cessary to aid Bolivia in upgrading its econr.my in order to 

b<;neiit from the integration. 

In th~ area of ttade liberalization, tariff concessions were made for 

cl 111:1t of products originat..'.ng f>:r,lil Bolivia and Rruador right from l January 

1971 so as to allow them i111Dediate participation in th~ t'.Xtended regional 

market. Since 1974, about 2,370 NAAANDINA culllDOdUy items from Bolivia and 

Ecuador have enjoyed complete exemption from dut'i.es and restrictlons in the 

subreglon. 
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More significantly, markets were rese_-ved from April 1974 on for a 

rang~ of products originating from these two countries in ~rd~r to promote 

their vwn industrial development. The ~ist of products hes since been 

updated and extended. To facilitate the development of SPID in these two 

countries, certain products qot produced so far were also reserved for 

their prod~ction by Decisions 28, 108 and 137. 

To start the reservation process, Colombia, Peru and Venezuela immediately 

opened up their markets completely for exporte from Bolivia and Ecuador, for 

a specific period, which in ~ome ~ases extended up to 10 years. To reci

procate, Bolivia and Zcuador wouli open up their markets to the products 

on the reserved list from Colombia, Peru and Venezuela; but these products 

were subject to tariffs as though they were produced from outside. In this 

way, products reserved for production in Bolivia and Ecuador were as3ured 

of margins of protection. 

After the Board had established a list of products reserved for produc

tion in Bolivia and Ecuador, other member countries undertook not to adopt 

measures to encourage similar activities in t~eir own territories. Once 

production for the reserved products had start:::d, other member countries 

would set up the CET for these products accrrdingly. Or, the uther hand, 

Bolivia and Ecuador were oblig~d to go into production of the rese~ed 

ptoducts accordingly. On the other hand, Eolivia and Ecuador were obliged 

to go into production of the reserved produc's in their favour with:fn given 

periods, failing ~hich the market reservation process would lapse. 

Specifically, for the SPID, if some SPID products were not 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 Ecuador. 

In theory, the mechanism of product reservation eeetr.S to have provided 

the less developed members, Bolivia and Ecuador, a1J111le opp:>rtunity to 

initiate new industries or to upgrade the exis ing facilities to gear to 

regional integration. In practice, hcwever, not all the opportunities 

thus created have been fully utilized by Bolivia and ~ .. ~1.1ador on account 

of their own institutior.al constraints or other domestic econnric problems. 
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(k) liarmonization of eonomic policies and other aspects of 

co-operation 

Tile success of regional economic integration efforts is normally 

measured by th~ progress of the integration programmes such as trade 

liberalization measures, the SPID and so on. But the successful imple

mentation of the individual integration progranmes, in turn, depends on 

their objective conditions. Clearly at the "macro-level", if the general 

climate for integration could be made more conducive and if there were 

more co-ordination and harmony among member countries in respect of their 

overall eLonomic and social policies, a favourable precondition would 

exist fer the smoother implementation of the various integration prograDnes. 

Hence the need for the harmonization of economic and social policies and 

the co-ordination of national economic plans in the Cartagena Agreement. 

'nle ma.in decisions ap1roved by the Commission of the Cartagenc Agree

.::ient in the field of harmonization of economic policies include: (1) Common 

regulations for the treatment of foreign capit~l, trade marks, patents, 

and licensing and royalities; (2) Convention to prevent double taxation 

between member countries; (3) Uniform regulations governing multinational 

corporations and treatment applicable to subregional cpaital; (4) Rules 

to prevent or correct practices which might be harmful to the well-being 

of the economy of the subregion such as dumping, hoarding, unfair compet~

tion etc; (5) Moves to harmonize legislation for industrial promotion in 

the member coi~11tries; (6) Establishment of a common tariff nomenclature 

for the Andean Pact group, called NABANDINA; (7) Means and meaRures for 

harmonizing or co-ordinating national development plans; and (8) Tile 

Andean policy for social security and for labour migration. 

(1) Coonon policy towards foriegn investment 

Special mention must 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 technolo~y t0 

operate in the Andean Pact countries in order to safeguard the intP.rest of 

the mtmber countries. It is well-known that when liberalization of reci

procal trade ie not accompanied cy r.o-ordinated industrial development 

policies and unifotlll treatment of foreign investment, the inte~rat1on 

process could well weaken the position of the member countries vis-a-vis 
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the big TNCs. This is because integration, in opening up the region's 

markets, offers TNC3 access to the markets of all the member countries and 

provides chem an opportunity to ~ake undue advantage of some member coun

tries. Hence the need for a unified and definite policy to cope with 

foreign investment on ~ collective basis. 

Right from the beginning, the Board and the Conmission of thE Cartagena 

Agreement thought it advisable to establ~sh strict but stable reg~lations 

for the treatment of for~ign capital. It was also thought that in this way 

TNCs would be at(racterl to the subregion to operate joint ventures with 

either the state or the private sector in the subregion. The relevant 

regulations are contained in "Decision 24", which seeks to establish a common 

set of rules with the mini1m1m restricti~s to be applied by each government 

to foreign capital, but ~ilich also allows individual govern~ents to subse

quently legislate stricter norms if deemed necessary. I~ view of the 

obvious difficulties of reaching ~n agreement on issues of this kinfi, the 

Decision 24 provides for differentiated treatment ..:>f activities "clcs~ly 

linked" to integration and other activities. Foreign investors in the 

first group of activities may not receive more favourable treatment than 

that prescribed in the co1m11on norms, whereas other acti•rilies may be granted 

exemptions by specific countries. Some of the fundamental aspects of the 

common foreign investment policy need elaboration. 

Firstly, the policy is stable or predictable in that it cannot be 

modified unilaterally but only through the con.;ensus of several member 

countries. Secondly, it is sufficiently selective as each new foreign 

iPvestment requires the express authorization of a national body responsible 

for approving foreign investment projects. Thirdly, the agreement regulates 

the use of internal and external credit. Fourthly, automatic reinvestment 

of profits and purchases of shares in domestic enterprises are restricted 

in order to prevent foreigners from acquiring large •_:.terests in domestic 

companies. Finally, the Decishin :!.. reccnnends the exclusivn of foreign 

interescs from certain strategic sectors such as financial activities, adver

tising and communications media. 

Norms have also been set for TNCs to transfer Jwnership to domestic firms. 

Three ca~egories of firms are defined, according to the composition of their 

cavital: national, mixed and foreign. National firms are those with more 

than 80 per cent domestiL capital; mixed are those with a domestic capital 

share between 50 and 80 per cent; ard foreign firms are the r::!mainder. The 

Decision 24 stipulates that all forei~rn firms tak:f.ng advantage of the expanded 
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regional market are required to be transformed gradually into mixed enter

prises generally within a period of 15 years, or they would not be afforded 

the benefits of integ:ation such as reduced tariffs within the Andean Pact 

mack~t. Enforcement of this provision is to be left to the individual 

111'.!mber couutries. It is also specified that foreign investors can re

patriate profits up to 20 per cent a year, but the individual member coun

tries are given the authorities to alter this percentage. 

Tiie unique feature of the Deceision 24 is the ways it seeks to rationalize 

the treatment of foreign capital on a unified basis; but at the same time 

it gives individual member countries sufficient flexibility to fine-tune 

their own foreign investment policy as well as tile ~uthority to impJement 

the Decision. It was anticipated that the rationalization process would 

have the effect of discouraging the entry cf some TNCs and causing the 

exodus of others, particularly those priTDarily 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 wo•1ld increase the e4'fective barg· _ning 

power of the Andean Pact countries vis-a-vis the normally powerful 'P.l'Cs 

while at the t.dme time ope1-ate as a screening mechanism for channelling 

the ri~ht types of foreign capital and foreign technolcgy to meet the 

subregfon' s economic dev":!lopment. Between 1971--1977 foreign investment in 

the subregion grew at th·' average rate of 7 .6 per cent, as compared with the 

-0.4 per cent for the period 1967-1971 before the Decision 24 went into 

operation. At least, this can be taken as an indication that the harmoniza

tion of foreign investment policy has not disrJpted the inflow of foreign 

investment to the subregion. 

(m) Financial co-operation 

Regional industrial integration Itl.lSt proceed hand in hand with some form 

of regional financial arrangemente. On~ important area of harmonization is 

therefore co-ordination in finance and payments. Even more, there should 

be regional facilities for channelling public and private savings in the 

subregion for the promoticn of regio•ial trade ana regional industrJal d~ve

lopment, and the creation of other subsidi~ry financial facilitJ~s such as 

the system of 1m.1ltilateral compensation of balances and a common reserve 

fund. 



- 98 -

The main financial organization is ;he Andean Development Corporation 

(Co~poracion Andina de Formento, or CAF), found~d in 1968, before the fLrma

tion of the Andean Pact. The CAF has US $400 million as authorized capital. 

Its chief function is to promote regional integration by givin6 financial 

and technical Sl.'pport to regional ?rojects and approved complementating 

schemes. It also aims at promoting the overall financial development of 

the subregion and acts as the main instrument for co-ordinating the sub

region's financial matters. 

CAF has so far approved financial activities amounti1tg to US $500 

million, operated through two "windows": investment financing and traae 

financing in the Andean Pact countries. In 1974, the CAF created an organi

zation, the Andean System of Trace Financing (SAFICO) to specialize in the 

financing of intra-regional trade and trade between the Andean Pact count~ies 

and th0se outside the subregion. The SAFICO operates through exporter's 

or buyer's cr~dit for non-traditional goodc of the subregion.. Minilll.lm 

amount for such credit is US $10 million from one year up to five yea:s, 

with an interest rate currently at 13.5 per cent. To help member cvuntries 

to ease the problem of temporary payments difficulty, another specialized 

institution, the Andean Reserve Fund (FAR) was created in 1978. 

Currently the CAF is placing l1igh priority on agricultural and agro

based industrial projects, with particular attention given to new technology 

inputs p;··wided through such projects. It has also undertaken industrial 

development studies such as indr.;strial rationalization in the Andean Pact 

group. 

Other actions in the fields of financing and capital movement have been 

the recent revision of Decision 24 to facilitate the reinvestment of profits 

by existing companies, and new regulatio~s for the treatment of subregional 

capital. 

(n) Technological co-operation 

The Cartagena Agreement covers technological policy for the subregion 

and provides for the estbalishment of the Andean System of Technological 

Information (SAIT) and the Andean FLogrammes of Technological Development 

(PADTJ. The SAIT functions as a clearing house in the subreigon for the 

exchJnge of technological information whereas the PADT aims at promoting 

assimilation and developmert of technology relevant to or approp:iate for 

the subregion. 
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The PADT nas since developed a few significant technological programmes 

f0r the subregion. Firstly, the ~ndean Project for Technological Development 

in Copper Hydrometallurgy was approved. This was dLsigned to step up the 

transfer and adaptation of technologies concerning copper extraction by 

acid solution, copper extraction by bacterian-acid process, and recupera

tion through ion exchange lllld electrode position. The project was also 

involved in the training of qualified personnel as well as in adapting and 

integrating the advanced equipment and technology from the transnationals 

for regional application. Obviously, the main beneficiaries of th1s 

project are the copper producing members, Bolivia and Peru. 

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

research and dissem:f.nate knowledge in regards to the timber and other forest 

resources in the subregion. Work on testing various forest species has been 

carri~d out and new technology for timber exploitation has been developed. 

Sepcifically the Andea~ Laboratory of Wood Engineering was founded in Lima 

and the Andean System of Clsssification of Structural Wood was developed. 

Thirdly, the Andean Project of Food Technology was approved by Dec!sion 

126. The project has five programnes designed to carry out research on the 

production, marketing and consumption of food in the subregion, with a view 

to develop food of high nutritional value and low cost for groups like 

children and pregnant women. 

Finally, a programme for promoting social and economic development 

of the rural environment was set up the PADT. The programme is charged 

with the gener&t1on and transfer of technology related to the development 

of a sound rural environment. 

Apart from activities within the two for.ma! organization, SAIT and PADT, 

1egional technological co-operation as provided by the Cartagena Agreement 

also includes appropriate legislations for marketing technology, patent 

rights and the legal asp~cta of technology transfer from outside che sub

region. 

(o) Agricultural integration 

One distinguishing fea~ture of the Andean Pact integration process is, 

st least from the view point of ASEAN, its incorporati~n of a special system 

for agricultural co-operation. The economic and social importance of the 
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agricultural sector in the developing economies hardly needs any emphasis. 

Suffice it to say that the Andean Pact group has recognized the vital role 

plaved by agriculture in its contribution to raising the level of living 

of broad segmentE of the population, in its developing the renewable re

sources, in its saving of foreign exchange by replacement of imports, 3nd 

in its providing a market as well as a wide range of inputs for the indus

trial sector. For all these rear..,ns, the agricultural sector is included 

in the subregion's overall e,~onomic integration process. 

The Cartagena Agreement provides that the Commission would study and 

approve joint programmes of agricultural development by products or groups 

of products through a conunon system of marketing or through co-ordination 

in agricultural planning and agricultural research. Joint programmes have 

also been initiated in regard to agricultural exports a~d agricultural 

financing. The ultimate objective is to achieve some ki~d of coDDDOn 

agricultural policy oriented towards agricultural development. The institu,

tional structure for achieving agricultural integration consists of the 

Annual Meeting of Agricultural Ministers, the Agricultural Council, the Units 

of Agricultural Integration, and the Technical 1eetings of Government Experts. 

Activities for agricultural integration range from production, marketing, 

health, training to planning. 

For agricultural production, tne Board and the relevant authorities 

from ,~he member countries have developed projects for increasing output of 

cereals, oil seeds, meat and dairy itldustries. Promotion activities include 

the processing of palm trees, certification and trading of seeds, joint 

purchases of whea~, and agro-industrial activities covering dairy and meat 

products. Specific integration programmes cover arrangements between two 

0r more member countries for the planning and financing of production and 

other aspects of agronomical development, including the creation of rebional 

companies for certain agricultural products. 

For marketing, focus is on the creation of basic conjitions and improve

ment ot ins~itutional structure ior accelerating agricultural trade. To 

this end a provisional system of technical rules for agricult~ral products 

is under preparation. A Directory of Agricultural Importers and Exporters 

in the Andean Group has been issued, and the first Andean Agricultural 

Exbibition has been organized. In addition, pla~s are on hand for the esta

blishment of storage facilities for grain and for the perishable p.·oducts. 
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Besides, there are joint programmes covering animal and plant health. 

such as the Andean System of Agricultural Sanitation, and procedures for the 

harmonization of national agricultural development policies. Arrangements 

have also been made for training and technical co-operation in agricultural 

development. To date, over 1280 personnel have been trained for af<,ricultu1·al 

development. Finally, a Special Programme for the Agrict·.ltura: DevP.lopment 

of Bolivia has been created, as a result of the Second Meeting of the Agri

cultural Ministers of the Andean Group. The mainstay of this programme is 

the estbalishment of the Cattle Fund and the Nat:.f.onal 5eed Company. 

(p) Other area~ of integration 

\!though harmonization of national economic policies of the member 

countries will increase regional economic integration, harmonization of 

!"ocial policies could also contribute to the goiiJ. of integration. Thus 

the Cartagena Agreement contains measures for co-operation in the fields 

of ed~cation, culture, science, labour and health. Activities in these 

areas are designed to incre; the general consciousness of the people 

in the subregion towards regionalism and to pr-•mote fraternity betwe~n 

member countries, so as to de,,elop a strong regional identify. In fact, 

harmonization of social and labour legislation, and co-oreration in science 

and education can produce concrete results in terms of making d1rect contri

bution to regional intP.gration efforts. So c~es co-operation in public 

health. Many of these activities carry spillover effects in the subregion 

as a whole, and co-operation is necessary even if there were no Andean Pact. 

Of even greater importance is "physical inte~ration", which -ref~·rs to 

regional co-operatior activities involving energy, co1D111.Jnications 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 interregional highways. Development in this area 

has actually produced favourable side effects '3uch as the growth of regional 

tourism and intra-regional trade. 
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In short, the subregional economic integration in the Andean Pact is 

proceeding on a wide front. While substantive progress of the integration 

still depends on such formal iustruments as trade liberalization and the 

sector-besed industrial progralllllling, h~rmonization of a wide range of 

economic and social policies have also di~ectly and indirectly contributed 

to the successful endeavour of the Andean Pact group towards regional 

economic integration. 
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Chapter IV 

OBSERVATIONS A..."ffi CONCLUSIONS OF THE ASEAN/ ANDEAN PACT CONFERENCE 

Ac men~ioned in Chapter I, in order to provide an opportuni~y for key 

officials concerned with co-operation in ASI:AN and in the Andean Pact to 

exchange experience and discuss in-depth various fssues of mutual concern, 

such as instruments and mechanisms of regional industrial co-op~ration, a 

conference was held at the Secretariat of the Andean Pact (JUNAC) in Lima 

11-14 October 1982 followed by a 10-day study tour by the ASEAN participants 
1/ 

to the capitals of the five Andean Group countries. - Th.~ conference and 

study tour was financed under the UNDP Inter-country Programme for Asia and 

the Pacific and organized Ly l'NIDO in co-operatior. with JUNAC and the Andean 

Pact countries concerned. On the ASEAN side the participation was co-

ordinated by the ASEAN Committee on IndustL-y, Minerals and Energy (COIME). 

(a) Summary Report 

A short eummary report of the general issues covered was adopted at 

the end of the conference, including following observations/conclusions/ 

considerat5ons: 

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

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

The Joint industrial Programming has several specific instruments such 
as the Sectoral Industrial Development Programmes, the Rationalization 
Progrannnes, the Inter-sectoral Programnes of Industrial Development, 
the Integrated Development Projects and the market re8erves and special 
treatment in favot•r of Bolivia and Ecuador in view of their relatively 
l~er stage of development. 

The Conference observed that there is a strong political backing behind 
both ASEAN' s economic co-operation programmes and the f.1"1.dean Group's 
integration process. In both cases however, there is a need to review 
past performance with the aim of adGing momentum to the ASEAN'a efforts 
at economic co-operation and the Andean G-roup's integration arrangements. 

1/ Report on the ASEAN/Andean Pact Conference and Study Tour on Regional 
Industrial Co-operation 11-23 October 1982. UNIDO/IS/R.9. 
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Tii.e JUNAC indicated tentatively joint international action, trade 
in manufactures and the exchange of information as areas in which co
operation between the two regional groupings could be explored. 

Information of special interest for ASEAN/COIME would be on the 
following areas: rationalization/restructuring of industries against 
the background of changing industrial conditions; industrial progam
ming; harmonization of tariffs within the subregion and imposition 
of a common external tariff as a means in suppurt of industiral deve
lopment; meth0d0logy of the Andean Group to assess the impact on 
their indus~rial development of trade liberalization measures during 
the last decade; and the computer model used by the Andean Group for 
~ndustrial sectoral programming with intent of looking into the 
practicability of its application potential in ASEAN. 

With respect to reciprocal trade in manufactures, ASEAN/COIME considered 
that it could be convenient to promote the exp3nsion of such trade given 
a prior identification of products. 

ASEAN/COI~ indicated that their visit to the Andean Pact mLmber coun
tries from :3 to 23 October 198~ would be expected to further contri
bute importantly ~3 a first contact with the Andean Group and that it 
would be fruitful to organize a reciprocal visit by t~e Andean Group to 
ASEAN with the possible assistance from UNDP /UNIDO to coinci.de with a 
COIME meeting at a convenie~t tims after both groups tcive carried out 
their respective own reappraisals as indicated. The visit should give 
in-depth attention to select specific areas as mentioned in the last 
~hree paragraphs above. 

(b) A succinct account of presentations and discussions at the 
conference 

A detailed account of the conference proceedings have been given in 
1/ 

the report of the conference and study tour - . Here a summary of the presenta-

tion and discussion only of certain main issues or aspects of the respective indus

trial co-operation activities uf the two groupings will be provided, in 

an effort to reflect the 'lessous of experience' brought out in the very 

frank and open conference deliberations. 

The conference was opened by Dr. Pedro Carmona, member of the Junta 

del Acuerdo de Cartagena. In his speech Dr. Carmena underlined the impor~ance 

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 

regi~nal groupings. Especially now in a time of crisis, they may help us, he said, 

to understand ear:h o:..her better. We have to look inwards for 011r own solutions, 

and face our problems with our means, and in this context meetings like 

this beco~e very important for us. We must itensify our efforts towards 

integration, even with all the problems we now face due to the international 

economic crisis. We D1JSt not only try to ir;prove our relationships with 

1/ UNIDO/IS/R.9 
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the industri&lized world, but also with the third world; the knowledge of 

our common realities may be helpful for both our groups. 

After initial statements, the Conference discussions started with a 

presentation by Mr. Oswaldo Davila, Chief, Progrannning Department of JUNAC, 

entitled "Long-term goals of the Cartagena Agreement": 

Tne Andear_ Group of the five countries BoliviR, Colombia, Ecuador, 
Peru, Venezuela represents a area of 4,700 km2, more th:.n 73,00G,000 
inhabitants, and an average per capita income for 1981 of $1,139. Its 
Pco~omically active pop~lation is around 22 million, with 7 million of 
them being either 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 per cent have no safe drinking 
water. It lacks 4 million houses, and the nu~rition 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, 3•_) per cent of the projected population 
will be economically 3ctive (29 million people), which means an annual 
entry of 780,000 peopl~ to the labour market. In 1970, it had a 
1. 3 million tons of food deficits, whir.h may become four times more 
by 1980. 

In 1980 the Andean Group exported goods worth alre~st US $30 billion, 
90 per cent of which were agricultural or mining products. It has 
an enormous international debt (close to $49 billion, or roughly 17 per 
cent of all the international debt). The present economic and financial 
problem will have great social effects on the Andean Pact countries. 
The ability or capacity to satisfy the demands of their populations 
requires a stable and sustained economic dev~lopment. Thia provide. 
the basic motive f~r the signing of the Cartagena Agreement for 
regional economic integration. To rea~h the i~tegration goal the 
Andean Pact has devised t[,P. following mechanisms: 

1. Trade liberalization programme 
2. Common external tariffs 
3. Harmonization and co-ordination of development plans 
4. Industrial programming 
5. Agricultural regime on physical integration 
6. Technological policy 
7. Financial co-operation 
8. External relations policies 
9. Special programme for Bolivia and Ecuador. 

The various mechanisms all work in a co-ordinated manner. Those applied 
so far with more intensity are those concerned with industrial ~evelop
ment a1d trade liberalization. 

The trade liberalization programme wa& started in 1970. It iu·ludes 
all items which are not part of what is called "reserves for industrial 
progrc:.mming". Bolivia and Ecuador were excluded until December 1981 as 
part of the preferential treatment given to them. As a result of liberali
zation, regional trade has since increased from $90 million to $1,100 
million. The items under the common external tariffs now stand at 3,200. 
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In the field of technological co-operation, progress has also been 
satisfactory, and efforts are being made to generate the "self
developed" technoloy appropriate for th£ development needs of the 
Andean Pact. In particular, achievements in ccpper technology and 
the utilization of tropical wood are noticeable. 

On the harmonization of policies and development programmes, the 
Andean Pact has, however, met with mc:ny problems. Each country has 
different economic policies and different internal regimes which make 
it difficult to co-ordinate, especially since the integration process 
lacks the dimensiou to condition national policies. It may be said 
that the Andean regional economic activity corresponds to only about 
S per cent of all the economic activity in the subregion. The Andean 
Pact has not yet achieved the harmonization of po]icies in several 
areas. This makes negotiation ~or further integration more difficult, 
particularly when countries resort to "non-compliance". There has 
also been a lack of leadership to guide the integration process, whlch 
is perhaps a reflection of the inherent weakness of the integration 
organs themselves. Tile political, economic and cultural dependence 
of the Andean Pact countries has also shaped the progress and evolution 
of the integration. 

In view of the present world economic sitJation, the problems faced 
by the Andean Pact group will become more difficult to solve. However, 
the graup is determined to push ahead with its objectives and atrive 
tc consolidate what it has so far achieved. It may reorient its 
developm~nt efforts towards mee~~ng its social needs, inter alia, 
within its industrial programming. But what kind of industriali?.ation 
should it plar. for? That is a crucial question. 

The second presentation "Economic Policies and Industrialization in 

the Andean Group in 1970-1980" was made by the UNIOO consultant, Professor 

Javier Iguiniz Echeverria: 

I~ is a reality that the impact of t~e Cartagena Agreement on the r.nun
tries' policie5 is still marginal in macroeconomic terms. But ' 
the plant is young a~d weak the weather is critical in its dr 
we must look at the climate in which our integration proces 
developing. 

Of the Andean Group's 70 millicn inhabitants, only S mill ton have an 
income level similar to that of the industrialized world, 71 per cent 
of the population live on below subsistance levels. 

The industrial production in the five countries hds a relatively diff
erent importance. It depends on (i) the length of time in which the 
import-substitution process hae been going on and (ii) the peculiari
ties of the natural resources a,1ilable in each country. Colombia 
is the country which has had a r Jherent industrial policy the longest 
time. It now gives great impoL~ance to its agriculture. Peru pays 
a lot of attention to its mining resources and Venezuela to its oil. 

When assessing the 1970's it is important to look at a given characteristic 
at the time of the energy price adjustments, namely, the fact that 
three (Venezuela, Peru and Ecuador) of the five countries were oil
exporters. Tilis fact set the dynamics of these countries on a relatively 
accelerati.ng process. Furthermore, Colombia saw this acceleration after 
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1975, when coffee prices went up in the world market. Peru suffered 
fror- the depletion of its fisheries resources affecting the·. r ex~ort 
of fish meal. The internat:lonal crisis affects the countries dift r
ently and, theref~re, also their industries. Even so, exports grew 
during the 1970's, e.g. in Ecuador by 11 t~s, or 1D0re than 4 times 
in Colombia and Venezuela and a bit less than 4 times in Bolivia and 
Peru • 

We may look at the dynamics of the last decade and divide it into two 
periotls, the first from 1970-1975, characterized by a great rela~ive 
dynamism and the second, 1976-1980, where a slow down on economic 
growth occurs. During the first period, th~ increase in the amount 
of foriegn currency the countries had, made it easier for the state 
to carry on integration programmes. During the second period when 
the crisis hit the internal market, a need for the increase of exports 
of m.:1nufactured rroducts cropped up for products wh1ch became more and 
more difficult to sell inside. 

The Andean Pact countries have a relatively recent industrial history. 
:t is on an average 20 y~ars since true industrial promotion organs 
and progra~s were instituted. However, during the later part of 
the 1970s, the policy of the governmf'nts left t~e impression that the 
State was no longer backing these programmes it had previously supported. 

To understand the Andean Pact integration process it is neces~~rv to 
understand what has happened inside each country, since integration 
does not yet have a great impact on the countries. We nust thus study 
the countries to see whether or net integration ras or has not advanced. 
Industry has been given a different role in each country. In Colombia -
the couqtry with the longest industrial experience - emphasis is given 
to agriculture while industry sees a reduction of priority. Colombia 
has critically reviewed its import-substitution programme 1nd ~uts more 
emphasis on manufactured goods for export; it al5o places more emphasis 
on efficiency than on expansion. Venezuela puts emphasis on basic 
industry. It has &loo seer., thanks to the incomes of the oil exports, 
an enormous expan~ion of its intern~l market a~d feels the need to 
accelerate the process of import-substitution. It has to resort to 
i111ports to satisfy its internal demand. In Peru, industry has played 
an important role, and the State plays an active role towards basic 
industry. Goven1ment policy in Peru acquires an added rationality 
and juP~l[lcation tn face of the possibility of complementation in this 
ty~e of industries within the Andean Group. What looks singularly 
more difficult to justify becomes easier for the State to explain and 
jus•ify on the basis of an investment in the context of the Andean 
Group. Ecuador supports actively its industry, but always selectively, 
with the help of the Andean Group ~nd it does so by orienting it to 
the regional market. Bolivia does less in this field. 

The export promotion mechanisms within the Andean Group have not 
b'<!en the main mechanisms 1·sed during the decade as all policies concerned 
with exports have been subordi~ate to the general industrial policies 
whose emphasis lies mainly on import-substitution. It should also be 
noted that the State has ma~nly oriented its policies towards basic 
industry. Countries, depending on their internal needs, a~centuate 
their integration policies on different subjects. Colombia puts 
emphasis on common external tariffs, Peru on industry, etc. Neverthe
less the commercial exchange has been relatively dynamic and the Andean 
mark.et has taken a growing portion of ~~.t: ..o.anufactures of the region. 
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Tariff policies, thanks to the existance of the Andean Group, have been 
modernized and homogenized. Also t~e institutional field ~as profited 
from this. "Decision 24" on the treatment of foreign capital has 
influenced national policies. The modernh.ation of e.Xi'<'rt promotion 
pclicy has been enhanced by the necessi.ty of the count riP-s to integrate. 
The e.~tended market has justified investments on basi~ industry and has 
led to a growing role for the State to get involved 0n programmes of 
basic iI'dus try. 

The two presentations were followed by a lively exchange of question~, 

answers and clarificati0ns: 

One of the Malaysian delegates noted the fundamental dif f erencc ~~ ~he 

approacn to regional economic co-operation between ASEAN and the Andean Pact 

Whereas ASEAN is attempting at regional economic co-operati0~ with each 

member country maintaining a fairly independent course of action as far as 

its national development is concerned, the Andean Pact has from its start 

planned f<'r a higher stage regional activities aimed at integratiug the 

development process. Further, the Malaysian delegate «as parti~ularly 

interested in the special progranme which the Andean Pact had ieserved for 

Bolivia and Ecuadcr in the Andean Pact integrati1n programmes. He wondered 

if these two countries had really received special benefits and at what 

costs to other IDembe~s. 

In rep.;../, Dr. Iguiniz pointed out that the costs to the Andean Pact 

countries for affording special considerations to Bolivia and Ecuador had 

bl"!en of little significance, mainly because these two c-:-•m,.r!z.s are small 

econo~ies. It was added that the Cartagena Agreement allowed Boiivia and 

Ecuador a period of 10 years to open up their markets while the common 

~.xternal tariffs have already been in operation in the other Andean Pact 

~ountries. The Agreem<>nt also reserved products for programming to be 

produced i~ these countries. They had, however, not made much use of 

these spec-~l opportunities because of their limited capacities and infra

structural bottlenecls. Hence they had net derived as much benefits out of 

the special considerations as they should. 

One of the participants from UNIDO raised t~e question of the role of 

the Andean Pact Secretariat vis-a-vis the natio1.al deci3ion making process, 

especially over the last decade. In the late i960s when an ambitious inte

gration programme was first conceived, a strong Secretariat was set up to 

carry out planning and programming of industr}; but a strong Secretariat 

could run into difficulty with national decision-making of some 111£mber 
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countries which at a later time may pzefer less planning and control from 

the regional Secretariat. 

Dr. Iguiniz admitted that there had indeed been a change of attitude 

towards the original concept of integration on the part of some Andean Pact 

countries, which had created difficulty fer the Secretariat. It was added 

that the major problem for the Secretariat «as to balance the conflicting 

interests of different members in order to reach a consenc.us ove~ a parti

cular policy issue. So far the problems had not been insurmountable because 

economically speaking the overall "regional component" was still small so 

that the individual member cour.tries were not required to surrender uuch of 

their autonomy in their national !~licies. 

'lbis led to an interesting co~nt raised by one of the participants 

of the Philippines, who distinguished three kinds of regional economic inte

~ration schemes: a laissez-faire integration system, a dirigist integration 

system which blends planning with regulations within a regional framework 

and a hybrid one, which is fundamentally a laissez-faire system but is 

modified to include elements of compensation through planning. Jt was 

suggested that the Andean Pact belonged to the second category. 

In response, Dr. Iguiniz noted that both market and planning were within 

the integration process, and theoretically integration throu)!,!. market or 

through planning should be the same, even though in practice there was a 

bias in favour of market. 

One of the Malaysian participants was intri~ued by the phrase "non

compliance" and wondered if this concept was provided in the Cartagena A~reement 

to allow for flexibility in some member countriP.s for delaying implementation 

of tariff matters. 

Dr. Aninat of the Andean Pact Secretariat clarified t!-iat the phra3e "non

compliance" was not expresseJ in the Agreement, and that by this phraae 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. First, some degrees of haI'lDOnization of policies must be 

observed by member countries. Second, the legal ail'l of the Agreement, the 

Andean Tribunal of Justice, provides the legal solution to disputes and 

conflicts. However, the Ar.dean Tribunal has not yet come into force because 

one of the ~ember countries ha> not ratified it. 
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"Joint industrial programming" is one of the salient features 

-~ the integration scheme of the Andean Pact, which has attracted wide 

attention. Dr. Cesar Penaranda, Chief of the Industrial D2velo~m~nt D~part

ment of JUNAC, made a special presentation on this topic: 

I shall divide the topic into three parts: (1) Jcint Industrial Pro
grammir1g; (2) The Sectorial Programmes of Industrial Development and 
(3) The actual status of the Joint Industrial Progranmrlng, covering 
three existing progra11111es. 

The individual markets of the Andean Countries are small due to the 
low levels of incomes 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 cur drive towards i.ntegration. LAFTA was 
born this way, bi:t it was afflicted witl-. incongruencies due to dis·· 
parity in the development between countries like Mexico, Argentina 
and Brazil on the one side and the rest of the countries on the other 
slde. The Cartagena Agreement, on the other hand, was established 
with the difference of development of tee countries bound by the Agree
ment clearly taken into account. 

The Agreement was essentially an industrial one; it uses two types of 
mechanisms in its search for a more dynamic industrialization process for 
the Andean Pact region, (a) the market mechanism and (b) the establish
m2nt of connnon external tariffs. With these we were trying to make 
better use o~ the already existing induetries and to promote intra
Andean trade in manufactured products. We, thereafter, set up another 
mechanism ~ich was the Joint Industrial Programming (JIP), which would 
allow countries to achieve an important industrial level a~d the maximum 
industrial efficiency, directing the allocation of re3ources in tht 
best possible way. The JIP, was given two instruments to achieve its 
aims, firstly, the Sectorial Programmes of Industrial Development and, 
secondly, the Programmes for Industrial Rationalization. 

The Se::torial Programmes of Industrial Development are designed (a) to 
distribute new projects equally between the countries and (b) to improve 
and increase the already existing capacities. For (a), as a start 
we do not consider the local markets, but concentrate mainly on giving 
the five countries investment opportunities. The decision to invest 
would depend on other elements, like the efforts a given Government 
puts forward for turning this oppo~tunity into J reality, the availa
bility of resources and the profitahility of the project. To arrive 
at this distribution we resort to sectorial programmes for industrial 
development. This allocation cf equal opportunities has the disadvant
age tha~ the benefits will ~lso be sectorially distributed, distorting 
somehow a better theoretical approach of thiH distribution under a 
more global scheme. 

We have ailocated investment opportunities to the countries whenever 
their own opportunities to do it were manifested; bu~ then we would 
face the problem of not being able to see how benefits were being evenly 
distr~buted within the area, since it is easy to see that investment 
opportunities would present themselves easier in those countries with 
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e more developed infrastructure or with a greater capacity to work out 
more developed projects. Nevertheless, this could have also been a 
possibilit~·· On the other hand, another possibility was to focus 
sectorial programming on a one-programme basis which would have involved 
all rhe industrial se~tors reserved fer 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 incustries for which they had manifested their 
interest and it also created a planning ana statistical problem because 
of the complexities involved. The Agreement optea for a sectorial 
~pproach and ab~Jt 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 ha<l 
very little development. 

The Sectorial Programme is a permanent mechanism on a time basis and 
it is quite broad 011 its field of application. Our priorities w::>re those 
for which we had deadlines to meet; but we may any time programme other 
activities. 

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

The mechanism& which make up the essence of each sectorial programme 
are as follows: 

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

(B) Common external tariffs, intendeti to maintain certain pre
ference margins for subregional prodaction confronted with 
competition from third countries and to regulate the productive 
efficiency of the sector; 

(C) Supplementary measures in several forms, for example, coun
tries agree not to ~ncourage or to expand production of products 
corresponding to aliocations granted to the other member coun
tries, and countriea should not authorize foreign investment 
for such production either. 

It Ill.1st be noted that any country may import from third countries the 
same products as those manufactur~d within the region, but always 
paying the established common external tariffs. This means that we 
are establishing competition within the region as well as with third 
countries. 

At the time of the signing of the Cartagena Agreements, member coun
tries had an industrial infrastructure with marked differences. At 
the opening of markets to a given industry, the market would be sub
mitted to intra and external competition becaus2 of the coDDDon external 
tariffs. Certain industries suer. as textiles, leather goods, shoes, 
etc, were very important in that they absorbed more labour than others 
and were developed to a higher or lower degree. The opening of markets 
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might have affec~ed the integration p1~cess. Therefore the rationali
zation programme for industrialization was established in order to 
diminish the effects caused by this new competition and to increase 
efficiency at the s&me time. We work on a hybrid theory of both pro
duction for the ~ubstitution of imports and promotion of manufactured 
exports. The application of the rationalization programme had to be 
in agreemenc also with the other integration mechanisms. The Agreement 
provides for at least one rationalization programme per year. So far, 
however, no_rational:.'zation programme has been implemented, since 
greater importance was given to sectorial progammes. 

I ~ill refer now to the already approved sectorial programmes. 
The first is the automotive one. It tries to limit the mo2cls and 
brands of vehicles within the Andean Group, with the purpose of increas
ing production volumes aud to increase the production of spare parts 
of the vehicles. It has to be noticed that the main purpose of the 
programme is to produce spare parts. This programme is backed by a 
liberalization programme and common external tariffs (for commercial 
vehicles, an average of 48 per cent; for cars, an average of 135 per 
cent; and for spare parts, an average of 49 per cent). As comple
mentary elements to investment opportunities three types of agreements 
were established in this progr~mmt: (a) Assembly agreements, were any 
country may assemble any type of vehicle assigned to other Andean 
countries, as long as it integrates the spare parts received by the 
1.;ountry which previously had the allocation of production; (b) Agree
ment on co-production, where we seek to specialize in order that one 
country may produce one or more components and another country one or 
more other components, in order to achieve better scale-economies; 
(c) Agreement on complementation, where we look for countries to 
specialize on parts of a given component cf a vehicle. All these are 
essential elements of this programme. The co-ordination and implementa
tion of the programme have proved very difficult now, due to the events 
affecting this industry internatioally as a result of global recession 
and the enerr,y crisis. 

The second p1ogramme is the metal fabrication programme of 1972. This 
programme was subsequently adjusted due tc the withdrawal of Chile and 
the joining of Venezuela. We approved Decision 146, which is essentially 
a progra11111e on capital goods. This programme establishes exclusive 
allocations for Ecuador and Bolivia (so far 33 are exclusive and 43 
partial alloactions). We also established market openings, with diff
erences for countries and for products. The common external tariffs 
rar:.ge from 20-80 p~r .:ent with an average of 51 per cent. The programme 
also fosters the idea of co-production, looking for a greater speciali
zation which has not oeen as intense as expected. The programme has 
been distributed to all countries due to their interest to participate 
in it. 

The third programme is tPa petrochemical programme. This is a verti
cally integrated programme for it covers raw materials over to inter
mediate prodncts and final products. It was approved at the time of 
the world oi.1. price adjustment, when the situation was 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 differences on market openings for countries. 
Then we faced an excess of supply internationally, and the fact that 
this industry is very capital intensive. Also, we have now to face 
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the fact that sevE~al Andean countries have not developed as proiected 
with respect to their oil resources. Some - Colombia and Bolivia -
have even turned into oil importers; and Peru, although exporting oil 
prO<!ucts, does so not at the level as previously projected when the 
programme was negotiated. We are therefore revising this programme 
at the Andean Group. 

As far as iron and steel is concerned I would like to mention that 
there is no such ~hing as a programme. There exists so far only an 
agreemen!:: to arrive at a programmt as soon as possible. We have a 
more critical problem here since this industr:r is partl} :-roviding 
raw material to other ind~stries, such as the automotive or the metal 
fabrication ones, and any added costs to devel1'P it on Andean level 

"Would be of great importance for the prospective users. Tariffs are 
also very important; as are transport costs. 

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

When we talk about alloc<tion, we do not talk abcut obligations as to 
whether to take or to realize the project. All allL2ations specify a 
period of time within which they III.1st be realized, and they have a 
market-reserve, so that once pro:iucts come out the producer has at his 
disposal the market - vis-a-vis produc£rs from third countries. 

In all the thre~ prograDliiles w~ have several allocations Lhat were not 
carried out, but there are realization and new investment& also, which 
emerged thanks to the allocations. 

There are several reasons for non-compliance with the allocation, both 
external and internal reasons. The host country has its own problems, 
such as over-estimation of capacity. At the beginning the countries 
were looking for maxim.im participati0n in order to derive greater 
benefits. Then countri.es were looking for more investment opportunities, 
which affected the allocation of resources and diminished efficiency. 
There is also non-compliance by o~her countries: non-application of 
tariffs, non-opening of markets, and problems due to the competition 
of third producers. 

Of 76 uni~s assigned to metal fabrication, SO are already in production, 
with 153 companies participating in their production. In petrochemicals, 
of .'.>O units assigned, 20 are produc~ng, with 108 companies participating. 
On the liberalization progranune, 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 J.n 1972 was less 
than $2 million, and in 1980 it had increased to $25 million. In 
petrochemicals, from the trade level of $10 million in 1976 we 
increased to $50 million in 1980. 

With regard to the co~on external tariffs, there are more problems. 
There are still important differences in what the countries are 
willing to pay for their industrial development in gen~ral and for 
sectorial programming in particular. There are seve::al cases of non-



- 114 -

compliance and thus there is market inst<lbility, with no clear para
meters to alloy the countriEs to decide on investments. All this 
affects the development of the progra11BDes which are scale-economy 
intensive and which require high production levels. Forecasted 
markets !lave not been found and there has been more competition fro1" 
third countries than previously expected. All this has created pro
blems in regard to the use of the installed capacity of industries 
protected by the approved programmes. 

There are two important elements which we must consider now, namely, 
(a) the international situation, since the Andean Group can not isolate 
itself. Owing to global recessi~n the more developed countries are more 
aggressive in respect of their investments in the third world; and (b) 
the inten-al national situations, which require snort-term ac~ions. 
Thus we 111.lSt strive collectively to work out more efficiency in 
resource allocation and a more homogeneous treatment of countries 
and industries. 

The presentation of industrial program:uing in the Andean Pact had 

raised intense interest from the ASEAN participants and a lively discussion 

followed. 

One of the participants of the Philippines esked about the role of 

the private sector in the selecticn of the products to be promoted in various 

prograunnes and he~ it was involved in the impleme~tation process. Dr. 

Penaranda pointed out, in reply, that in the Andean Pact the private 

sector had different conceptions of the execution of the sectorial 

programmes. It differed from country to country depending on the private 

sector's organization and on the government's readiness to let them parti

cipate in the types of industry. In the petrochemical sector, for instance, 

the high capital investment required presupposed the major role to be played 

hy the public sector rather than by the private sector. 

The Singapore participant was interested in the actual production 

levels of the metal fabrication and petrochemical sectors as opposed to 

their "anticipated installed capacities". Dr. Penaranda replied that the 

designated projects were not based on feasibility studies but they instead 

relied on international information. Consequently, they had no precise 

information on anticipated producti011 levels and costs. 

The presentation on ASEAN was made by the ASEAN/COIME spokesman, 

Mr. N. Sadasivan of Malaysia, who highlighted the long-term goals of the 

economic co-operation of ASEAN and the process of inrlustrial co-operation 

in ASEAN: 
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In 11I'f presentation I will touch upon some of the major areas of 
economic co-operation in ASEAN, while focusing specially on areas 
affecting industn.al co-operation. We would then like to spend a 
little bit more time discussing some collmlOn problems and some cot11D.on 
exper~ences that both regional groupings have obtained through these 
years at efforts to co-operate on a regional basis. 

ASEAN, found?d in 1967, comprises the countries of Indonesia, 
Malaysia, Philippines, Singapore and Thailand with a combined popula
tion of some 250 million people, thus about 3 tim~s more than the 
population of the Andean Pact countries. For the first 8-9 years in 
ASEAN's history, very little efforts were made to echieve any degree 
of economic co-operation, simply because both the l~aders of ASEAN 
and the peoples in ASEAN were in the process of trying to understand 
one another, and trying to understand the different cultures, the 
different languages, and the different religions in ASEAN. And, 
therefore, our progress in these initial years was very slow. In l976, 
almost 10 years after ASEAN was formed, the Heads of Government of the 
five ASEAN nations gathered together fer a first Summit Meeting in Bali, 
Indonesia. At this meeting, the five Heads of Governments sig·1ed a 
Treaty of Emnity and Co-operation in Southeast Asia and, D1.1ch more 
important, they signed the Declaration of ASEAN Concord. By this 
action, they renewed the governments' commitments to the aims and 
purpose for the organization of ASEAN set out in 1967. The Declaration 
of ASEAN Concord signaled a fresh impetus for economic co-operation 
in ASEAN. The Declaration of ASEAN Concord, together with the Treaty 
reconfirmed economic co-operation as one of the pricipal goals of ASEAN. 
It calls for fottndamental approach towards the achievement of peace, 
stability and prosperity in the ASEAN regior.. These two important 
documents also provided the basis for the fornrulation and implementation 
of fJture work programmes and the establishment of a suitable institu
tional machinery for ec0nomic co-operation in ASEAN. From 1976 onwards 
various programmes of co-operation in broad economic sectors were 
fororulated. Some of these programmes have already come into effect, 
and these programmes now guide both the short- and medium-term direction 
for economic co-o-~ration in ASEAN. 

Major areas of co-operation in some of the more important economic 
sectors in ASEAN are the following. In the field of trade, ASEANs' 
aim is to promote the development and growth of new production and 
trade and to improve the trade structures, both for the individual 
rnemb~r states and among the ASF~ countries as a whole, so as to 
further development and to safeguard and increase fureign exchange 
earnings and reserves. Another important objective is to expand 
trade of the member states by improving access ~o export markets out
side of ASEAN for the raw materials and finished products produced hy 
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 wot.ld be 
expanded through a number of measures in ASEAN. The first would be 
long-term quantity contracts, ranging from 3-5 years and applying 
mainly to basic commodities, such as rice and crude oil. Other 
arrangements include preferences in procurement by government entities, 
extension of tariff preferences and liberalization of non-tariff 
measures on a preferential basis. As of today, the extension of 
tariff preferences is the most advanced of these measures taken to 
liberalize trade amongst ASEAN countries. As of June 1982, a total 
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of 8,529 items of interest tc ASEAN member countries have been given 
various degrees of tariff preferences with the margin of preference 
of ,!0-25 per cent from an initial tariff cut of 10 per cent. 'We are 
also undertaking measures to expand the coverage of items for which 
tari~f preferences are being exchanged through a sectorial approach 
as apposed to the product by product approach in the earlier years. 
We have also planned to deepen tariff cuts beyond the current 20-25 
per c.c:nt. 

In etc field of industry which is the area that those of us rresent from 
ASEAN are most actively involved in, a i.umber of progranmes <.re being 
currently pursued. These are expected to contribute towards increas-
ing the flow of investment in the ASEAN count~ies. to a strengthening 
aod broadening of the base of the industrial sector in the respective 
economies and to promotion of greater utilization of the industrial 
capacity and trade. Three major programmes are currently being ul'l.der
taken. These are the ASEAN Industrial Projects, the ASEAN Industc:~al 
Complementation programmes and ASEAN Industrial Joint V~ntures. The 
ASEAN Indus~rial Projects are basically large-scale govern~~nt under
takings geaLed, in particular, to meet regional require~ents for 
essential products. Priority is given to projects tha•_ utilize avaHa
ble resources in thP member states, contribute to the increase in food 
production, increase or save on foreign exchange earn!ngs, and create 
employment opportunities. The ownership of an ASEAN Industrial Project 
is di£tributed on the basis of 60 per cent for the country in which 
the project is located, with the other fc.,ur countries taking the 
cemaining 40 per cent equity ownershfp. While these projects are 
primarily government-owned projects, the ASEAN private sector and the 
non-ASEAN private sector may own up to '!./3 of eqt·ity allocated to a 
particular member country. The only reservation is that at any one 
time, majority ownership of an ASEAN Industrial Project must he held 
by ASEAN nationals. To encourage and to facilitate the establishment 
of ASEAN Industrial Projects, the ASE~~~ Governments signed a basic 
agreement on ASEAN Industrial Projects in 1980. Today four ASF.AN 
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 copper fabrication project for the Philippines. 
A fifth project for Singapore is currently under examination. In 
addition to these large-scale industrial projects which are basically 
government-owned and government managed, the ASEAN Industrial Comple
mentation progra1111&es were launched in June 1981, again \.d th the 
signing of the basic agreement on ASEAN Industrial Compltmentation. 
Under this agreement the ASEAN member countries have und~rtaken 
complementary trade exchanges 0f specific processed or manufactured 
products or components within an ASEAN Industrial Complsmenta-
tion package. Products that form and fall within such package are 
entitled, among o~hers, 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, accreditation of local content 
status for such products. In the first ASEAN In<lustrial Complementation 
package comprised existing automotive components and ttis first package 
was approved for imylementation in .June 1981. Products in the first 
package would enjoy a 50 per cent reduction in P-xisting tariffs within 
ASEAN. We are currently examining the possibility of implementing 
other complementation packages. 



- 117 -

At this stage, I think I would want to t:ouch upon the role of the 
private sector in ASEAN which would seem to be somewhat different 
fr.om the private sector's role in the A.~dean 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 facllitate this close contact and 
exchange of views between ASEAN governments and the private sector, 
the private sectors in the ASEAN countries have organized themselves 
in a number of ASEAN Regional Clubs. For example. all the manufacturers 
of rubber products in ASEAN have orgatiized themselves into a ASEAN 
Rubber Manufacturers Associ~tion which has in eac~ of the five ASEAN 
c:::iuntr5 ~s a National Association of Rubber Manufact·~ cers. This ASEAN 
r.egional Industry Club maintains a continuous exchar.ge 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 sector 
would play in ASEAN economic co-operation that the ASEAN governments 
now are in the process of finalizing a scheme which would enable the 
private sector to play a very active role in industrial co-operation 
in ASEAN. This refers to the proposal for the establishment 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 
majcr, the ASEA.~ Industrial Joint Venture scheme is designed almost 
exclusively for private sector participation. This scheme would enable 
the private sector in ASEAN to establish large-scale industrial 
projects and enjoy substantial ASEAN preferences, particularly for the 
exchange of commodities produced by such large-scale projects. We 
expect the final agreement on the scheme for the establishment of 
ASEAN Industrial Joint Ventures will be obtained shortly. The ASEA.~ 
governments' role in establishment of ASEAN Industrial Joint Ventures 
w0uld be confined, intially, to the granting of substantial tariff 
p1eferences, for the products of ASEAN joint ventures. Governments 
themselves would not be involved in either the equity of the projects 
or in providing any other form of financial support. 

Turning now to ASEAN's long-term perspective, it is almost 10 years 
since ASEAN began to be really active in its economic co-operation 
<!fforts and to implement various programmes to achieve the goals set. 
We are now in the process of something very similar to what we heard 
yesterday from you. Ve are in the process of reviewing the various 
measures we have taken in ASEAN to achieve economic co-operation. We 
are reviewing principally with the objective to see whether the institu
tional 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 governmen;·s are 
not workir.g fast enough to promote greater co-operation and there are 
number of poliry measures that are currently being examined in ASEAN. 
The private sector, some time at the beginning of this year, proposed 
that ASEAN governments should enter into a very comprehensive economic 
treaty providing for various l<!vels of co-operation in ASEAN. The 
private sector, in fact, cited your own experience in the Andean Pact 
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countries as an example and stressed the need for ASEAN countries to 
draw up an economic treaty amongst themselves. Tilis is something 
that the governments in ASEAN are currently examining. Ol!r own 
experience, I think, indicates that ar. economic treaty (unless it 
provides so uuch flexibility that the treaty is not really very 
effective) would not give the countries in our region sufficient 
flexibility to operate their owr. national policies. But the ASEAN 
governments are now studying the matter very carefully to see 
wheth~r the conclusion of -n economic treaty would lead to greater 
economic co-operation. Proposals have also been made by the ASEAN 
private sector, and by s0me governments in ASEAN that ASEAN should 
ultimately become a free trade area. Til!s again is an another area 
that the ASEAN governments are now studying very carefully. 

ln summary, I would conclude by saying that the efforts towards 
economic co-operation in ASEAN have taken many forms and shapes, some 
of which have succeeded beyond our expectations, while a number of 
other measures had to be dropped as a result of our experience gained 
during intra-ASEAN meetings. Of overr~ding importance is that ASEAN 
is committed over a long-term to achieving a greater degree of economic 
co-operation amongst the me'11ber countries. As to what form this 
ultimate degree of co-operation will take we are not sure of yet. We 
are in the process, as I said, of examining a number of proposals, and 
we certainly would think that the experience of Andean Pact countries 
would'be of very significant value to us. 

In the ensuing lively discussion a number of different aspects were 

taken up. Thus one of the participants of Peru focused attention on the 

treatment of foreign capital in ASEAN and asked about the possibility of a 

"Multinational ASEAN Corporation". In reply, Mr. Sadasivan pointed out 

that in all the ASEAN countries considerable governm~nt efforts were made 

to attract private foreign investment, parti'.:•Jlarly in the manufacturing 

sector. Private foreign investment could be intra-ASEAN investment. Among 

the ASEAN countries, the degree of welcome afforded to foreign investment 

differed acc0rding 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 dome~tic 

market, a more selective approach was used in attracting foreign investment. 

!:lpe<.:lfically, the ASE.AN Industrial Joint Venture projects were a kind of 

scheme which woulJ promote intra-ASEAN investment. 

In response to other queries the PhiJippine participants attempted to 

explain the instltutional set-up of ASEAN to the participants from the Andean 

Pact, highlighting the various permanent commjtt~~s in the ASEAN Sec~etariat 

and the role of ministers' meetings. It was emphasized that ASEAN did not 

have a "super-JUNTA" like the one that the Andean Pact had in Lima. Tile 
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ASEAN Secretariat is much simpler in organization. 1he major work, as far 

as industry is concerned, is done at the COIME level. 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 impatient and critical of the slow progress made by the 

ASEAN governments towards regional co-operation. It was also emphasized by 

the ASEAN delegates that although there was a lot of political good-will 

in ASEAN towards closer econ~mic integration, they did not foresee any 

emergence of an "ASEAN Parliament", except in the very long run. At the 

same time all the ASEAN governments are clearly conmitted to work for a 

high level of co-operation. 

The Andean Pact participants showed keen interest in the "exc:ra

regional" co-operation of ASEAN, particularly ASEAN's various "dialogues·· 

such as the ASEAN-USA, ASEAN-EEC, ASEAN-Japan, ASEAN-Australia, ASEAN-New Zealand 

and ASEAN-UNDP Dialogues. These dialog·H~s were held frequently whenever 

common problems cropped up, e.g. the recent ASEAN-USA Dialogue was convened 

to discuss the US stock pile of tin. Tile successful holding of these dialogues 

had clearly demonstrated the advantage of regioll8~ co-operation in the sense 

of having formed a common stand vis-a-vis other countries. The civil 

aviation dispute between 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 o~ the fastest growing regions in 

the world and this increased the bargain~.ng power of ASEAN. 

In particular, Mr. Sadasivan brought out the element of flexibility 

in the ASEAN ayat<0m .:;f co-upt::ration which seemed to be lacking in the 

integration procep,s of the Andean Pact. For instance, two or three member 

countries in ASEAN could work o•·t schemes for industrial co-operation, even 

though the formal co-operation machinery, such as getting tariff preferences 

approved, was often rather time-consuming. On the other hand, there was no 

question of "non-compliance" in ASEAN once the ASEAN ministers had decided 

on the matter, say, the level of tariff reduction. 

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

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

of JUNAC Decision 24 regarding treatment of foreign capital, and Decision 169 

on the Multinational Andean Company. 
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lbe Cartagena Agreement's regime, Decision 24, concerning foreign 
investment covers a broad spectrum and is based on the concept of 
policy harmoni?.ation. rt has two fundamental principles: (a) recogni
tion of the Andean Group's need of for~ign capital and foreign techno
logy in line of the priorities of the Group's development; (b) creation 
of a stable regime which would give security to foreign investors on 
obligations and rights. The regime may not be modified by one or two 
countries, but only by the agreement of the Andean Commission. 

All foreign investment mist be subject to the authority of the competent 
national organ. Foreign investment DI.1st be registered (in convertible 
c~rrency) in order for the investor to have rights: (a) to repatriate 
invested capital should the investor sell his shares to national 
investors or on the company's liquidation. Tile case of a capital 
reduction is not dealt with in the Agreement, but these cases are 
usually solved on a national basis; (b) to repatriate p~of~ts obtained. 
Tilere is a limit to thic, which used to be 14 ~er cent of the ~irect 
foreign investment. In 1975 Chile proposed a modification of this 
percentage. This was agreed to in 1976 through Decision 103, bringing 
the percentag~ to 20 per cent and also giving the countries the capacity 
to authorize an ex~ess of over 20 per cent whenever countries considered 
it convenient, with the only obligation to co111J11.1nicate it to the 
Commibsion. So far the Commission has not received any such communica
tion. Tilere are, however, several compa~ies which are free from these 
limitations, namely, companies which export m0re than 80 per cent of 
their production to third countries. 

For the common regime there exists three kinds of companies (a) foreign 
companies (those ones with less than 51 per cent Ca~~~al 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). Andean capital is treated as national capital. 
Tilere is a regime on the transformation of foreign companies covering 
two cases: {a) those companies already existing at the time the regime 
becomes valid, and which are to be transformed only if they want to 
enjoy the advantages of the liberalization programme; (b) new companies 
which are all ohliged to transform within a given period of ti112e: 15 
years for companies in Colombia, Peru or Venezuela and 20 years for 
companies in Boliva and Ecuador. 

Tilere exists, since 197 1 , an Andean system of technological informa
tion, for the exchange of information about foreign capit~l and foreiin 
investment. 

In 1971 we also adopted a regime on the Multinational Andean Company 
(Decision 46), which did not became valid until 1976 when the countries 
finally complied with the requirements of their natlor.al law system. 
So far no company has been formed under Decision 46, mainly because 
one of the requisites is that its social goal be based on Andean pro
gramming and also because of the enormous bureaucracy involved. There
fore, we thought about creating a new regime, at which we arrived in 
March 1982, with Decision 169, which does not, however, supersede 
Decision 46. We may, therefore, guide ourseleves by the contents of 
either D~cision 46 or 169. Tile site of a newly created Multinational 
Andean Company 111.1st be in one of the Andean countries, and the intra
Andean investment 111.JSt be at least 80 per cent, leaving a maxi111.Jm of 
20 per cent for foreign investment. Tilere 111.1st be investoru at leaat 
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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 llllSt be constituted in one of the 
Andean countries in the form of a joint-stock company. Its equity 
capital uust be in personal shares, SL~ce transferable shares are not 
allowed in these countries because of Decision 24. This Dist be so 
in order to be able to control the compliance of the common regime and 
of the 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 where the company will have its 
headquarters. The company's administration is legally under the 
jurisdiction of the country where its hea~1uarters is located. Such 
Multinational Andean Company, which is one of the five types of 
companies which so far may exist within the jurisdiction of the 
Cartagena Agreement, is given a special treatment and its vroducts 
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 same economic activity enjoy. What makes 
it particularly interesting for foreign investment is the fact that 
there are no limitations to the annual profit repatriation. It has 
no such limits as is the case of Decision 24. 

Another advantage for a Multinational Andean Company is that any invest
ment made by the company in any of the Andean countries will be consi
dered as national investment. Finally, it should be noted that the 
flexibility provided due to Decision 169 will become effective wheneve~ 
two countries have it integrated to their respective legal system and 
have it deposited ~ith the JUNTA's Secretariat. So far Decision 169 
is legally effective in Bolivia and Peru. 

Dr. Kuljevan's presentation prompted a remark from ~he ASEAN side th~t 

the attempts at regional integration in the Andean Group seemed to have 

come from the top, whereas in ASEAN it was from the bottom. By comparison, 

the degree of consensus in ~SEAN often turne~ out to be greate~, simply 

because by the time a co-operation programme had reached the top everybody 

had agreed. Once ASEAN had made a decision, albeit after a long process, 

everbody would comply with it as all the arguments had been heard at the 

lower level and disagreements taken care of. 

Dr. Penaranda further commented by seeking to clarify the basic 

difference between regional economic co-operation and integration. In 

reL~ospect, the Cartagena Agreement had ambitiously sought to achieve an 

economic integration process. But it was never meant for short or even 

medium term; and the objective ~as to be reached in a long-term process. 

The ultimate step towards full integration was clear in the Agreement. 

At this stage, however, it was difficult for the Andean Pact to talk about 
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whether it was inmersed in forming a free trade area or a customs ur.ion or 

a co11DDOn market because there were overlappings. 'llle Agreement was clear 

in respect of the steps and action countries DlSt follow and in the re

quired harmonization of policies. 

From the side of JUNAC the difference was also stressed between LAFI'A 

and the Andean Pact L~ terms of ensuring an equitable distribution of inte

gration benefits especially for the less developed member countries. Unlike 

LAFTA, the Andean Pact from the outset created a system which could benefit 

the less developed members. However, there was a difference between alloca

ting benefits to a country and whether that country had in fact really 

stood to gain from the allocation. It would not be enough just to design a 

project to benefit a country, but a lot would depend on if the country was 

~fficiently developed to generate the necessary absorption capacity. 'llle 

experience with Ecuador and Bolivia had showed that they had not reached 

the required development level that would enable rapid implementation of a 

wide variety of regional projects specially designed to benefit them. 

'llle aim of the Andean Pact, it was noted, is now to create a viable 

internal industrial structu!·e that would incl:.Jde not just, for instance, capit:al 

goods industries but also activities which would increase and Dlltiply the sub

region's overall industrial capacity. This new approach would bring about 

a wide range of benefits while at the same time make the best use of the 

natural resources of the subregion, and help to generate a technological 

capability which wou 1.d produce a genuine internal economic development 

with less dependence upon foreign econumies. 

1be sectorial programmes for industrial development in the Andean Pact 

attracted keen interest from the ASEAN participants, who were particularly 

eager to learn how JUNAC initiated and implemented the SIDP for the auto

motive and petrochemical industries. The industrial programming was the 

major form of industrial co-~peration in the ~.ndean Pact. 

On a question of the ind.-.dtrial rationalization programme, Dr. Penaranda 

pointcJ out that the Andean Conmission only provided certain tools and instru

ments for the individual Andean Pact countries to identify and define the 

sectors )r industries for the purpose of ir..dustrial rationalization. It 

was up t~ the individual governments and the private sector to work cut the 

detailed implementation. 1be willingness of the private sector to rationalize 
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was therefore crucial for success. Dr. Aninc:Ult added that the Cartagena 

Agreement ~ontained both mandatory and non-mandatory instruments; but their 

operation often depended on the international organization of the member 

governments. 

One of the delegates of Titailand touched on the level of private 

sector participation in regional co-operation. He pointed out that in ASEAN 

the private sector had been closely involved in recent years as regional 

co-operation gathered momentum, and its involvement was operated through 

the various regional industry clubs as well as the ASEAN-CCI. 

In the Andean Pact, it was noted, the private sector was ..tlso gettiu.g 

more actively involved in regional integration during the la~t few years, 

as reflected in the recent formation of the Andean Corporat.·.on of Indus

trialists (Coandina), and a few contact groups organized within the auto

motive industry after the start of the sectorial programmes. 

One of the participants of Colombia drew attention to the impact of 

external economic forces on the process of integration. Tite decisions to 

go ahead with many industrial programmes, which had appeared very rational 

at the time of the oil boom, were now 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 ber:ome i.ncreasingly more 

difficult to programme large-scale regional industrial activities in view 

of the uncertain future. Focus should be placed more on small-scale pro

grammes involving a shorter time horizon. Dr. Penaranda added that the 

circumstances underlying the 1960s and the 1970s had now changed, and that 

it might be more realistic for the Andean Pact to shift empha3is to agri

cultural development for the 1980s. 

In concluding discussions Dr. Penaranda indicated three areas for 

possible co-operation between the Andean Pact and ASEAN in future. First, 

both groups should co-ordfnate positions and statements before international 

forums. Second, both sides should try to expand commercial exchange. Titird, 

both should #Grk out specific mechanisms for future co-operation such as 

methodology, information exchange, etc. Yne Andean Pact had a great deal 

of experience with its sectorial programming and woula be prepared to 

transmit to ASEAN such experience through future meetings, seminars and 

other means. 
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The proposals by Dr. Penaranda were generally endorsed by the ASEAN 

participants who also pointed out that with the exc~ption of joint action 

in international forums, which normally requires official "dialogues", such 

as the ASEAN-USA Dialogue, ether areas of closer co-operation between the 

two groupings would be of mutual interest to both. It was urged that the 

Andean Pact delegates should make a return visit to ASEAN. 

From ASEAN side it was specifically expressed that the information on 

the· methodologie.> or techniques in respect of industrial prograDDning from 

the Andean Pact should be of great -1_:-.terest to ASEAN. The method!:>logy 

employed by the Andean Pact in evaluating the effect on intra-Andean Pact 

trade by liberalization would also be very useful for ASEAN in assessing 

its own trade liberalization programme. 

The concluding session for tpe Conference was held in the morning of 

14 October 1982, in which a brief summary report was adopted. 

In a concluding statement Mr. Sadasivan of Malaysia on 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 
for A~EAN. This objective the meeting has fulfiled, and we have also 
learnt about your own difficulties at integration. We have learnt 
some of the complex plans which you had to amend because they were very 
ambitious to start with. We would try to avoid those mistakes in our 
own efforts in ASEAN. ASEAN collectively is also very interested in 
establishing long-term relationships with other region?! groupings. 
As to what form this would take, I think, it may be a b~t early for 
us to say now. But certainly this was a very useful init~~l contact 
we have had with the Andean Pact and we are going to have SLbsequent 
contacts with you. We certainly hope UNIDO and UNDP are lis~ening 
very carefully to our proposal that you visit us next time - next year 
perh?~s. I believe contacts ~f this type would result in establish
ing between the Andean Group and the ASEAN countries some sort of long
ten:i relationship. We are particulat y interested in terhnical co
operation, as was mentioned. At this point of time we do not know 
what areas are suitable for technical rJ-operation, but we might have 
a better idea after we complete the visit to all the countries in the 
region. Finally, may I on behalf of colleagues again express our 
very sincere appreciation to the JUNAC secretariat for giving us this 
opportunity to see for ourselves and to hear of your experiences and 
difficulties. We think this has been specially useful, because, as 
I mentioned yes~crday, we are also looking in ASEAN now at ways to 
lntensJfy our economic co-operation efforts, and this particular meet
ing and the visits to the Andean Pact countries are really interes·.i~g 
to us and useful to us. I would also take this opportunity to thank 
again very much for the assistance of UNDP and UNIDO. 

After ~he Conference a study tour was organized for the ASEAN delegates 

to visit the member countries of the Andean Pact. The tour was most infor

mative and useful for the ASEAN participants in terms of enabling them to 
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acquire some fundamental knowledge on the workings of the Andean Group co

operation. It provided further opportunity for the ASEAN oarticioants 

to discuss and exchange views with the officials in the respective Anriean 

Pact countries directly engaged in the integration work, as well as with 

the industrialists in these countries actively involved in the various 

regional industrial programmes of the Andean Pact. 'lbe discussions wer~ 

without exception characterized by great frankness and openness, with the 

ASEAN participants being provided with the most valuable information on 

areas of p~ogress and of difficulties. 'lbe ASEAN participants often reacted 

by pointing out parallel experiences in ASEAN. Hence most fruitful exchange 

of opinions and experiences took place. Specifically may be mentioned the very 

valuable and enlightening discussions held at the Andean Development Corporation 

(CAF) in Caracas. 
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Chapter V 

PROSPECTIVE ANALYSIS 

(a) Obstacles to regional co-operation efforts in the 'nlird World 

'nle background revfew of the regional economic co-operation efforts 

in >.SEAN and the Andean Pact, and the discussions and exchang~s which took 

place at the ASEAN/Andean Pact Conference on Regional Industrial Co-opera

tion in Lima, have br:JUght out the progress so far achieved respectively 

by ASEAN and the Andean Pact as well as the major problems and obstacles 

each has encountered. In aj.l overall evaluation, it would seem that these 

two regional groupings have created as many problems as they have resolved. 

'nlere is also an impression that what they have failed to achieve often 

tends to overshadow what they have already achieved. 

'nlus, in the case of ASEAN, there is ~ertainly a long way to go before 

it can be considered an effective, integrated economic grouping; its very 

considerable achievements hitherto in the field of economic and industrial 

co-operation having mainly been those of establishing a wide network of 

close contacts - at officials level as well as private industry level -

and of building up fr~meworks for collaboration. ASEAN's achievements to 

date in real regional economic co-operation on the other hand have been 

uneven and at best moderate. Its trade liberalization programmes, lacking 

in both breath and depth, are still ineffective in terms of restructuring 

ASEAN's trade pattern towards a greater regional orientation. Years of 

hard negotiations have only proposed a low margin of tarif [ preferences for 

just over 8,000 co1111110dity items and most of these items still lack signi

ficant trade contents. 'nle volume of intra-regional trade created by the 

trade liberalization scheme still amounts to a tiny portion of the total 

intra-regional trade. Progress in the field of industrial co-operation 

is equally limited. The ASEAN Industrial Projects (AIP) programme has 

failed to take off as a "pa~kage", and only two of the original five projects 

a~e nearing completion. As for the ASEAN Industrial Complementation (AIC) 

scheme, nuch activity and condultation has taken place but none of the 

programmes have made a delivery yet. 

'nle Andean Pact seems to fare somewhat better by comparison as it can 

point proudly to a nuMber of areas or projects as evidence of concrete achieve

ments. But this should not obscure the fact that the overall integration 
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process of the Andean Pact, which started off with such great promises and 

good purposes, has been slowing down in recent years, with some programmes 

having lost their original momentum. More and more, political and economic 

constraints have surfaced as the Andean Pact integration proceeds. There 

are new politico-economic problems associated with changes of governments 

in the member countries, and there are structural rigidities in the 

economies of some member countries arising from the world recession. All 

these new problems have presented a great challenge to the Andean Pact's 

integration efforts. 

Since the Andean Pact and ASEAN groupings have ofter been singled out 

as successful regional integration/co-o?eration experiments in the Third 

World, their sluggish progress towards the various objectives and targets 

has prompted many sceptical observers to express serious misgivings as to 

whether there is a real future for concrete co-operation efforts in the 

developing countries, given their enormous political and economic constraints. 

They tend to view such regional groups as ~ainly political arrangement,, 

with the links among them being essentially one of convenience. ASEAN is 

often cited as the case in point, as the political clout of ASEAN tends to 

dwarf its efforts towards economic co-operation. To these observers, 

regional groupings in the Third World have only limited potentials for 

real regional economic integration. Is such a pessimistic view warranted? 

To begin with, it should be pointed out that there are considerable 

fallacies in assessing the success and failure of regional co-operation 

efforts in the Third World on the basis of conventional criteria aa well 

as by comparing one regional grouping with another. Lack of cons~icuous 

success so far in the various ASEAN co-operation programmes or in some 

integration schemes of the Andean Pact does not mean that they are not 

working or have altogether failed to work. Furthermore, it is certainly 

not possible to pass a proper judgement on the present r3te of progress 

towards economic integration in either ASEAN or the Andean Pact without 

taking into account their respecti~c time f~ames. Both regions have 

categorically stressed that economic co-operation/integration is their 

long-term goal, and fluctuation~ of events in the short run provide a poor 

basis for evaluating against long-term objectives. Obviously, had the member 

governments been more willing to subordinate their national interests to 

regional interests, ASEAN and the Andean Pact would have advanced towards 

real economic integration at a more impressive pace. But there were 
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institutional constraints and structural problems which cropped up as "exo

genous shocks" to the integration process, and any fair assessment of the 

individual programmes or policies should take these extenuating circum

stances into due consideration. 

If one were to judge the achievements of the two regions by the same 

criteria as would be used, for instance, for the European Economic Community 

(EEC), the two regions have achieved preciously little in terms of real 

progress towards integration. Rut as pointed out at the beginning of this 

report, there is a fundamental difference in the basis and rationale for 

regional co-operation/integration between the advanced countries and the 

developing countries. ~trictly speaking, it is even inappropriate to compa~e 

the ASEAN regional co-operation efforts with those in the Andean Pact. A 

proper analysis of the success and failure of any TI1ird World integration 

scheme should be undertaken in the context of the specific historical 

circumstances from which such a scheme has evolved, e.g. the gee-political 

forces that shaped it and the many structural problems inherent in the 

economies covered by the scheme. 

Take the case of ASEAN, which is probably one of the world's most 

heterogenous regions by virtually all criteria. Regional economic co-opera

tion in ASEAN may have yet to produce significant benefits; but whatever 

it has achieved is actually a significant landmark by itself if measured 

against the possi~ility of non-co-operation. Given the fact that the 

modern history of Southeast Asia is strewn with strifes and conflicts, 

there might well have been considerable "negative benefits" from non-co

operation had ASEAN never come into existence. Viewed in such a broad 

context, the ASEAN record is far from dismal. Similarly, the Andean record 

is certainly not unimpressive. 

Third World countries have never experienced smooth sailing in their 

efforts towards ~egional economic co-operation. Following independence, 

most of them faced immense political problems with their neighbours. Apart 

from their overall economic backwardness, the atructure of their economies 

were generally oriented towards the industrially advanced countries and they 

had a low level of complementarity with each other. This is lll.lCh evident 

in the low volume of intra-regional trade (e.g. 3 per cent for the Andean 

Pact). A long period of dependent development has therefore resl•lted 

in these economies being closely integrated with the advanced countries -
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not necessarily their former metropolitan countries in the colonial times 

but the advanced developed economies in general. Successful regional economic 

integration will involve both "disintegration" in the sense of disengaging 

some economic activities of the ~ember countries from their traditional 

ties with the advanced countries, and "reintegration" in the Sl?nse of 

redirecting econcmic activities towards the regional focus. It is therefore 

exceeedingly difficult for the developing countries to achieve substantial 

breakthrough in regional economic integration in th~ short run without 

extensive structural change. Tile process demands painful adjustments on 

the part of the member countries and gives rise to considerable internal 

and external imbalances for their economies particularly for the less 

developed members. 

Furthermc~e, economic integration may ~e a desirable long-term goal 

for a region as a whole, but it may not be inmediately crucial for the 

individual countries or. it may not turn out immediate benefits in a signi

ficant way, especially during the initial stages of integration activities. 

Thus integration programmes usually cannot claim high priority from indi

vidual member countries, which will continue to be preoccupied with their 

own domestic economic and social problems. Take the case of ASEAN again. 

With the exception to certain extent of globally-oriented city-state 

Singapore, which is also economically the most advanced, the ASEAN countries 

are still saddled with such acute development problems as poverty, unemploy

ment and income inequality (as are the Andean Pact countries). To cope with 

these problems effectively, the individual ASEAN governments cannot count 

on any external economic co-operation sche111e at this stage, but need to 

devise more determined domestic policy measures - e.g., a more imaginative 

rural development programme, or a more broad-based developme.,t policy aim ,d 

at greater employment generation. With1n a. specific member country, the 

benefits of economic integration (arising from the so-called "trade-creation 

effect") are invariably concentrated in its urban sector and .arc unlikely to 

trickle down to the millions of peasants in its rural hinterlands. To the 

extent that an integration prograaae could alter the relative economic 

position of different social groups in different sectors or locelities, 

cart! will have to be taken that :1.t will not lead to undesirable polariza

tion effects which may well undermine the country's development efforts in 

the short run. 
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Apart from the above "macro" considerations, regional integration 

activitie~ at the sectorial or industry levels are faced with different 

but no less difficult ob~racles. Take regional co-operation in the field 

of industry, which can be regarded as the engine of economic integration. 

It is true that regional economic co-operation could contribute greatly 

tc the region's overall industrialization efforts. But the circumstances 

from which industrialization in each member country has evolved often 

bear little relationship to the conditions for regional economic co-opera

tion. Specifically, the approach to industrialization in each memoer 

country has been purely nationally, rather than regionally, oriented, even 

though the basic rationale behind the drive to industrialize (e.g. to 

diversify their primary exports based economies) and the basic pat' Gm of 

industrialization (e.g. to follow import-substitution strategy) in these 

countries are the same. Within each member country industries have generally 

been set <1p in locality, in scale and in linkages that were calculated to 

meet national demand, and national economic policies such as tariff protec

tion have been specially designed to nurture their viability as national 

concerns. Thus any regional industrial programme would involve the diffi

cult task of crossing the formidable "national barriers" of the member 

countries. Regional industrial programme might appear simpl~ or moderate 

in design at the regional level, but, as shown by the Andean experience, it 

could turn out to be a very complex undertaking as soon as it attempts to 

integrate into the national structure, because it would touch off chain

effect reacticns in the national economy. A whole range of issues and 

problems would often ensue: new infrRstructural development, changed in 

tariff and pricing policie&, and pr~Jlems associated with employment, loca

tion, linkages and so on. In short, even a simple "micro" integration 

project would entail wlde-rangi~g macro-economic issues at the national 

level. This explains why the Alt' projects in ASEAN have met with delay 

in implementation or even outright concellaticn even when theve projects have 

'green light' at the regional level. 

In .dew of the tremendo'.ls problems and obstacles inherent in thE: 

regi0nal economic integration schemes of the Third ~orld, it would te 

highly unreelistic to expect quantum-jump ~esults. Similarly it would be 

unreal.fstic to pass hasty judgements on the success nr failure of any 

~rogramme, especially against the criteria of neo-classical economic frame

work based on short-term perspectives. Firstly, regional integration 

endeavours 111.1st be viewed as necessarily a long-term undertaking, and the 
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process DI.1st be sufficiently long so as to allow national economies to make 

tt,e crucial structural c.djustments. Secondly, any regional integration 

scheme, to be effectlve, must not be independent of the national develop

ment policies pursued by the member countries. Indeed, as in the case of 

Venezuela. the regional scheme might be as well a tool to bring about needed 

rationalization in the local industry having developed behind high tariff 

walls. In the long run, continued economic development is the best means 

for achieving the regio:i.al integration goals. Thirdly, for smooth imple

mentation, individual "micro" integration progralllllles IIl'JSt be designed to 

fit into the ma.croeco1.omic reality of the member countries. 

Both ASEAN and t~e Andean Pact have been in existence for over a decade, 

and their past efforts towards regional economic co-operation/integration 

have yielded considerable experiences which will not only be useful for 

their future wcrk programmes but will also hold valuable lessons for similar 

efforts to be undertaken in other parts of the Third World. It is therefore 

high time to come to stocktaking and bring out the salient features of the 

co-operation/integration activities of these two Legions in a comparative 

perspective. 

{b) Co-operation vs integration 

As has been brought out at the start of this Report, there is a clear 

distinction betwt:en "regional economic integration" and "regional economic 

co-operation", even though the two terms are often mixed up in collllllon usage. 

1be Andean Pact has officially referred to all its regional activities as 

"integration" whereas in ASEAN tl.e word "integration" has never been put on 

official records and all regional activities are consciously referred to 

as "co-operation", implying less farreaching 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 Andean Pact. 

Right from the start, the Andean Pact was ai~ed at an ambitious 

integration objective along the lines of an economic union. In fact, the 

Andean Pact broke off from the LAFTA primarily because the Andean countries 

were impatient over the lack of progress in the integration schemes under 

the LAFTA or, rather, that the integration benefits LAFTA tended to bias 

against the smaller members. To this end, the Cartagena Agreement was 

designed to look beyond the mere establi11hment of a free trade zone as 
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advocated ty the Treaty of Montevideo for LAFTA, and to proceed with a DUch 

more intensive integration process for a more advanced form of regional 

set-up. 'lllus vigorous tools for the fulfilment of the integration goal were 

devised hy the Cartagena Agreement, attacking the problem of integration 

from several angles. Firet, an aggressive trade liberalization programm~ 

was spelled out with the objective of not just reducing existing tariff 

and non-tariff. barriers among the member countries but also setting up a 

Co11111on External Tariff eventually. Second, there were the regional indus

trial prograJ11Des to ensure industrial complementation and to avoid wasteful 

duplication. The back-bone of the regional industrial progra~s is r.:intained 

in the Sectorial Programmes for Industrial Development, which are very DUch 

an inr.ovation in themselves. Th.: third ma.Jo-.: instrument was the Andean 

Development Corporation (CAF) vhich is charged with the responsibility of 

studying and identifying new integration projects in the region as well as 

channelling resources to these projects. There were also other mechanisms 

for promoting integration, such as harmonization of economic and social 

policies in the Andean Pact subregion and the objective of concerted agri

cultural policies. 

All these integration instruments were supposed to operate concomitantly 

The objective was to promote regional integration in such a way that it would 

lead to harmonious and bala•ced development for all the member countries. 

Clearly the Andean Pact's approach to regional integration is unique. 

Many a regional grouping in the ntird World has too often contained "tooth

less" integration mechanisms, not effective for the purpose of achieving 

real integration. Others have taken a piecemeal approach, which is also 

not effectiv~ in achieving an initial breakthrough or in ensuring the 

subsequent smooth progress towards real integration. In contrast, the 

Andean Pact followed a "big push" approach to integration frnm the outset, 

attacking the problem from a broad front. nte overall objectives were made 

known in a clear-cut manner to all the members, which would alsu pledge to 

work towards the co11DDOn goals. 

Having set out the ambitious integration targets, the technocrats of 

the Andean Pact proceeded to build up an elaborate implementational machinery 

based in Lima. Thus the Cartagena Agreement is backed up by strong insti

tutaional and technical organs, complete with technical and admini.strative 

staff, for the implementation of the integration agreements. However, as 

has been repeatedly indicated earlier, the Andean Pact progra11111es, such as 

the Sectorial Programmes for Industrial Development in their implementation 
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phases have run into numerous difficulties and obstacles, resulting in non

compliance and other hinderances. Above all, the elaborate agreed programmes 

have turned out to be difficult to implement in timeo of dynamic changes 

strongly affecting the sector, such as petrochemicals and automotive industry. 

It may be argued that the Andean Pact has several favourable pre-condi

tions for developing such a unique "integrated sys!:em" for regional inte

gration, which may not be i_mmediately present in the case of other regional 

groupings. To begin with, Latin America has inherited a strong integration 

movement. The Andean Pact was particularly highly motivated towards inte

gration when the Andean Group decided to go ahead with their own subregional 

arrangements for integration. Many of the Andean Pact's work programmes and 

mechanis?DS were developed in an effort to avoid the mistakes and shortcomings 

o: LAFTA, and the experience of LAFTA was very useful for the Andean Pact 

in devising its separate approach to integration. Politically, some Andean 

Pact countries have followed a solilewhat "3uthoritarian" style of government, 

and as a group the Andean Pact countries are quite amenable to a strong 

centralized approach to integration, or an integration scheme with a high 

interve11tionist tone. Socially and culturally, the Andean Pact countries 

are quite ~omogeneous, making it easier for individual governments to commit 

themselves to support such a high-profiled ir.tegration scheme. Even geo

graphically, the Andean Pact com•.tries form a comp.a.ct group, which also 

facilitates physical integration. Although in practice the direct physical 

transport and trading links are relatively undeveloped (and often 111.1ch less 

developed than those with overseas countries through shipping). Few regional 

groupings in the Third World are endowed with all these initial advantages. 

This is certainly the case of ASEAN, which in many ways stands in 

sharp contrast to the pattern of integration taking place in the Andean 

Pact. ASF.AN has officially expressed no immediate desire for any far-flung 

integration objectives. Any regional activity officially falls into the 

narrow confines of only "regional economic co-operation", not "integration". 

Compared with those in the Andean Pact, many ASEAN co-operation programmes 

are certainly not sufficiently "biting", or effective enough in terms of 

building up a sizeable regional component in the overall ASEAN economy. 

Nor is there any sophisticated structure in the Secretariat of ASEAN, 

comparable to that in lhe Andean Pact. The implementational machinery of 

ASEAN is largely composed of a host of ad hoc committees or working groups, 

with the final decision-maklng vested in the minist:!rial meetings held at 



- 134 -

only frequent intervals. In short, for the earlier part of ASEAN's existence, 

there was no formal charter; nor was there ever. a Secretartat, whi~h came 

into being only after the Bali Summit in 1976. Economic co-operation was 

only a small aspect of the broadly defined "regional co-operation". How

ever, even after the Bali SuD1Dit, when serious efforts were mounced to get 

away from the "symbolic" co-operation, the progress toward~ substantive 

regional ecc-.1ornic co-operation has been limited. In contrast to the "big 

push" method adopted by Andean Pact, the ASEAN's approach is clearly piece

meal, following gradual steps. Much energy in the ASEAN co-operation has 

been absorbed in building up a consensus, and most co-operation programmes 

have to go through the long and tortuous course o~ negotiation before 

progress can inch forward. 

It would seem best to characterize the pattern of h.SEAN economic co

operation as a "laissez-faire form of regional co-operation", which leaves 

member governments a great deal of leeway to adj·~st to th~ regional demand. 

It is naturally tempting to jump to the conclusion that the powerful approach 

to integration by the Andean Pact is the most effective while the relatively 

"toothless" ASEAN co-operation schemes are ineffectual. While there may be 

some elements of truth in this, such a conclusion is also over-simplified. 

For though the "i11tegrated" approach of the Andean Pact certainly represents 

a remarkable achievement, the "big push" to regional co-operation/integration 

for these developing countries may not, in its implementation phase, have 

contained the flexibility and sensitivity to dynamic changes necessary, thus 

running the ri.sk of over-stretching the integration system or outstrippfrg 

the limits of the changing economic realities existing in these countries. 

An "optimal" system of co-operation for a region is one which takes 

full account of the objective conditions of the region. It may be said 

that ASEAN has from the start tailored its co-operation programmes to suit 

its o~-n needs and to fit its own circumstances. ASEAN has therefore placed 

top priority on nurturing consensus rather than seeking to reach unrealist:l.c 

vbjectives. Tilis process was considered indispensable for a region with 

so 111.1ch inherent diversity and heterogeneity. In ASEAN, the political, 

social and cultural distance r-·ongthe five members, though considerably 

narrowed over the ye~rs, remains wide. Tile physical distance is also 

there. What is really crucial for ASEAN economic co-operation is not the 

speed, but the direction. It seems clear that the process of regional 

economic co-operation for ASE.A.~ will be a long, drawn-out affair. 
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There will be no likely sensational breakthrough. But neither will there 

be a turning back. Insteed, the unm.istaka.ble trend of steady and gradual 

movement towards a higher level of co-operation will continue. Such is 

the Southeast Asian way of regional integration, perhaps the only way for 

the region, to achieve that goal. It is no drawback for ASEAN economic 

co-operation to grow slowly and steadily, provided it has not lost ito 

direction. 

The AS~1 approach to regional economic co-operation, characterized 

by gradualism and the consumate way of consensus building, is ~lso a 

valuable le3son for other lltird World regional co-operation endeavours. 

The ASEAN experience is particularly instructive for countries short of 

favourable preconditions for regional economic co-operation. 

(c) Special treatment of less dP.veloped members 

Any regional economic co-operation scheme is apt to produce a differential 

impact on the member countries in respect of their foreign trade, production 

structures, factor availability and infrastructural needs. But the parti

cipants are sovereign nations, with each naturally seeking the objective 

of maximizing its own national welfare as a starting point. They will 

~xtend genuine co-operation only if they can expect to reap what they 

perceive to be an equitable share of gains. Thus the problem of uneven 

distribution of potential benefits and costs arising from a co-operation 

programme is a real one. 

The equity issue looms particularly larger in the regional economic 

co-operction schemes of the Third World, which are usually constituted by 

member countries with a great disparity in respect of stages of economic 

development and the orientation of their economies. Thus the membe:::- coun

tries which are more dynamic are likely to stand to gain more trom the 

emerging regional economy. So are those member countries which are more 

outward-looking. It is therefore necessary for a viA~le regional economic 

co-operation scheme to give special consideration to the relatively less 

developed members in the group in order to reduce any glaringly unequal 

distribution of benefits and costs. 

One outstanding feature of the Andean Pact is the ways it has addressed 

the distributional issues. From the beginning, the Andean Pact countries 

stressed that they could maintain their national sovereignty only if they 
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could preserve a definite equality among themselves. Such equality would be 

realized only if measures were taken to counteract the "natural" tendency 

for development to be concentrated in the areas which are already more 

developed than the rest of the region. Hence the Cartagena Agreement 

incorporated special treatments for Bolivia and Ecuador, the subregion's 

least developed members. Special measures for these two countries were 

largely contained in trade liberalization and the market reserve arrange

ments under industrial programming. 

The special treatment for Bolivia and Ecuador has been briefly dealt 

with in Chapter III. Suffice it to repeat some salient points here. In 

the tradP- liberalization programme, it is provided that Bolivia and Ecuador 

need not eliminate tariffs and restrictions on products included in the 

Commcn List for a period of protection of 10 years. In the industrial pro

gramming, for the industries and products selected by the Junta and t~e 

Commission for sectorial developl'lent, substantial concessions will be made 

to Bolivia and Ecuador in regard to the designation of plants, determination 

of intra-Andean Pact tariff-cutting rules and common external tariffs. In 

addition to the privileged treatment within the sectorial programmes, the 

Cartagena Agreement also containe•l an important provision for the automatic 

assignment of production to Bolivia and Ecuador. 

How hc.ve 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 gains frc•m integration, it did not 

establish any desired distribution pattern, partly because it would be 

difficult to work out explicit distributive norms. Consequently, the main 

thrusts of the Andean Pact integration process as contained in the esta

blishment of a minimum coanon external tariff, the introduction of trade 

liberalization and the allocation of industries within the Sectorial 

Programmes of Industrial Development have been largely the result of inter

governmental bargaining rather than of conscious economic analysis. Yet 

these are activities which will precisely determine the distributton of 

benefits among members. As a result, the special programme for Bolivia 

and Ecuador has fallen short of targets. 

In the ASEAN/Andean Pact Conference in Lima the delegates from the 

Andean Pact admitted that Bolivia and - to lesser extent - Ecuad0r have 

not derived as much real t-: 1efits from all these special arrangements made 

for them by the Andean Pact as they should or could, basically b~cause 
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these two economies are still relatively less developed than the other 

Andean Pact i:aembers to ben~fit susbt&ntially from the integration process. 

This sounds like a vicious circle. To the extent that Bolivia and Ecuador 

are still not sufficiently trade-oriented, they stand to gain not 111.lch 

from the trade liberalization programme, despite concessions granted to 

them. Since their infrastructures are underdeveloped, the SIDP has also 

not been effective for them. Tilis brings to the fore the very import&nt 

issue in the special treatment of less developed member countries in an 

integration scheme. It is not ~~fficient to recognize the importance of 

the distributive problem in an integration process; nor is it sufficient 

just to incorporate special treatment measures in the integration scheme. 

Of greater importance, the special treatment mechanism 1111st be realistically 

designed in such a way as to mat=h the capacity of the less developed 

member countries properly or to enable these countries to absorb the benefits 

from i~tegration. It does seem to be the case that the integration projects 

of the Andean Pact hav~ been ambitiously aimed at too high a level or have been 

biased too l.11.lch towards large-scale activities, so that the small and less 

developed economies of Bolivia and Ecuador were not in a position to gain 

directly from all thase integration arrangements. This is a useful lesson 

for other Third World regional groupings. 

ASEAN has given no official provision for a special treatment of any 

member country. But this does not follow that the issue of dir.tributive 

gains is not important in the ASEAN context of co-operation. Actually the 

problem is indirectly tackled under the "consensus mechanism". In reaching 

a consensus, no member country could take undue advantage of others and no 

meni>er country needs to feel that it has been taken for a free ride. Indeed, 

Dl.lCh of the delay in implementing the ASEAN co-operation projects has been 

due to the difficulty in fostering the required consensus, and the failure 

to build up the consensus has been largely caused by the fears of the 

potential unevev distribution of benefits and coses. This is particularly 

evident in the negotiatio~a over the AIP package and the trade liberaliza

tion scheme. Negotiations over specific projects are usually undertaken 

by the cautious bureaucrats, mostly technocratically inclined but often 

perhaps too sensitive to the potentially adverse redistributive effects on 

their own countries. The negotiators would commit themselves to projects 

only if they could perceive prospectiv£ gains or expect the gains to be 

equitably distributed. In short, ASEAN has not left out the distributive 

issue but has instead handled it in a rather time-consuming manner. 
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As noted before, ASEAN as an economic grouping is much more diverse 

than the Andean Pact. But the economic asymmetry of ASEAN stands in even 

sharper contrast tc that of the Andean Pact. In ASEAN, as shown in Table 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 small city-state. In the Andean Pact, the more developed member ccun

tries could afford to give special considerations to the less developeu 

ones, which happen to be relatively small and may not impose an unacceptable 

cost on the more developed countries. Obviously, the same could not be 

operative in ASF.AN, in which the relatively more backward member is such 

an enormously large country. In ASEAN, at its present stage of <levelopment, 

no amount of redistributive bias (which could impose high sacrifices on the 

part of the more developed members) could be sufficient to make substantial 

difference in terms of upgrading the Indonesian economy. It may be added 

that Indonesia's relatively weak economic 1m1scles in per capita terms are 

in part compensated for by its consid~rable natural resource endowment and 

its 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 stror.5 political bargaining poweY. In a decision-making 

process based on consensus, political influence is an important factor .. 

Since the vital distributive issue id incorporated in the consensus 

process, the consensus mechanism warrants an additional co111111ent here. It 

has become clear that virtually all the ASEAN co-op~ration projects have 

involved a lengthy process of negotiation, which acc.JUnts for their low 

implementational rates to date. Tile first major advantage for reaching a 

consensus is that all the difficult issues have been sorted out beforehand 

so that the subsequent smooth implementation can be assured once the final 

approval is given. Further, the consensus procecs ensures that no party 

needs to be "upset" by the approved arrrangements 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 

c~mbersome 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 removed from the economist's ideal 

of equitable distribution of benefits and costs. Further, a total consensus 

is one which will have to accomodate tl.e 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 tltal consensus as the basis for industrial co-operation. 

ntus, if four ASEAN members have agreed and one did not object, this could 

be taken to be an "ASEAN consellJ"us" for any regional programme. In practice, 

this means, for instance, that if Singapore could stay out of some rEgional 

progranmes, it would facilitate their implementation without causing fear 

that the most advanced member - that is Singapore - would take too much 

advantage out of the programmes. 

needs to incorporate flexibility. 

In short, the consensus mechanism itself 

It is very much in this vein that the 

new ASEAN Industrial Joint Venture (AIJV) scheme has been developed. 

ntis raises another important issue crucial to the success of regional 

economic co-operation. Member nations DIJSt apprcach co-operation with 

flexibility and pragmatism. While it is important for member countries not 

to leave out the distributive implications in any co-operation or integra

tion programme, the question of equity should not be interpreted in a 

narrow and static framework like a zero-sum game, whereby one member's gain 

is necessarily the other's loss. It should be stressed that much of the 

benefits and costs of a regional programme, such as the creation of a new 

industry in a developing economy, 1s at best difficult to detect or quantify, 

especially before the industry 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 only as a rough guideline, 

but decision makers must approach the co-operation problem with an open 

mind. In the short run, regional co-operation demands adjustments from 

member countries, and there could be negative externalities arising from 

such an adjustment process. Member countries lllJSt 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 co

operation programmes. 

The distributive issue is central to the success of a regional scheme, 

but the problem should. be tackled with greatest pragmaUsm and flexibility. 

In terms of long run strategy for regional co-operation or integration, 

too llllch focus on the distributional aspects at the initial stage could well 

be a mis-directed emphasis. 
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(d) Industrial programming 

11le Andean Pact has not only placed a strong emphasis on industrial 

co-op~ration as the mainstay of its overall integration prograDD11e but also 

devised a rather innovativt technique fo·: regional industrial programning 

(or joint industrial programmes). 11le ma•.n thrust of the industrial pro

grallllling lies in the 1111ch published Sectorial Programmes for Industrial 

Development (SPID), which cover the Metal Fabricating PrograJ111DC, the Petro

chemical Programme and the Automotive Industry Programme, with the last in 

particular receiving wide attention. 

It i~ easy to understand why the Andean Pact has paid so much attention 

to the indu1;trial prograllllling. First, as emphasized before, for these deve

loping countries to form a regional grouping, the potential immediate gains 

from their trade liberalization were rather limited as they do not basically 

trane with each ocher. Gains were thus expected to come mainly from indus

trial integration through greater investment, better utilization of pro

ductive factors, and larger external economies of production. At the same 

time, some member countries were already deep in the import-substitution 

process while othe·rs were about to intensify their efforts within such a 

strategy, resulting in the proliferation of (high cost) industries which were 

badly in need of rationalization. Tile pattern of induRtrialization 

and the status of its progress in the Andean Pact offered an excellent 

opportunity for initiating regional industrial co .. operation in selected 

sectors within the framework of the SPID. 

It has been suggested that the industrial programming as developed by 

the Andean Pact is essentially a form of extended import-substitution. 

Strictly apeaking, there is a very substantial difference between the 

Andean industrial programming under the SPID and national import-substitution 

industrialization so characteristic of the individual LaUn American economiel3. 

11le difference lies in the size of the market that each of these options for 

industrialization has envisaged. Typically, national import-substitution is 

characterized by the establishment of too many inefficient large- or medium

scale industries, heavily p;:-otected by high tariffs. ':.1eir unit costs are 

excessively high, beacuse the actual scale of production falls short of 

the optimal scale on account of the limited domestic ~~rket. 

11le Andean SPID is supposed to tackle directly th~ problem of excess 

capacity. In principle, not only is the regional market several times bigger 
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than any individual national market, but the individual SPID programmes do 

not allow more plants to produce a commodity than will be required to 

ensure efficiency once the regional market is fully developed. In other 

words, only enough firms to ensure some competition are allowed, and the 

gaps between optimal and actual scales of operation ir. these firms will 

therefore be redu J. 

Take the automotive programme. The Andean Pact represented a market 

of 300,000 vehicles in 1980, which was expected to more than double by 

1988. In order to make regional car production more efficient, the respective 

SPID allows only one ~egional model of small cars (up to 1,050 cc), two models 

of small to medium cars ll,050-1,500 cc), three models of medium to big cars 

(1,500-2,000 cc), and two models of big cars (more than 2,GOO cc). This 

makes up a total of eight models, allowing a reasonably large market for 

each model. By the end of 1980, models had been assigned to member coun

tries, with several immediate effects. Fir~t, it led to consolidation and 

rationalization of the exi~Ling automotive industries in the member countries. 

Second, in moving from national markets 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 production agreements with some international 

automotive companies on more attractive terms. 

How relevant is the Andean Pact experience in industrial programming 

to ASEAN or other regional groupings? With its own regional co-operation 

programmes in the field of industry (the AIP, AIC and recent AIJV) progres

sing at a slow pace, ASEAN has been looking with interest at the experience 

of industrial programming of the Andean Pact. As with other areas of 

integration in the Andean Pact, the great merit of its industrial programming 

lies in the co-ordinated approach or the way by which the Andean Pact 

technocrats have boldly and. comprehensively ?lanned the joint industrial 

programmes for the key indsutries in the subregion. The lessons to be 

learned of the less successful implementation are also well taken. 

Apart from the SPID for the new regional inoustries, there are also 

measures for rationalizing the existing small and medium industries with a 

view to bring them eventually into the integrateJ regional economy. In 

contrast, ASEAN's approach to regional industrial co-operation, as reflected 

in its existing AIP and AIC activities, has been somewhat incoherent, based 

on a great deal of ad hoc piecemeal arrangements. 
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It should, however, be pointed out that while the Andean Pact techno

crats might have performed a superb task in foruulating 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 block to the implemc!ntation came from the allocation 

of industries for the operation of the SPID. The allocation process, i.e. 

the assigning of industries to specific member countries for the implementa

tion of SPID, actually determines the benefits to be derived by the member 

countries and thus poses the greatest obstacle. Herein lies the moment of 

truth. For any integration attempt in the developing world, the major 

problem is not associated with the initial for111.1lation of the integration 

plans as such but comes from the allocation of new industries to the 

individual member countr.ies. The overall inddustrial programming may by 

itself be a well-conceived scheme, but it has to go through the political 

process cf 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 are 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 

that the allocation process itself in the Andean Pact is inherently superior 

to the one in ASEAN, or vice versa, because it is basically a political 

process reflecting the dominant political charactt~istics of the group. 

It may well be true that the process of consensus building as developed 

by ASEAN has more merits in the long run than that followed by the Andean 

Pact! 

Another cautionary note to be sound~d about the Andean Pact practice 

of industrial programming is that the Anc1ean approach seems to be too much 

of 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 Andean Pact has taken steps to ensure the SPID indsutries are viable 

by themselves within the enlarged regional market whereas the conventional 

national import-substitution industries are usually inefficient due to 

excess r.apacity. While it is difficult to generalize, if industries behind 

national tariff barriers are inefficient, there is no reason to expect that 

industries behind regional tariff barriers are any more different in the 

long run once the extended regional market is exhausted. It Reems clear 

tha.t the SPID industries are essentially inward-looking. The ultimate teat 
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of efficiency for industries is not the degree of their reduction of costs 

and prices as a result of a larger regional market but whether the industries 

can stand up to international competition. In other words, the regional 

industries too will have to make the transition from import-GUbstitution to 

export expansion. Indeed, it is even more important for the regional indus

tries (than for national industries) to reach such efficiency level as in 

each case the non-host countries among the Andean Pact members would 

certainly l!li..sh to see costs and pd.ces approach those of internationally 

fully competitive industry. 

Import-substitution has deep 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 el~ments of 

export expansion. In the long run, regional industrial co-operation should 

be more than an extended phase of import-substitution. After the initial 

transition, regional industries should also look to the dynamic world 

markets. 

(e) The role of foreign investment 

Although regional economic co-operation/integration in ~h~ Third World 

is m..4'"iifestly an attempt towards a high degree of "regional self-reliance", 

regional groupings in the Third World have ma1L)tained more or less intensive 

interaction with the world economic processes. Ma~y developing countries are 

small and open, and their economic links with the indu~trial countries has 

been so extensive that the foreign influence on these econv~ies are likely 

to remain a major factor well after the start o7 the integrat10n process. 

It seems rt!alistic for these regional groupings to pi.an their co-opt:ration/ 

integration programmes to interact with the foreign econo~ic component by 

taking advantage of it. 

Within the integration process, programmee suet. as trade liber,~lization 

or co-ordinated industrial development can weaken the position <'f the m~mber 

countries vis-a-iTis the TNCs if the integration acti·:ities are not accompan:f ed 

by some regionally agreed treatment of foreign investment. For n0w the gamut 

of options open to TNCs is expanded along with integr&tion, aB TNCs by 

investing in one of the member co:.mtriea can have access to the fi~wly-opened 

regional market. Some TNCs may well be :tn a p0sition to derive bargain with more 
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than one of the countries to ensure greatest privileges. Hence the need 

for a common policy towards foreign capital. 

As already discusser in Chapter III, the Andean Pact from the outset 

established strict but stable regulations governing foreign capital. The 

original Decision 24 was intended tc be a kind of c011Don investment code 

for the ~ibregion, which contains uniform mini111.1m restrictions to be appli~d 

by m~mber governments to fc-eign capital but leaving member governments to 

legislate stricter norms if deemed necessary. The key expression for the 

Andean Pact's co111110n approach to foreign investment was "stable and 

predictable". But it was at one time interpret~d (by some foreign countries) 

as "anti-foreign investment", i.Jecause the primary objective of Decision 24, 

at least for its first six years, was to protect the incipient coDDDon 

market from foreign tLansnationals which migh take undue advantage of the 

enlarged regional market. Accordingly, two provisions were laid down to 

counter the potential threat from TNCs. Firstly, new foreign investment was 

to be excluded from cert~in basic industries and those already established 

would have to divest themselves of up to 80 per cent of their shares within 

3 years. Secondly, there was a "fade-out" formula for ·- and new 

foreign investors. Foreign enterprises already establisheu ~n the subregion 

would have to work out a gradual divestment pian that would give locals 

majority control (51 per cent) of the total shares within a period of 15 

years. New foreign investment was also required to work out a similar 

fade-out schedule once production started. Indeed, the Andean Pact had 

meted out a tough deal tv foreien investment, by the average standard of 

the Third World. 

In actual implementz.tion, however, the severity of the Andean Pact 

commou investment policy was 111.1ch reduced, partly due to the existence 

of loopholes, and partly because individual member countri~s had the leeway 

to work c.ut their own special deals with particular TNCs to suit their own 

national interests. For instance, fo1eign interests controlling th~ vital, 

foreign exchange earning extractiv~ sector have largely been subjected to 

relatively liberal treatment. The Andt!an Pact experience in dealing with 

foreign carital has therefore yielded a valuable les&on in that it would 

be highly unrealistic for Third World regional groupings, given their 

existing economic s~tuctures, to exclude the foreign economic elements 

entirely from their mainstream integration process. It is really a question 

of balance: how 111..1ch foreign economic interests - foreign capital plus 
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fcreign technology - and what kind of foreign economi~ interests should be 

utilized to accelerate the integration process. A carefully planned 

strategy for interacting positi·;ely \>.rith foreip;n economic interests could 

work to the advantage of a regional grouping. 

The role of foreign investment is clearly viewed from a different 

perspective in ASEAN, which, as earlier mentioned, apvears to be generally 

more outward-looking than the economies of the Andean Pact. In ASEAN, TNCs 

do not raise the same degree of emotions as they do in some o.~er regions 

of the Third World, largely because the ASEAN countries have been able to 

harness these external economic forces, namely, foreign trade and foreign 

investment, for their high economic growth. The sources of foreign invest

ment in ASEAN, unlike those of the Andean Pact, are also quite diversified. 

Apart from US foreign investment, Japanese and EEC capital is getting 

increasingly more prominent in the ASEAN countries. Foreign investment 

in ASEAN was originally concentrated in trading and the primary resources 

development; but in recent years it has spread out to the manufacturing 

sector !n response to the various incentive schemes offered by the individual 

ASEAN countries. On the whole, foreign capital has played a useful catalyst 

~0le in ASEAN's industrialization progress. It has also contributed 

significantly to ASEAN's manufactured exports, although its performance in 

employment creation and technology transfer is generally leee satisfactory. 

TI1e fact that the ASEAN goveITlments still spare no efforts in putting up 

new forms of incentive structures to attract more foreign capital can attest 

to the continuing economic importance of foreign investment in the ASEAN 

region. 

If the foreign economic component has already carved out an important 

existence in the ASEAN economies, it WOl.i.ld be economically unwise to plan 

the regional co-operation process to bypass it. Thus, from the beginning, 

ASEAN has made no specific attempt to exclude foreign participation from 

~he many ASEAN co-operation programmes. The first AIP package was originally 

envisaged as an exclusively ASEAN concern. As the first AIP package ran 

into difficulties, the barriers against foreign elements 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 private sector is supposed to play a dominant role in 

the AIC scheme; but the private secto1. in ASEAN in known to have a close 

linkage with foreign companies through various forms of joint ventures 
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arrangements. The view that foreign investment is not inimical to ASEAN's 

efforts towards regional co-operation is in fact rapidly 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 econolllY in future. 

ASEAN economic co-operation has not yet advanced 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 TNCs may be useful. 

ASEAN may also find it useful to employ the regional framework to promote 

foreign investment in the region. Certain steps towards such co-operation 

have been taken, inter alia, through meetings with representatives of the 

countries' respective boards of investment or investment committees. 

Whatever move in this direction, ASEAN is likely to co-opt the foreign 

economic elements to aid its regional co-operation process. ASEAN's approach 

to foreign investment is a lesson which CO\•ld be instructive for the Andean 

Pact as well as for other regional groupings in the Third World. 

(f) The role of the private sector 

Regional economic co-operation/integration can take place under all 

economic systems. For the market economies, integration is basically a 

process of "market integration", which can be explained by the theory of 

comparative advantage as a form of international division of labour. 

The discussion and exchange at the ASEAN/Andean Pact conference 

clearly brou~~t out the basic difference between the Andean Pact's approach 

to integration and the ASEAN way towards regional co-operRtion. The lllhole 

process of Andean Pact integration was marked by intense bureaucratic (or 

technocratic) dP~igns, which were implemented with a str~ng central direc

tion. On the other hand, ASEAN had largely followed a more laissez-faire, 

open-ended ap.,roach to tegional economic co-operation. While there are 

considerable merits to the Andean Pact's approach, which have been 

discussed earlier, the advantages when viewed from the perspective of a 

different reg~onal grouping based on different political and economic 

orientations, may prove to be di~advantages. The highly structured inte

gratio~ programme of the Andean Pact could be regarded as one which tends 

to be rigid and inflexible. Such a manner of integration could pose many 
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real problems to the economies operating primarily on the dynamic market 

forces' system. The issue here revolves around the relative role assigned 

to the private sector. 

By comparison, the ASEAN economies are more oriented towards the market 

system than are those in the Andean Pact. In ASEAN, the private sector 

(both foreign and local) has played a most 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. Tite point 

is that the private s~~tor has not been crowded out and there is sufficient 

market incentive for it to thrive and expand, particularly iL the manu

facturing 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 CJ-operation 

process. 

Tile slow progress of the first AIP package generated some criticism 

of the practicability of the ASEAN process for such large governm.e~t

sponsored projects. It was suggested 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 rolP. of the private sector 

was properly recognized. In all the AIC activities, the ASEAN-CCI is to 

act as the official spokesman for the private sector. 1bus, the private 

enterprises from various sectors are drawn into the regional co-operation 

process through their regional industrial clubs (RICs). Specifically, 

the new scheme, ASEAN Industrial Joint Ventures (AIJVs), was created for 

the private sector and by the private sector. Instead of the top-down 

process as in the AIP, co-operation initiative can now start from the 

bottom. 

Tiie private sector can noidoubt make a substantial contribution to 

regional economic co-operation/integration efforts by complementing the 

rcle played by the public sector. In ASEAN, the private sector often 

operates its own network of business contacts, which can thus of fer a 

convenient avenue to promote regional co-operation. More pragmatic and 

with a keen sense of economic viability, the private sector can bring a 

business-like approach to bear on the problems of co-operation, quite 

different from the bureaucratic style followed by most government officials. 



- 148 -

Increasingly the ASEAN governments have come to recognize the vital 

role played by the private sector in ASEAN economic co-operation. Greater 

participation bv the private sector is expected to inject more flexibility 

into the ASEAN system of economic co-operation and increase its momentum. 

T._e ASEAN experience of generating active involvement of the private sector 

in regional economic co-operation deserves close attention from other 

regional groupings. 

(g) Extra-regional co-operation 

Regional economic co-operation is made up of two interrelated components, 

intra-regional and extra-regional co-operation. Intra-regional co-operation 

refers to various programmes which will increase the level of internal 

economic integration of the region and usually forms the main agenda of 

regional activities. But the group is bound to lnteract with outside 

~Juntries, and the leverage yielded to the group vis-a-vis the outside 

countries through its collective action can be termed "extra-regional co

operation". In the world of growing economic interdependence, the gains 

derived from the group's external relations are no less important. Tn 

fact, the pursuit of external political and economic objectives has 

increasingly become the main impetus for Third World countries to form 

regional groupings. It may well be the case that some regional groupings 

can reap higher rewards from their exLernal operations than from their 

existing internal co-operation programmes. 

At the ASEAN/Andean Pact conference, the Andean Pact participants 

seemed quite impressed by ASEAN's progress in its extra-regional co-opera

tion. Whatever the issues that might have divided the ASEAN countries, 

the region appeared to be united in a couunonality of interests in its 

relationships with countries outside the region, including its economic 

relationships with the industrially advanced countries. ASEAN's relation

ships with th~ industrial countries are systematized through various 

"dialogues", e.g. the ASEAN-Japan, the ASEAN-EEC and the ASEAN-USA Dialogues 

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 DJtual interests, both political and economic. 

More significantly, the dialoguew provide a formal mechanism by which ASEAN 

could ~xert collective pressures on the industrial countries for more 

( 
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concessions or to listen to ASEAN's common g~ievances on a wide range of 

vital issues such as primary commodities, protectionism and the MFA. It 

was because ASEAN could negotiate as a group that each of the five coun

tries was able to get better benefits than if they had negotiated indivi

dually. Besides, ASEAN also took a unified stand in various international 

forums organized by the UN bodies and other international organizations 

such as the OECD, World Bank, IMF, and the Non-Alignment Movement. Over 

the years ASEAN's effectiveness has immensely increased due to its approach 

to international problems and its stand on various issues. ASEAN's impact 

as an important emerging economic force is steadily gaining international 

recognition. 

ASEAN's economic influence, both actual and potential, is strongly 

grounded on real factors. ASEAN's relatively strong economic 111.1scles (at 

least in the Third World contex ) were developed as a result of sustaining 

a long period of high economic growth and are supported by a rich natural 

re8ources base. As already noted in Chapter I, ASEAN is one of the world's 

fastest grcwing ~egions and is endowed with a significant range of both 

renewable and non-renewable resources. Of even more importance is the 

outward-looking economic policy generally pursued by the ASEAN governments. 

To exploit its basic economic advantage, ASEAN has maintained close linkages 

with the economies of the advanced countries. It is true that such linkages 

have led to high dependence on the industrial countries. However, ASEAN 

is not really over-dependent on any single country, as has been the case 

with Latin Amer~can countries. 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 co-operation is rooted in some special economic and political 

circumstances peculiar to the ASE.AN region. Some have pointed out that 

ASEAN's achievements in external relations have by far overshadowed its 

internal progress in economic co-operation, leaving one with the impression 

that ASEAN is more a economic pressure group than a serious b0dy for regional 

economic co-operation. This observation appears to be oversimplified. It 

may be true that it is much easier for a regional grouping like ASEAN to 

make progress in extra-regional co-operation because for many issues the 

ASEAN countries can find common grounds to work for their common interests 

and common needs. Thus there is no reason ·..my ASEAN should not make use of 
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~ts inherent advantages to obtain more leverage in its external relations 

with others. On the other hand, intra-regional co-operation is 111.1ch more 

difficult, as it often entails the uneven distributi0T1 of costs and benefits 

at the intital stages and demands adjustments from individual member coun

tries. Hence the progress in internal co-operation is bound to be slower. 

At the same time, it should be stressed that ASEAN has not reduced efforts 

at promoting intra-regional economic co-operation. 

While it is high time for the Andean Pact to look a bit more outward 

and step up its extra-regional co-operation, it is also imperative for 

ASEAN to take measures for a more vigorous intra-regional economic co

operation. In the long run, there should be a proper balance between 

extra-regional co-operation and intra-regional co-operation. The :.SF.AN 

experience in extra-regional co-operation has, nonetheless, clearly 

demonstrated that regional economic co-operation/integration in the Third 

World should not be inward-looking in nature. A region2l grouping should 

also be inclined to interact with countries outside the group and be ready 

to maximize whatever leverage and external opportunities arising from the 

formation of the regional group. 

(h) Other issues 

Apart from the above dominant considerations, there are a few more 

issues which arise from the comparative analysis of the co-operation/inte

gration e.xperience of ASEAN and the Andean Pact. One crucial area which 

is of potential significance but has yet to produce practical results is 

the harmonization policy. 

Whenever a group of countries move together towards serious economic 

integration in a progressive manner, a common framework will develop, pro

viding member countries a base to interact for the pursuit of some common 

objectives. But the framework will inexorably become tighter along with 

a more intense integration. Within the framework each member country DI.1st 

adjust its policies to acco111DOdat:e other members. Suc·11 a process of 

interaction for the achievement of some co111non goals is, by way of a simple 

definition, harmonization of p ... :cies. Harmonization is not sought for its 

own sa~e, but mainly for its contribution to a J'll()re efficient use of 

potential benefits from the integration. 'nlus the ultimate objective of 

harmonization is to bring as D1.Jch national ecor>.omic activity as possible 

, 

• 



l 

• 

- 151 -

into the newly created regional economy and to enable aember countries to 

derive equitable gains 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 inte

gration. The design of an effective harmonization progra .. e 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 aspects of the regional project. 

In the Andean Pact, the individual integration programmes carry their 

own ins~ruments for policy harmonization. For instance, the SPID for the 

Automotive Industry is accompanied by specific measures for han:ionizing 

tax legislation and exchange rate policy with respect to vehicles. Apart 

from the specific measures, the process of harmonization at the "macro 

level" is also important. It aims at bringing a regional perspective into 

the policies of the member countries in regard to their industrial planning, 

monetary and fiscal policies, social and physical infrastructure development. 

Greater harmonization in all these areas will provide a more conducive 

environment for the implementation cf the various integration projects and 

hence ultimately pave the way for more integration. 

The Andean Group has no doubt made great efforts towards harmonization 

of economic and social policies for. regional integration. But the Andean 

Pact experience serves to show that broadly speaking, the process of harmoni

zation is subject to the same set of forces which has constrained the progress 

of its specific integration programmes. Thus the overall policy harmonization 

has progressed no further than what is politically and economically feasible 

for the Andean Pact at the present stage. 

Apart from harmonization the Andean Pact has achieved good i>rogress in 

technological co-operation. The various regional technological centres 

and their research programnes, directed to solve problems common to the 

region, have warranted specific attention. 'rhere are certainly gr~t 

potentials for developing more technological co-operation in ASEAN, which 

has not had JD.Jch of a start. 

As ASEAN nnd the Andean Pact have followed different patterns and 

developed different modes of regional co-operation/integration, what they 

have achieved or failed to achieve will be highly instructive for each 
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other in their future regional endeavours. Any systematic synthesis of their 

successes and failures will in turn provide a valuable lesson for regional 

economic co-operation/integration efforts in other parts of the developing 

world. 

ni.e current international economic situations has presented a g~eat 

challenge to all regional ecJnomic co-operation/integration efforts the 

world over. If the challenge has spurred the member countries of the ASEAN 

and the Andean Pact to make the necessary adjustments and to strengthen 

their existing regional prograD1Des, then the two regions will survive the 

difficult period and emerge as even more viable groupings. 

, 
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PROPOSALS FOR ACTION AND FURTHER STUDIES 

It is felt appropriate to conclude this analytical study with some 

proposals for future action and further studies, as follows. 

(a) Suggestions for immediate action 

The first round of the exchange between ASEAN and the Andean Pact should 

be completed as soon as possible by taking measures to expedite the return 

visit to ASEAN by the Andean Pact representatives. 

The ASEAN participants at the ASEAN/Andean Pact conference expressed 

that their visit to the Andean Pact had been a valuable experience for them. 

The prospective return visit to ASEAN will hold great promise for an equally 

useful experience for the Andean Pact representatives, apart from providing 

another opportunity for both sides to continue their exchange and discussions. 

Besides the return visit to ASEAN by the Andean Pact representatives, 

efforts should be mounted to bring other important groups of people from 

the two regions into contact and exchange through conferences, seminars or 

other formats. These are the people from the private sector, the academic 

circle, and the mass media. Contact among the businessm~n and industrialists 

from the two regions could strengthen economic relations between the two 

regions, while contact among academics and journalists could help publicizing 

and articulating the issues of regional co-operation. 

At the ASEAN/Andean Pact conference, both sides indicated a strong 

desire to continue to stay in contact and were keen to explore avenues for 

formalizing or institutionalizing such contact. At the initial phase continued 

outside support (particularly financial support) would be needed to maintain 

the flow of exchange. 

The ASEAN/Andean Pact conference in Lima has clearly shown that regional 

groupings in the Third World are apt to follow a different modality, rather 

than a uniform pattern, in their regional industrial co-operation/integration, 

and that there is 11a1ch that regional groupings can learn from each other's 

experience, particularly in respect of the techniques or methodologies of 

regional co-operation/integration. Participants of the conference also felt 

a strong need for more information exchange concerning regional industrial 

co-operation/integration efforts in the Third World. Consideration might be 

g{ven to the possibility of establishing a network for regional industrial 
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co-operation studies, which also functions as a kind of information clearing 

house for all regional industrial co-operation/integration endeavours in 

the Third World. The Third World might be strewn with the wreckages of 

setbacks and even failures in regional industrial co-operation/integration 

attempts, but regionalism continues to hold a strong appeal to developing 

countries. Such an international network will therefore perform a great 

service to regional industrial co-operation efforts in the Third World in 

terms of synthesizing useful experience and effecti.~g its transfer. 

(b) Suggestions for further research 

{i) Macro-perspective studies 

The pattern of regional economic co-operation/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 differ

ence between ASEAN and the Andean Pact in their modalities adopterl. On the 

other hand, they 1111st also share some common goals, employ some similar tools, 

and face some similar constraints. Tilere is therefore a need to analyze 

their structural similarities as well as differences. In Chapter V of this 

Report, a serious attempt has been made to bring out some salient structural 

differences and similarities in the approach to regional economic co-opera

tion/integration by ASEAN and the Andean Pact. It is proposed that a more 

formal in-depth research be followed up. This ~tudy will make a comparative 

analysis, in a 111..1ch more c0t:1prehensive and systematic manner, of the overall 

framework and mechanisms of regional economic co-operation/integration under

taken in ASEAN and the Andean Pact, with two major objectives: (1) To sift 

and analyse the aspects of the ASEAN .\nd Andean Pact experiences in regional 

economic co-operation/integration for their operational relevance and 

applicability to each other; and (2) To construct a "synthetic model" of 

regional economic co-operation/integration based on the combined experiences 

of ASEAN and the Andean Pact, with relevance and applicability to other 

regional groups in mind. 

The current international economic situation is not conducive to the 

growth and expansion of regional economic co-operation/integration. To 

cope with economic crises, both developed and developing countries are 

making economic adjustments, which will further strain many regional group

ings. But the economic crises will also present regional groupings with an 
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opportunity to strengthen their existing programmes and framework. It is 

proposed that a research is organized to study how the member countries 

of ASEAN and the Andean Pact respond to the current international economic 

crises and the need for structural changes in their industrial set-up and 

what implications for their future co-o~eration/integration activities 

are likely to follow • 

(ii) Specific research programmes 

Chapter V has already highlighted in broad terms how ASEAN and the 

Andean Pact might learn from each other in regional e~onomic co-operation/ 

integration. Detailed follow-up studies on some major topics should be 

undertaken. 

For ASEAN, it will be useful to organize a team (to include ASEAN 

researchers) to undertake in-depth study of the following major integration 

programmes of the Andean Pact with a view to (1) evaluating their relevance 

for ASEAN and (2) suggesting concrete measures for their possible applica

tion to ASEAN: 

- '!be overall integration strategy of the Andean Pact, together with 
its implementational framework developed by the Andean Pact over 
the years. 

- The industrial programming in Andean Pact, particularly the Sectorial 
Programme for Industrial Development (SFID), with special emphasis on 
the techniques in the formulation of the various SPID. 

- The special treatmP-_ of the less developed members, with special 
emphasis on its rationale, its mechanism and its redistributive impact. 

- 1he Andean Pact's experience in technological co-operation. 

In return, a research tea~ including Andean Pact experts may find it 

profitable to look into detail the following aspects of ASEAN economic co

operation: 

{a) The process and p~ttern of consensus building in ASEAN, including 
its political style of negotiation. 

(b) The mechanism of extra-regional co-operation in ASEAN. 

(c) The role of foreign investment in ASEAN economic co-operation. 

(d) The role of the private sector in ASEAN economic co-operation. 

(e) Financial co-operation in ASEAN. 
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In addition, there is a range of diverse research topics which could 

yield high dividends to both ASE.AN and the Andean Pact, and which could be 

undertaken jointly by researchers from both regions: 

(a) Regional co-operation in agro-industries. 

(b) Regional co-operation in resource-based industries. 

(c) Regional co-operation in the promotion of manufactured exports. 
r 
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Regional Industrial Co-operation: 
Experiences and Perspective of ASEAN and the Andean Pact 

UNIDO/IS.282 

UNIDO/IS.329 

UNIDO/IS.281 

UNIDO/IS.310 

UNIDO/IS. 346 

UNIDO/IS. 291 

UNIDO/IS. 311 

UNIDO/IS.312 

UNIDO/IS.313 

Studies prepared 

"ASEAN Industrial Complementation". Study prepared 
by Mr. Vicente T. Paterno, Manila. 

"The Role of the Private Sector in Industrial and 
Technological Co-operation Ll ASEAN". Study prepared 
by Dr. Pakorn Adulbhan, Bangkok. 

"The Development of the ASEAN Industrial Projects 
(AIPs) ". Study prepared by Professor Mohamed Ariff, 
Kuala. Lumpur • 

"ASEAN Industrial Joint Ventures (AIJVs) in the 
Private Secrnr". Study p:-epared by Dr. Lee Sheng-yi, 
Singapore. 

"Co-operation in Industrial Financing in ASEAN". Study 
prepared by Dr. Supachai Panichpakdi, Bangkok. 

"ASEAN Finance Corporation: Prospects and Challange". 
Study prepared by Dr. J. Panglaykim, Jakarta. 

"Regional Industrial Co-operation - the approaches 
pursued by AS!::AN". 

"General Overview of the Andean Group". Study prepared 
by the Andean Pact Secretariat (JUNAC). 

"Economic and Industrialization Policies in the Andean 
Group of Countries, 1970-1980". Study prepared by 
Professor Javier Iguiniz, Lima. 
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