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Foreword

In this study the authors set out to investigate what might be the employment implications
of intensified trade links within ASEAN, the Association of Southeast Asian Nations. The
study deals only with the original five members, not including Viet Nam. The authors point
out that ASEAN is above all a political grouping and was not set up to promote trade, nor, like
many associations of developing countries, to give a broader base for import substituting
industrialization. Indeed the ASEAN countries are global in their trade orientation, although
the authors point to intra industry linkages often supplied by direct investment from Japan.
ASEAN members have stated an intention to remove barriers to trade with each other but this
is likely to move in step with, and with the same exceptions to, a relaxation of all trade
barriers.

Compared to, for example, the European Union, the five original ASEAN members
conduct little trade with each other. The authors demonstrate this by means of a gravity model
of trade flows. However, there are some strong and intensifying trading relations, principally
between Malaysia, Thailand and Singapore. Indonesia and the Philippines play a smaller role.
There are also closely emerging product sectors where trade is important, principally electrical
and electronic components and textiles and clothing. The countries are, of course, at very
different levels of development, a factor which strongly affects the employment consequences
of increased trade. The authors have taken considerable care to identify the direct and indirect
labour content of output and are able to show the extent to which different intra ASEAN trade
levels and patterns affects employment levels. A fairly constant finding is that, the greater the
share of Singapore in ASEAN trade, the lower is the creation of employment because of that
country’s greater capital intensity.

Eddy Lee
Chief
» Employment Strategies and Policies Branch
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Impact of regionalisation on employment: ASEAN

1.0 Introduction

With the advent of the single European market, NAFTA and APEC, regional trading
schemes once again became prominent. Within the industrialized world and despite their full
participation in the process, regionalisation has not always been viewed positively. The debate
over regional trading blocs thus alternated between alarmism over the potentially negative
impact that such a partition of the world economy might have on global welfare and hope that
regionalisation constituted but a stepping stone to a more open, global trading system. In the
developing world reactions were more uniformly favourable as expectations rose that regional
trading blocs would stimulate more rapid growth. The creation of Mercosur and renewed
interest in the Andean Group were based on such expectations.

Despite this latter-day optimism, the literature dealing with regional integration among
developing countries is ambiguous, at best, about the benefits accruing to integration partners
in the short and medium term. This emerges with particular force from an analysis of the free
trade areas, customs unions and common markets established among countries in Africa, Latin
America and the Caribbean from the late 1950s through the early 1970s.! Modelled loosely
on the European Community, these initiatives were to a large extent shaped by a conception
of development as a particular form of industrialization, the mass- production of standardized
goods. From this perspective, small market size and a need to protect infant industries were
identified as the principal obstacles to development and both, it was thought, might be
overcome by placing trade liberalization at the centre of a regional integration process.

In developing countries, however, industrial capacity was limited for the most part to the
manufacture of finished goods. The industrial structure lacked economies of scale and was
highly dependent upon extra-regional imports for machinery, intermediate goods and other non-
material inputs. This made trade diversion, that is, a shift from lower cost to a higher cost
supplier, rather than trade creation,” the more likely outcome. In consequence, liberalizing
intra-regional trade became increasingly more contentious within these groups and by the early
1980s most such schemes were moribund.

The ASEAN trajectory differed markedly from the pattern common elsewhere in the
developing world. Founded in 1967 by five pro-Western countries of South East Asia,?
ASEAN was initially conceived as part of a cold war, regional security arrangement and had
limited economic content. Because of their low wages and trained workforce, Singapore and
later other of the ASEAN countries were able to attract export oriented investment from Japan,
North America and to a lesser extent Europe as domestic production in these countries lost
competitiveness during the 1970s and 1980s. One consequence of this export orientation was
the ability to maintain high levels of domestic market protection which, however, limited the
growth of intra-regional trade. Not until their Singapore summit in January 1992 did the
ASEAN heads of state sign a free trade agreement and the reasoning behind it sets the ASEAN
experience apart from that of earlier Third World regional groupings. As Goh Chok Tong,

1 For a recent review of that literature with particular reference to LAFTA, the Andean Group, Caricom, UDEAC and
Ecowas see Lynn K. Mytelka “Regional Co-operation and the New Logic of International Competition” in L.K. Mytelka
(ed.) South-South Co-operation in a Global Perspective [Paris: OECD, 1994], pp.21-54.

2 The distinction was drawn by Jacob Viner [1950].

3 Singapore, Malaysia, Thailand, Philippines and Indonesia were the founding members. They were joined in 1984 by the
oil-rich sultanate of Brunei and by Viet Nam in 1995.
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Prime Minister of Singapore articulated the ASEAN rationale, the creation of larger markets
in Europe and North America “are defining the new operating environment for
ASEAN...Unless ASEAN can match the other regions both as a base for investments as well
as a market for their products, investments by multinational companies are likely to flow away
from our part of the world”.* For ASEAN to play such a role, tariff and Phon-tariff barriers
between the ASEAN member countries would have to be reduced. The new treaty stipulates
that trade would be liberalized over a 15 year period, but Indonesia, which along with Thailand
had the most highly protected domestic market, suggested that a full free trade area might even
be brought about more quickly.

The point of our study, however, is not to evaluate ASEAN--its successes and failures--
but to examine the impact of intra-regional trade on ernployment using ASEAN as a case study.
As we note in section one, few of the theoretical or'empirical studies that address regional
integration issues have gone beyond an analys1s of trade creatlon/trade d1ver51on and their
impact on production efficiency to assess the effects of mtra—reg1onal ‘trade on employment It
is also exceedmgly rare to find studies that compare trade within Third World regional trading
blocs to the situation which rmght have pertained in the absence of formal integration. This is
particularly problematic in the ASEAN case, where intra-regional trade has lagged
considerably behind the growth of extra—reg1onal trade in manufactured goods and the major
impact of trade on employment is the result of extra—reglonal export—orlented manufacturing
activities.

Section two provides an overvie’w of the major changes taking place in the ASEAN
countries, notably with regard to growth, trade, employment and wages.

Section three deals with the role of foreign direct investment in ASEAN w1th particular
attention to the development of Japanese production networks.

Section four describes intra-ASEAN trade and shows that the process of industrialization
which accelerated in the late eighties, has been translated into an mcrease 1n industrial
integration within ASEAN. ,

Section five elaborates on the labour content of trade. Using input-output tables it
evaluates the direct and indirect effects of trade on employment.

Section 6 develops a gravity model that allows a comparison of the ex1st1ng pattern of
intra-regional trade with one derived from such factors as distance and share i in world GNP,
tariff and non tariff barriers. The model is estimated with both intra- European coefficients,
and intra- Latin American coefficients. These estunates are used to evaluate the potential for
trade development within ASEAN.

To conclude in section seven we try to estimate three possible scenarios concermng the
evolution of intra- ASEAN trade and its impact on employment

1. Technology, trade and employment in developing countries: A
review of the literature

A survey of the literature on international trade reveals a notable lack of attention to the

relationship between trade and employment and until recently, almost no work at all on the
employment effects of intra-regional trade. Attempts to measure the direct impact of trade on

4 Reported in the International Herald Tribune: 28 January 1992.
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employment in the advanced industrial countries, moreover, have produced contradictory and
often inconclusive results. From the literature reviewed in section one, it would appear that this -
is primarily due to the critical importance of such intervening variables as consumption patterns
and technological change. Yet the lack of reliable and comparable survey data means that
impact of these variables on the relationship of trade to employment is rarely assessed in
econometric analyses. If this is true for the industrialized countries, the data problem in the
developing world is even more of a constraint. To partly remedy this problem, section two
provides some firm and sector level data on the source, market orientation and technological
characteristics of investment in ASEAN manufacturing. Drawing upon this diverse body of
literature, it looks briefly at the issue of regional production networks and what these might
mean for the employment effect of intra-regional trade.

1.1 Trade and employment

Since David Ricardo, the international trade literature has sought to explain why
countries trade and to assess the gains from partial or full trade liberalization. Most
explanations for the pattern of international specialization in production and trade have relied
on neo-classical assumptions of static comparative advantage based on differences in factor
endowments or opportunity costs; on classical approaches relying on productivity gaps, and
more recently on imperfect competition and the increasing returns from economies of scale and
learning. In this fashion the theoretical literature has attempted to deal with the growing
importance of intra-industry and intra-firm trade within what is conventionally known as inter-
national trade and to portray the first, at least, as the positive outcome of growth in advanced
industrial economies where product differentiation permits the satisfaction of demand from
high income populations.

Within this body of literature and given assumptions of full employment, the ‘welfare’
effects of international trade have generally been estimated in income terms and less often in
terms of employment. To the extent that a literature on the employment effects of international
trade does exist, it is largely confined to the imports of advanced industrial countries,
particularly those from the developing world and there has been a certain polemical tone to it®
A number of different approaches to the impact of trade on employment are found in this
literature. One set of international economists, for example, computes the factor content of
trade [FCT], mainly in terms of value. Their underlying assumption is that imports from the
developing countries substitute for local production, one-for-one on a value basis. This misses
important changes in the volume and composition of trade that more recent literature has
sought to include by proposing the use of volume measures to determine the potential labour
displacement due to imports.® As Cortes, Jean and Pisani-Ferry [1995] point out, FCT
computations also frequently make use of trade and especially industrial classifications that
aggregate goods with different labour and skill-intensities into the same category thus
confounding non-competing and competing imports.” Such approaches, moreover tend to

5 Imports from developing countries have variously been blamed for job loss, downward pressure on wages and heightened
union bashing. Though much of this literature recognizes the role that multinational enterprises headquartered in the advanced
industrial countries have played in stimulating these imports through investment in overseas production, there is little interest
in stemming the outflow of capital and rather more in erecting new barriers to imports from the developing world.

6 For a review of this literature and some efforts to contribute to it, see Cortes & Jean: 1994, Cortes, Jean & Pisani-Ferry
[1995], Borjas, Freeman & Katz: 1992, and Wood [1994].

7 This point is raised in Cortes, Jean & Pisani-Ferry[1995] pp.12-13.
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ignore a host of other trade and non-trade related factors that are associated with declining
employment in different industrial sectors at different points in time. Interpreting the results
of such econometric analyses thus requires a thorough knowledge of the changing pattern of
investment and the technological choices that lie behind these data, a pomt to which we return
in section two.

Other international and labour market economists differentiate goods in terms of their
relative prices and skill content and attempt to measure the impact of trade flows on the
labour market, notably on wage levels, wage differentials and employment. While evidence
that trade between “skill” and “unskill”-rich countries. in goods suited to these factor
endowments leads to a rise in the wages of skilled workers in the skill-rich country as a two
sector Hecksher-Ohlin-Samuelson world with two:factors of production [skilled and unskilled
workers] would predict, other predictions of such models are not systematically supported by
empirical data and many analysts thus resort to exogenous factors to explain their résults. The
most important of -these is' technological change® yet until recently there have been few
systematic empirical studies in the international trade literature that assess the impact of
technological change directly. .

The process of globalization, however, has stimulated a large number of studies
concerned with the impact of technological change on productivity, employment and the
competitiveness of firms and nations. Much of this literature is summarized in a series of
papers prepared for the OECD and- published as a special issue of Industry, Science,
Technology. These papers suggest that while trade itself does not have a large impact on the
aggregate level of employment, “...intensified technology-based international competition both
within the OECD area and between OECD and non-OECD countries has altered the structure
of demand for labour, with employment losses in low-wage, low-technology industries.”
[Papaconstantinou: 1995]. Uncertainty resulting from the rapid pace of technological change
reflected in the radical shortening of product life cycles, the emergence of discontinuities in
technological trajectories and the erosion of frontiers between previously distinct industries,
put a premium on scanning and flexibility. By weakening the rationale for vertical integration
and undermining traditional product-based forms of oligopoly, it gave impetus to the formation
of strategic alliances in R&D and production networks® [Mytelka, 1995]. Both equity and non-
equity based regional production networks have emerged within NAFTA, in the European
Union’s relationship with Eastern and Central Europe as well as in ASEAN.: The possibility
that the employment effects of arms-length intra-regional trade and trade within structured
regional production networks will differ, warrants further investigation. Once again, however,
the kind of data that would perrmt econometric analyses of these dlfferences simply is not
available. :

Meanwhile, the 1mpact of technologlcal change on trade and employment has become
a contentious issue. As Pascal Petit noted, irrespective of whether it is technological change
within a national setting alone or technological change resulting from changing competitive
conditions including increased import penetration, the key question is “..whether the nature
and spread of “destruction” will allow enough time and opportunities for “creative” and fair
adjustments to occur in the labour market and in the formation of incomes™ [Petit, 1995]. A

8 Revenga [1992] suggests that currency appreciation is a possible explanation. Lawrence and Slaughter [1993] and
Dwatripont, Sapir, Sekkat, Lamorgese, Guazzarotti [1995], however, provide evidence for the importance of techno]oglcal
change as a key determinant in employment and wage levels. At the very least the llterature seems to argue that trade is
certainly not the sole determinant of labour market problems in advanced industrial countries.

9 Both also contribute to cost reduction in an increasingly innovation-based mode of global competition.



5

similar question can be posed in newly industrializing economies [NIEs] such as those of the
ASEAN group. To what extent, one might ask, will the export-oriented manufacturing sector
. generate sufficient employment to absorb the inflow of labour from rural areas, particularly
in countries such as Thailand, Indonesia and Viet Nam, where a large percentage of the
population is still in agriculture?’® To answer this question requires information not merely
on trade but on the growth of manufacturing activity, itself related to intra and extra-regional
investment patterns. A critical factor in such an assessment is the impact that technological
change in industry will have on the growth of export oriented manufacturing by front-running
NICs such as Singapore. This will partly depend upon the extent to which the kinds of
technological capabilities needed for higher-value added production are being built domestically
and also upon the degree to which domestic consumption and intra-regional trade are rising.
The latter, in turn, would likely be affected by the pattern of direct foreign investment [DFI]
across the region.

1.2 Regional grouping and employment

While the general literature on international trade is ambiguous with respect to the
impact of trade on employment in advanced industrial countries, those looking more
specifically at the question of trade liberalization pay scant attention to the employment effects
of intra-regional trade. There are two exceptions to this. One is the spate of articles that
appeared in the wake of the decision to create a single market in Europe by 1992.% These
focus mainly on the introduction of price-based competition in each of the member country
markets through the removal of non-tariff barriers'> and the elimination of national monopolies
through privatization and liberalisation. Simulations then apportion out the resulting
productivity gains between wages and employment creation.

The second, involves regional groupings such as NAFTA and APEC which have a
north-south dimension. To a large extent the NAFTA studies reflect the same concern with the
employment impact of imports from developing countries, found in the broader international
trade literature and the results are equally ambiguous. The US Senate hearings, for example,
cite studies that estimate employment gains from NAFTA of between 200,000 and 2 million
jobs depending upon the assumptions’* made in the various models [US Senate: 1994,
Hufbrauer & Schott: 1993]. The empirical analyses presented in Lustig, Bosworth and

10 Between 1950 and 1990 the share of agricultural employment in total employment in the Republic of Korea fell from
74.1 per cent to 24.6 per cent , nearly 50 per cent or an average of 12.4 per cent each decade. In contrast, the share of
agricultural employment in total employment fell by barely 20 per cent over the same period in Thailand and the
Philippines, from 84 per cent to 64.3 per cent in the former and from 67 per cent to 46.8 per cent in the latter and despite
a steeper drop in Indonesia, remained at 48.5 per cent in that country in 1990.

U The importance of FDI in shaping growth derived from regional integration and hence job creation is also noted by Dr. Paul
London, Under Secretary of Commerce for Economic Affairs to the US Senate when he argued that “The existence of the
NAFTA will increase the attractiveness of foreign investment in North America. Europeans and Asians as well as American
swill be more likely to invest in the United States because facilities funded by these investments will have free access to markets
in all three member nations. It is no accident that BMW and Mercedes have just elected to build plants in the United States
not in Mexico.”[US Senate:1994,14].

12 gee for example the collections by Venables & Winters:1991, Dewatripont & Ginsburg:1994, and the papers by Baldwin:
1989 and Mercenier:1995.

13 These include policies and practices such as national norms, procurement policies.

14 Some models look only at trade liberalization in which case the employment effects are minimal. Others include capital
movements which give rise to much more important employment effects. The latter is true for ASEAN as well.
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Lawrence [1992] similarly vary in their conclusions, with several of the models predicting
only minor gains from trade as measured by growth in Gross Domestic Product [GDP], in
capital stock or in employment and only a small amount of wage convergence, on the
assumption that the bulk of the increase in trade has already taken place; while-others, looking
at specific sectors or countries, foresee large shifts in population out of agriculture in Mexico,
for example, as US grain exports to that country rise.

A number of studies have also looked at changes in investment and trade flows within
the Asia and Pacific region under conditions of trade liberalization [Frankel & Kahler: 1993,
Kreinin & Plummer] but without considering the employment effects. Only one study has
linked trade and employment. In that study, Hiro Lee and David Roland-Holst use a calibrated
general equilibrium [CGE] model for 10 APEC countries to develop three scenarios. The first
examines the effect of bilateral tariff liberalization, the second of bilateral tariff and. NTB
removal and the third looks at the effects of multilateral tariff and NTB removal, a scenario
which approximates a new GATT round. The model makes use of a social accounting matrix
for the year 1985 which they had previously constructed and it “explicitly modelfs] Sectoral
employment in domestic production, the inter-sectoral domestic mobility of labour and the
labour services or employment embodied in trade between countries.” [Lee & Roland-Holst:
1994]. While trade increases under all three scenarios, within each scenario there are
significant differences in the gains from trade and hence in employment linkages amongst the
ten countries, across bilateral trading patterns and between exports and import. With regard
to the second scenario, bilateral tariff and NTB removal, for example,

...Thailand increased its import demand from neighbouring China by 17.2 per cent, but.
from its southern neighbour Malaysia by only 9 per cent. United States demands for
Korean and Chinese goods increase by 21.4 and 18.4 per cent, respectively, but only
2.6 per cent more Indonesian goods comie into the country. Singapore increases imports
from the Philippines by 9.6 per cent, but from neighbouring Malaysia by only 2.6
percent. From an export perspective, United States prospects improve substantially with
respect to Japan ...and the Philippines ..., yet its exports to Singapore rise only 4.4 per
cent ... in terms of employment linkages ...the results ... are more variegated ... than
the trade flow changes....The United States and Japan create far.-more jobs for
foreigners than conversely, as expected, but the disparity for Japan is much greater.
While creating over 3 million jobs abroad with its import demand, Japan generates only
29,000 new jobs to meet demand from all sources. Job creation from -domestic demand
is actually negative, the result of import penetration in relatively labour-intensive sectors
(Taiwan and Singapore also experience this) [Lee & Roland-Holst: 1994, pp.33-33].

In sum, the results are much more complex than anticipated and they are heavily
dependent on the kinds of assumptions incorporated in the model.

For the most part, the literature on regional integration amongst developing countries,
however, ignores the relationship between trade and employment, focusing instead on the
extent to which customs unions lead to the creation or diversion of trade. For Jacob Viner
[1950], who pioneered this line of inquiry, regional integration schemes were only to be

15 As in the North-South trade literature cited above, the question then becomes whether investment in Mexican manufacturing
will generate sufficient new jobs so as to assimilate these rural labourers or whether they will join the flood of migrants entering
the United States, a point raised in the literature. o
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recommended if they contributed to global welfare by shifting trade away from a higher to a
lower cost supplier or what he termed trade creation. However, in the developing world,
neighbouring countries were most often specialized in the export of similar raw materials and
agricultural products. Given their weak technological base, overall poverty, and policies of
import substituting industrialization, most developing countries produced only a limited range
of manufactured goods making both inter-industry and intra-industry trade difficult. The high
import-intensity and relatively small scale of production in these industries raised production
costs there, making imports from third parties a lower cost alternative. The market segmenting
strategies of foreign investors, moreover, did not encourage national specialization and trade
within a regional integration scheme [Mytelka: 1994]. Lack of complementarity, imperfect
information and low levels of industrialisation in developing countries thus predicted a very
limited range of opportunities for trade expansion within these regional integration schemes
[Balassa & Stoutjesdijk: 1975; Kahnert ez al.: 1969; and Robson: 1971] and the probability
was high that trade liberalization would resuit not in trade creation but in trade diversion, that
is, a shift from a lower cost to a higher cost supplier. Nonetheless, most of the developing
country leaders who signed agreements to create free trade associations, customs unions or
common markets, chose to ignore such possibilities. Instead they focused on the potential
dynamic effects that even limited trade liberalization might generate. ) .

As Gehrels, Meade, Lipsey and Johnson, !¢ for example, argued, 2SS€SS1ng the utility
of customs unions solely from the perspective of global welfare as Viner did, ignores the
distribution of world-wide income. Taking the latter into consideration, and adjusting for the
special characteristics of developing countries, as Massell, Mikesell and Balassa suggested,
made it possible to envisage a new set of criteria against which the gains from customs unions
could be assessed.

First, one could set the gains or losses in global welfare against those accruing to
individual countries. Thus accepting for the moment that trade diversion may be detrimental
from the perspective of world economic efficiency, it may nevertheless be true that trade
diversion would contribute to raising real income in the developing countries concerned, if, as
a result of a widening of the market through integration, local industry mobilised unused
resources and widened the export base. Kahnert, Richards, Stoutjesdijk and Thomopoulos
[1969], moreover, hypothesised that "in the absence of an integration scheme, trade destroying
import substitution might have taken place on the national level” with even more limited effects
on growth and specialisation then a customs union would have had, even one involving trade
diversion.

Alternatively, one could compare long term gains and losses from integration to those
obtaining in the short term. This is particularly relevant for developing countries whose
"prime concern" is "to change their factor endowment, their incomes and their consumption
patterns” [Stewart: 1984]. If the enlarged market opens new opportunities for profitable
investment in industry, makes possible greater economies of scale, accelerates technological
learning or increases domestic competition thereby improving efficiency, then present costs
from trade diversion would be offset by future benefits both for the developing countries and
for the world as a whole in the longer term.

It could, of course, be argued, as Mikesell [1963] pointed out, that the "gains would be
greater if each country broadened its export base by expanding its export of both primary

16 For a collection of articles by these authors see Robson [1971]. The debates themselves are well summarised in Kahnert et
al. [1969], Balassa [1961], Ethier and Horn [1984] and de Melo and Rodrik [1993].
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commodities and of manufactures to the rest of the world.... but [this]... has not happened and
it is not likely to happen until developing countries learn to trade and compete with one another -
on a regional basis." Even limited intra-regional trade could thus be conceptualized as an
apprenticeship process which would ultimately lead to multilateral trade liberalization.

During the 1960s and 1970s, however, these theoretical arguments served to justify not
a process of progressive liberalization but rather an extension of national policies of import
substituting industrialization to the regional level.'” By insulating the regional market from the
world economy, a disincentive to extra-regional exports of manufactured goods was created.
By their very design, traditional models of regional integration, thus narrowed the pay off
matrix for individual member countries to the gains and losses from intra-regional trade. When
such gains were not immediately forthcoming or, because of inequalities in wealth and levels
of industrialization at the outset were distributed unevenly, most mtegratlon schemes among
developing countries took on the form -of zero: sum games. : T

The drive to industrialise within national boundarles and thus to: malntam and ‘evén to
increase market segmentation within regional integration schemes, was exacerbated by the role
played by key economic actors during this period.. Few local entrepreneurs had the size or
credibility to penetrate neighbouring markets and the high cost, import-intensive manufacturing
sector was itself an impediment to market intégration. These actors; therefore, could not
provide the support base needed for trade liberalisation. Foreign-owned firms which, by virtue
of their size and scanning capabilities, might have been expected to be among the first to
engage in intra-regional trade, failed to rationalise to take advantage of the larger market
whether in UDEAC, LLAFTA, the Andean Group or CARICOM since, for the most part
multinational corporations engaged in manufacturing were purveyors of mature technologies
and standardized goods to the developing world in this period. Within reg10na1 integration
schemes, market segmentation was thus the rule.'® ‘

On the export-side, this meant that a large proportion of the 11cens1ng agreements
between parent firms and their subsidiaries or between licensor and nationally owned local
firms contained clauses prohibiting exports [Vaitsos: 1978, Mytelka:1979]. This reduced both
the incentive to rationalise production and to innovate.

On the import-side, regional markets were also of little importance to these subsidiaries
since the bulk of their imports came from their parent firm-or from other firms. in the home
country. Parallel production by these MNCs was thus a powerful disincentive to intra-regional
trade since maintenance of duplicate plants was preferred if intra-firm transfer pricing and
higher retail prices compensated for production inefficiencies resulting from continued market
segmentation. By the early 1970s the limited and unevenly distributed gains from intra-regional
trade and the conflicts this generated had led to stagnation or dechne in most Third World
regional integration schemes. :

17 A more detailed presentation of the arguments in this and the following paragraph can be found in Mytelka:1994,

18 Thus of the 513 US subsidiaries operating in the Andean Group in the late 1960s, "362 had affiliates in at least one other
member country and 258 in at least two" (Vaitsos: 1978, 732). A similar pattern existed in the UDEAC where some 75 per
cent of the "single tax" firms were foreign owned and duplicate production existed in nearly all major manufactured goods --
beer, textiles, cigarettes, shoes, industrial gases and aluminium products (Mytelka: 1984, 141-42).



2. Pattern of trade, production and employment in ASEAN

The Malacca straits have been for centuries an active maritime road linking West Asia
to East Asia. With trade came diverse ethnic, political and religions influences. Singapore
under British domination became the international trade centre for South East-Asia. With the
end of the colonial period (mid sixties for Malaysia) came a time of nationalism and
protectionism in international trade. Only now with its goal of achieving a free trade zone is
ASEAN returning to its old trading tradition, and with economic reform in India, back to its
position as a link between the Indian and the Chinese Worlds.

2.1 From producers of primary products to manufacturers

Malaysia, Thailand, Indonesia and to a lesser extent the Philippines, have benefited from
exceptional endowments in natural resources and have generally managed their exploitation
well, from an economic point of view, though sometimes at the expense of the environment.
Given this endowment in natural resources, it is not very surprising that up to the mid-eighties
the primary sector was a major source of value added and employment in these countries, and
that the development of manufacturing industry came rather late. In most cases industrial
development was based on a mix of import-substitution and the downstream transformation
of primary products for such industries as the food industry, petrochemicals and furniture and
in the most capital intensive industries it took the form of modern public enterprises funded

“and protected by their respective governments.

In spite of many shortcomings this strategy enabled all ASEAN countries but the
Philippines, to sustain a process of rapid development for over twenty years (see graph 2.1).
This development was accompanied by a significant decline in poverty ( see table 2.1).

Table 2.1. Absolute poverty ratio (per cent of total population)

1970 1980 1990
Philippines 35 30 21
Thailand 26 17 16
Indonesia 60 29 15
Malaysia 18 9 2
China 33 28 10

Source: World Bank.

With regard to demographic trends, however, the tendency to reduce the rate of
population growth is uneven and generally very much below that of other East Asian nations
(table 2.2). On average the rates remain close to 2 per cent per annum, which makes the
region still one of high population growth. Employment, as a consequence, is one of the
crucial problems with which governments have to cope.

Demographic pressure makes the ASEAN region one of the world’s low labour cost
regions. Although data are not very comparable we can roughly estimate that even in
Singapore, where per capita income is high, the hourly labour cost of manufacturing workers
represents, at current exchange rates, only 30 per cent of the United States cost. Malaysian
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and Thai workers cost around 40 per cent of Singaporean costs, Philippinos and Indonesians
less than 15 per cent. The large differences are probably not over estimated if we consider that
in many cases industrial workers are by a very wide margin better paid than agricultural
workers and that absolute poverty is often hidden in the remote regions of these countries. A
part of the fight against poverty is in fact based on a change of work.

Table 2.2. Demographic trends and employment structure

Population (millions) Population growth (per cent)  Primdry sector in total

1994 1965-80 1979-94 . employment (per cent)
Indonesia 190 2.4 1.8 53.0
Malaysia 19 2.5 25 26.4
Philippines 67 2.8 T 2.4 ' 44.9
Singapore 3 1.6 1.8 0.4

Thailand 60 - 29 1.8 "60:0
Source: CEPII-CHELEM 1995, and ILO. : C

Until the early 1980s, however, the share of primary industries in the production
structure and in employment remained vety high. A-sharp drop in the price of primary goods
was at the root of a sudden decline in both revenue for the government and for many people.
Indonesia, was hit not only by a decline in oil prices, but also by the appreciation of the Yen,
which was the currency used for a significant part of its debt.. This crisis led to a shift in
development strategy in Indonesia, Thailand and Malaysia, from one based on import-
substituting industrialisation to outward-looking driven industrialisation. In Singapore the
crisis was due to the crisis of its neighbours, to an enormous rise in labour costs and to
overcapacity in the hotel industry. Singapore managed its exit from the crisis through the
development of a “high-tech” capacity, a rigorous macro economic policy and a new industrial
strategy, including strong relations with Malaysia and Indonesia (“growth triangles” strategy,
see below). The Philippines, then in political turmoil, was neither able to escape from the debt
trap nor to develop a new development strategy. Of the original ASEAN member countries,
the Philippines is now the poorest. However, its exports of manufactures have come to
dominate its export trade.

Table 2.3. Share of manufactured products in total exports

1972 1983 1987 ' 1993
Indonesia 3.9 8.5 21.3 50
Malaysia 27.8 30.8 38.1 68.4
Philippines 13.2 45.4 59.8 72.2
Singapore - ‘ 4.1 40.7 65.2 78
Thailand 17.0 28.8 42.7 65.5

Source: CHELEM CEPIL

As a result of these policies there has been a huge increase in export of manufacturing
products whose share has dramatically increased since the mid-eighties (see table 2.3).
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2.2 Sectoral changes in industrial employment, production and value added
Annex 1 presents a systematic statistical summary making possible a comparison of the
major changes occurring in each of these countries over a twenty year period.

Singapore

Since 1973 manufacturing employment has grown as fast as total population (1.8 per
cent). But this masks very contrasting trends in sectoral employment. Over the period 1973-
1992 employment declined sharply in light industries such as wood, leather, textiles and
wearing apparel and rose in what are generally classified as “high tech” industries.
Employment in the electrical/electronics industry, for example, rose from 22 per cent in 1973
to nearly 40 per cent of manufacturing employment in 1992. Machinery and metal products
are the two other high growth industries.

Malaysia

Employment in manufacturing increased by 3.6 per cent per year between 1973 and
1992. As in Singapore the electrical machinery/electronics industry was by far the leading
sector for employment creation, while employment in 1ndustr1es l1nked to primary products
such as food, wood and rubber products declined.

Thailand

Between 1974 and 1991 total employment in manufacturing rose by 3.05 per cent. This,
however, reflected a dramatic shift within a number of traditional sectors rather than between
traditional and “high tech” industries. Employment in the textile industry, for example, fell
from 32.8 per cent to 17.3 per cent of total employment in manufacturing, while employment
in the garment sector rose from 0.8 to 14.2 per cent of employment in manufacturing.
Employment in the food industry continued to grow, albeit slowly, whereas in the beverage
sector it dropped precipitously. Employment in electronics, moreover, was growing rather
slowly and accounted for only 4.6 per cent of manufactured employment in 1991.

Indonesia

Contrary to the other ASEAN countries there has been no significant increase in
employment in the Indonesian electronics industry. The major increases are registered in more
traditional industries like wearing apparel and wood, rubber and plastics. Declines are very
high in the food and the tobacco industry.

The Philippines

Employment creation has been below the rate of population growth but the sectoral trend
is similar to that in Indonesia. Wearing apparel is the leader in employment creation.
Employment in the electronic industry, although more important than in Indonesia, is still
modest.

The general trend in employment reflects to some extent a pattern that goes from the
most developed country to the least developed. The former is leading in “high tech”
employment the latter leads in labour intensive industries. That the level of development
reflects the technological level is not surprising, but it bears repetition.
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3. The role of foreign investment in ASEAN trade

The ASEAN group is a major exception to the general pattern of decline in regional
integration among developing countries, in large part because both its point of departure and
its subsequent development were different. ASEAN was first and foremost a political
association and only secondarily an economic grouping. As an economic grouping, moreover,
it focused less on intra-regional trade and more on investment in export-oriented industry. The
ASEAN experience thus reverses the process of using regional trade liberalization as a way
station on the road to an open trading system; instead it first learnt to trade with the world and
only latterly began its own process of trade liberalization.

3.1 DFI and the pattern of trade

The ASEAN countries, including, to some extent, the Philippines, grew very rapidly
from the mid-1980s into the 1990s and that high growth rate was associated with a sharp
increase in manufactured exports. Unlike other Third World regional groupings, the ASEAN
group trades most heavily with countries in its own region and the increasing outflow of capital
from the dynamic, high growth countries of the region - Japan, Republic of Korea and Taiwan
(China) - have accelerated the pace of investment in, and exports from, the manufacturing
sectors of the ASEAN countries.

Most authors thus agree that the regionalisation of production networks in ASEAN has
little to do with free trade agreements carefully negotiated among states and rather more to-do
with the operation of private business interests [Lim: 1994, Ravenhill: 1994]. As Llnda L1m
put it

Regional economic co-operation in ASEAN has been extremely limited, with virtually
negligible results over a very long period of time. ASEAN is clearly not a trade-driven
regional grouping, and it is not clear if the recent agreement to pursue a regional free
trade area will deliver s1gmﬁcant results by the end of the prescribed 15-year phase-in
period. But individually, the ASEAN economies’ success has been based on
international trade, and particulatly on exports of commodities, manufactures and-
services to the world rather than the regional market. Foreign investment has played
a key role in providing the capital, technology and market access required to
successfully pursue these export-oriented national development strategies. Because of
this history, the ASEAN countries have been understandably reluctant to promote or
favour intra-regional trade and investment over extra-regional trade and investment with
non-ASEAN npartners. Since the 1980s they have unilaterally been pursuing non-
discriminatory trade and investment liberalisation to expand trade with, and to attract
more investment from, non-ASEAN partners, including the Asian NIEs as well as Japan
and Western industrial nations. Indeed, most of the regional co-operation schemes
.proposed to date also seem primarily motivated by the desire to make the region more
attractive to foreign investment from outside the region. [Lim: 1994,151-152].

The ASEAN countries have been major recipients of direct foreign investment since the
early 1980s and the inflows have risen over the decade and into the 1990s even as other
countries, Mexico and China, for example, also began to receive an increasing amount of direct
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foreign investment (table 3.1.). Japan emerged over the 1980s as a principal foreign investor
accounting for over 25 per cent of the direct foreign investment in all ASEAN countries but-
the Philippines by the end of the decade (table 3.2). The United States is the second largest
investor in the region. Towards the end of the 1980s, the Republic of Korea, Hong Kong,
Taiwan (China) and Singapore appeared as major investors in the ASEAN group.*

Table 3.1. Foreign direct investment: Inward flows 1975-1994 (millions of $US)

1975-1979 1980 1981 1982 1983 1984 1985 1986
annual avg.

Indonesia 289.9 179.6 133.2 226.3 288.6 226.5 272.1 258
Malaysia 524.3 934.5 12652 1397.7 1260.4 797.5 6%4.5 489
Philippines 73.6 -106.7 172.2 15.5 104.8 9.2 -11.2 127
Singapore 502.0 1119.3 1409.1 13911 995.2 883.6 973.7 171
Thailand 85.2 190 293.6 193.2 349.6 403.9 161.4 26
Viet Nam (@) 0 17.9 11.9 - - -0.1 0
Total 2316.7 4810 32357 2998.6 23207 209.4 10713
Mexico 1023.5 2184 254.1 16439 456.5 390.5 501.6 1523
China - 57 265 429.5 636.1 1257.7 1659.1 1875
1987 1988 1989 1990 1991 1992 1993 1994

Indonesia 385 576 682 1093 1482 1777 2 004 2 109
Malaysia 423 719 1668 2332 4 000 5183 5 006 4 348
Philippines 307 936 563 530 544 228 763 2 000°
Singapore 2 836 3 655 2 887 5575 4 879 2 356 5016 5588
Thailand 352 105 1775 2444 2014 2116 1726 640
Viet Nam* 0 234 330 482 1159 1921 2716 3200
Total 4303 6225 7 905 12 456 14 078 13 581 17 231 17 885°
Mexico 3246 2 5% 3037 2632 4762 4383 4 389 7978
China 2314 3194 33393 3489 4366 11156 27515 33 787

(a) $4.1 million in 1975, * from « [’économie du Viét-nam »,Marie-Sybille de Vienne, b) estimate.
Sources: UNCTC, Transnational Corporations in World Development (1988), Annex Table 1, UNCTC, World Investment Report
(1992), Annex Table 1 and UNCTAD World Investment Report (1993), Annex Table 1, IFS on CDROM for 1991-1994, IMF.

Table 3.2. Foreign direct investment in Indonesia, Malaysia, the Philippines and Thailand
by origin (per cent)

Investing country Year Indonesia Malaysia The Philippines Thailand
Newly industrialized economies 1986 10.5 23.7 10.2 27.6
1991 22.6 474 8.7 31.7

Of which: Singapore 1986 13.1 17.2 0.3 13.9
1991 39 6.6 0.4 12.5

Republic of Korea 1986 2.8 0.3 0.1 0.1

1991 3.4 6.8 5.7 1.0

Taiwan (China) 1986 2.1 1.0 0.4 7.5

19 There is some evidence of specialization among NIE investors within the region. Ninety per cent of Korea’s overseas
investments in the footwear industry are located in ASEAN and most of this is in Indonesia. The same is true of Korea's
investments in the Apparel industry. However, in consumer electronics, Korean firms have favoured Thailand
[Lee:C.H.;1994,287] and more recently Viet Nam.
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Investing country Year Indonesia Malaysia The Philippines Thailand
' 1991 12.0 28.3 s T 11.5

Hong Kong 1986 -7.5 5.2 9.3 6.1

1991 3.2 5.7 1.1 6.8

Japan 1986 40.6 11.1 28.5 57.9

1991 10.6 20.9 26.9 35.3

USA 1986 16.0 3.3 '28.7 17.2

1991 3.1 11.5 11.1 22.7

Other 1986 22.9 60.9 32.6 2.7

1991 63.7 20.2 53.3 10.3

Source: Japan Economic Foundation, Vision for the economy of the Asia-Pacific region in the year 2000, Tokyo, 1992.

3.2 Japanese affiliates’ networks in ASEAN

A number of particular features of Japanese subsidiaries and affiliates in the
manufacturing sector in ASEAN countries have important ramifications for both intra-regional
trade and employment.? First, Japanese affiliates are relatively more capital intensive than
affiliates of other multinational corporations. As a result they employ less labour than
equivalent United States, European or East Asian firms and their corresponding direct
employment effect is lower.

Second, Japanese firms have a higher percentage of expatriates in senior management
positions and there are some indications that overall, Japanese affiliates tend to be less skill-
intensive than comparable American affiliates of their size and in their industrial sector. In
Thailand, for example, in 1990 Japanese firms accounted for 39 per cent of the adjusted gross
output in chemicals, 36 per cent in the metal industry, 47 per cent in electric machinery and
computers and 47 per cent in vehicles and bicycles. Their share in Thailand’s two largest
manufacturing sectors, food and textiles was much lower, less than 5 per cent in each
[Ramstetter: 1994]. using a sample of 1812 firms operating in Thailand’s non-oil
manufacturing sectors in that year, Ramstetter calculated the ratio of skilled employment to
total employment and the share of foreign workers in skilled employment by ownership, size
and industry. In the electrical and computer industries the ratio of skilled employment to total
employment was 18.4 per cent for locally-owned firms, 14.6 per cent for Japanese-owned
firms, 15.6 per cent for firms from-other industrialised countries and 10.2 per cent for firms
from the NIEs. In motor vehicles, locally owned-firms again had higher ratios of skilled
employment to total employment [24.2 per cent as against 15.2 per cent in Japanese firms, 19.5
per cent in other developed country firms and 8.3 per cent in firms from the NIEs]. In
chemicals, firms from other developed countries and from the NIEs both had higher ratios of
skilled employment than Japanese firms and in metals and metal products, local companies,
firms from the developed countries and the NIEs all have higher ratios of skilled employment
to total employment than Japanese firms within all size categories [Ramstetter: 1994]. The
foreign worker share of skilled employment in each of these industries was highest in firms
from the NIEs and second highest in Japanese firms.

Third, Japanese affiliates have a relatively low and frequently decreasing level of local
linkages tending to source more from their parent firm, other affiliates or preferred suppliers

20 The literature is generally in agreement on the following points: see ILO, 1994, Ramstetter, 1994; Sibunruang and Brimble,
1988, Kawabe, 1991, Hill, 1992. L ‘
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who locate in the host market. Kimbara [1991] shows that the ratio of local procurement to
manufacturing cost in Japanese affiliated companies fell in Malaysia from 80 per cent in 1970
. 10 54.5 per cent in 1975 and hovered between 49.9 and 51.9 per cent from 1985 to 1987. In
Singapore, Thailand and Indonesia the ratio rose but from very low bases in the 1970s,
reaching only 42.4 per cent in Indonesia in 1986, 57 per cent in Thailand in 1985 and nearly
60 per cent in Singapore by 1987. For Malaysia, Jetro data show that Japanese companies
procured 54 per cent of their materials, parts and components from Japan, 28 per cent from
local companies and 18 per cent from third countries. “When procuring from Japan, the
Japanese subsidiaries rely upon their parent companies for 90 per cent of their procurement.
Even in the case of local procurement, more than 20 per cent is from other Japanese
companies in Malaysia” [Kawabe: 1991].

Since the mid-1985, Dieter Ernst argues, there has been an notable progression in
regional specialization as reflected in an increase of intra-industry trade between Japan and East
Asia and amongst East Asian countries through Japanese regional production networks.

MITI data on sales and purchasing patterns of East Asian subsidiaries of Japanese
electronics firms clearly document an increase of regional specialization. Within one
year, the share of sales to non-Asian destinations (North America, Europe and ROW)
declined from more than 20 per cent to 9.4 per cent. At the same time, the share of
local sales increased from less than 35 per cent in fiscal year 1991 to more than 45 per
cent in FY 1992, while sales to Japan increased from 24 per cent to more than 27 per
cent. More than half of the exports of East Asian affiliates of Japanese electronics firms
are now designed for Japan, with sales to East Asia trailing well behind as the second
largest destination. Less than 20 per cent of the exports of the Japanese electronics
transplants in East Asia today go to the United States and Europe. Similar developments
can be documented for purchasing patterns. East Asian affiliates of Japanese electronics
firms procure hardly anything from extra-regional sources--in 1992, this share was 1.5
per cent much less than the 5.5 per cent share reported for all manufacturing industry.
Probably the most important recent change is that, between 1991 and 1992, East Asian
affiliates of Japanese electronics firms have increased their procurement from Japan
from less than 40 per cent to nearly 47 per cent. This is much higher than the average
share of 38 per cent reported for all industries. While the share of intra-regional
procurement has remained fairly stable (increasing only slightly from 14.7 per cent to
15 per cent), there has been a substantial decline in local purchases from nearly 44 per
cent to less than 37 per cent.[{Ernst:1994,10-11].

The domestic linkages of exporting firms are a very important determinant in the indirect
employment effects generated by manufacturing firms. When those firms are foreign owned
and tend to source from non-local network firms, the employment multiplier , that is the
amount of indirect labour associated with one direct worker in a sector, will be significantly
reduced. Much less work has been done on regional production networks of American and
European firms, but one recent study [Lipsey: 1995] suggests that intra-regional specialization
in production and trade by American firms is also taking place.

What then is the importance of intra-regional trade? What is driving it? How might this

“ be changing and with what consequences for employment in the ASEAN member countries?
These are the principal questions we shall address in the remainder of this paper.
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4. Intra-regional trade

This chapter aims first to describe the general pattern of intra-ASEAN trade. Special
attention is paid to geographical and industrial distribution, in order to have a general idea of
the structure, the trends and the logic of this trade. We then focus on the employment impact
of these trade flows, using factor content calculations.

4.1 Geographical structure of intra-ASEAN trade

Graph 4.1 shows the geographical distribution of intra-ASEAN trade in 1993. It reports
the main flows and their share in total intra-regional trade (the flows under 1.5 per cent are not
reported). Singapore appears as the core of the trade relationships within the area, as it is
directly involved in 81 per cent of the total. It is the sole country having important links with
all others in the region, although econonucally it i the smallest.™ These links are rernarkably
intense, corresponding to a degree of opéntiéss of 24.5 per cent with the rest of the zofie (see
table 4.1, and the evolution overtime in annex 2.1 and 2.2). Its trade relationships with
Malaysia are particularly strong, and constitiite:the most important flows within the region.

The general configuration suggests‘that the richer the country, the more important its
trade relationships with the rest of the zéne:- The three richest countries, Singapore, Malaysia
and Thailand, are quite closély linked, and trade between thése countries comprises 69 per cent
of the total. Trade between Singapore and Thailand is quite balanced Malaysm exhibits a
large surplus with each of the others.’ ‘

Table 4.1. Openness to the rest of ASEAN and to the rest of the world, 1993 (per cent)

XASEAN*¥ASEAN/GDP . 4 X + M/GDP
Philippines g 2.4 27.8
Indonesia . ‘ 2.5 . 21.8
Thailand 3.9 - 29.7
Malaysia ‘ o 15 ' 63.7
Singapore R . , 245 R 108.3
ASEAN . . . L . ' 7 5 . i . v N “ 41.9

Note : X and M refers to the exports and unports Wlt.h the subscnpt ASEAN 1t refers to exports to and unports from
ASEAN . .- - e B H [ .
Source : CEPII-CHELEM., i} :

Within ASEAN trading relations, the Philippines plays a very small role. With the
exception of its imports from Singapore, Philippine trade flows ‘with other countries of the
region do not exceed the threshold of 1.5 per cent of total intra-ASEAN trade. This is not only
due to its low economic weight: even expressed as a percentage of GDP, its openness to the
rest of the zone is weak, relative to that of other ASEAN countries. Indonesia also has weak
trade links with ASEAN, relative to its GDP. But this i is more a functlon of its imports, its
€XpOrts to Singapore are far from negligible.

From this analysis of mtra—reglonal trade in 1993, it is poss1ble to conclude that
Indonesia and the Philippines are somewhat on the periphery of the strong trade network
existing between the three richest countries, even if their bilateral trade with Singapore is quite

?! In 1993, Singapore’s GDP was just superior to that of the Philippines, but it was the lowest when expressed in PPP.
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important. The geographical distribution of intra-ASEAN trade in 1987 (see graph 4.2) exhibits
a pattern similar to that of 1993. Trade between the three richest countries, however, has
grown faster than the average for the region as a whole. In particular, the links between
Thailand and Singapore intensified, growing from 12.1 per cent to 16.9 per cent of intra-
regional trade with exports growing faster than imports. Links between Singapore and Malaysia
also intensified over this period.

In contrast, trade between Singapore and Indonesia grew less rapidly. This may be due
to the rhythm of economic growth, which is lower in Indonesia than in Thailand. But it also
reflects a change in the direction of trade : the share of exports going to Singapore rose from
6.4 per cent to 7.2 per cent for Thailand, while it fell from 8.5 per cent to 6.5 per cent for
Indonesia. The dynamics of integration therefore seem to be quite asymmetric, with the fastest
rhythm amongst Singapore, Malaysia and Thailand, which are becoming increasingly closely
linked. To better understand the dynamics of intra-regional trade we turn next to an
examination of the changing composition of these trade flows.

4.2 Composition of intra-regional trade

In order to analyse the sectoral distribution of intra-regional trade, we disaggregated the
flows into five sectors: textiles-clothing, electrical materials, other manufactures, energy-
mining, and agro-food. This breakdown was chosen with the intention of focusing on the shift
from resource-based trade to manufactured exports, which is one of the salient features of the
growth pattern in the ASEAN region, and within the manufactured sector, the successive
growth of exports in textiles and clothing and then electrical and electronic products.

4.2.1 The sectoral distribution of intra-ASEAN trade overtime

Graph 4.3 describes the changing shares of these five sectors in total intra-regional trade
over the period 1967 to 1993. The most striking change is in the energy sector, but it is
mainly a result of the o0il shocks (and counter-shock). Price changes make it difficult to easily
examine long term shifts in volume. Concerning the agro-food sector, the trend is more even,
with a relative downward trend. The fall is especially clear-cut between 1973 and 1983,
because of the dramatic rise in energy export prices, but even afterwards the trend is not really
positive. The most striking feature in this table, however, is the dramatic growth of the share
of electrical and electronic materials, which reached 40 per cent in 1993, starting from less
than 5 per cent in 1967. |

Recently the very fast growth of electrical materials has continued and this indicates a
very high level of specialisation, particularly considering that the share of electrical materials
in world trade was only 14.8 per cent in 1993. Between 1987 and 1993 growth was especially
impressive for telecommunication and computer equipment, whose joint share in intra-regional
trade rose from 5.5 per cent to 17.9 per cent (see annex 2.3). At the opposite end were
consumer electronics, the sole commodity in this sector to experience a decrease in importance.
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The other and more traditional sector of specialisation in ASEAN, textiles and clothing
also experienced a reldtive fall in intra-zone trade, notably between 1992 and 1993, -after ten
years of continuous relative increase. But the evolution by commodity is rather contrasted,
with a decrease in the share of clothing and knitwear, and a rise for the rest of the sector,
especially for yarns. As in the case of electrical material, intra ASEAN trade flows seem to
be less dynamic for the more labour- and less-skill intensive finished goods, than for
intermediate products in the production process.

The "other manufactures" sector, saw its trade share slightly decline after 1989, with
significant growth between 1967 and 1989, despite strong growth in some commodities like
miscellaneous hardware or plastic articles. Natural resource-intensive industries like non
ferrous metals and wood articles suffered an even sharper relative decline.

For both primary sectors, agro-food and energy-mining, the recent trend is a significant
fall in their relative importance, and very few commodities are exceptions to this rule. While
this reflects a development path marked by growth of manufacturing, several of the countries
in the region continue to be major exporters of food crops and energy. We would therefore
expect to see some intra-regional trade of this nature persist. Recent efforts by countries like
Indonesia to become self-sufficient in rice, of course, lead to a significant drop in such trade,
as does Indonesia’s current project to refine more of its oil at home.*

4.2.2 Sectoral composition: Main features of important bilateral flows

The general features of intra-regional trade cover different kinds of flows. Graph 4.4
describes the dominant sectors in each of the important trade flows within ASEAN identified
in graph 4.1. Once again, the general features of Indonesian and Philippine intra-ASEAN trade
are different from those of trade between the three others. Amongst these latter, trade flows
are overwhelmingly composed of electrical material. This trade clearly corresponds to an
international division of production processes, since neither local consumption nor equipment
requirements are sufficient to explain the impressive importance of this sector in their mutual
trade. In Thailand's trade, primary sectors are also significant, because of its energy imports
and its agro-food exports. Other manufactures and textiles-clothing, on the contrary, account
for a relatively low proportion of the total among these three countries.

The Philippines, as we have seen, trades little with the rest of the area. Its most
important flow, imports from Singapore, consists mainly of electrical materials, with a
substantial part of "other manufactures”, essentially chemical products (see annex 2.4).

The case of Indonesia is very singular, as the bulk of its local trade consists in textiles-
clothing and "other manufactures”. In fact its export structure within the region is oriented
toward heavy industry like textiles, metallurgy or petroleum refining (see annex 2.5), and
toward wood industries. Compared to the rest of the region, the share of electric material in
its local exports is particularly low: it seems that this country has not integrated into the
regional division of labour in this sector. It is no surprise, therefore, that electric materials are
also unimportant amongst its local imports which mainly consist of capital goods, like
construction equipment and specialised machines or ships.

2 previously some of Indonesia's oil was refined in Singapore.
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4.2.3 Intra-regional trade pattern in textiles and clothing ‘

Graph 4.5 shows the geographical distribution of intra-ASEAN trade in textiles and
clothing in 1987 and 1993. The shift over these two years is striking. In 1987, the bulk of
regional imports was taken by Singapore, and provided by Malaysia and to a lesser extent by
Thailand and Indonesia.

In 1993, Singapore was still the main importer, and Indonesia was the largest exporter
of textiles and clothing within the region. Indonesia, had, in fact, become by far the most
important exporter in the region for this sector, accounting for 66.4 per cent of the total. In
particular, exports of Indonesia within the region are very important in clothing, carpets and
yarns. Singapore which a dominant player in that industry up to the mid eighties, registered
a strong decline since then and became a net importer. At least for the latter, the resulting
trade may correspond to a division of productive processes with Singapore.

4.2.4 Intra-regional trade pattern in electrical material

In 1993 as in 1987, the regional trade pattern in electric material is wholly centred on

Singapore, and particularly in its exchanges with Malaysia and Thailand (see graph 4.6). The
relatively minor importance of Indonesia and the Philippines in intra-regional trade is here
evident. Incontrast, bilateral relations between Singapore and Malaysia account for more than
55 per cent of the total. Another striking feature is that the geographical distribution of trade
in this sector experienced little change during this period of very fast growth, as if this growth
had been achieved by the development of the existing relationship. This is not so surprising
in a sector where internal and external economies of scale are very high.
In fact, three commodities are especially important. Electronic components are the major item
traded in the area and represent more than 11.5 per cent of regional exports for all countries
except Indonesia, for which it is non-existent (see annex 2.5). On the other hand, the
destination of the flows is overwhelmingly Singapore and Malaysia, as shown by the
importance of this commodity in their imports (see annex 2.4). These two countries have a
leading role in this trade, whether it is through investment, outsourcing, or vertical division
of labour: it is especially clear when analysing the trade patterns in such an upstream
commodity.

Their leading role is also clear-cut concerning telecommunications equipment, in the
sense that this high technology industry is much more important in their regional trade than in
that of their partners.

Computer equipment represents an important share of regional exports for all countries
except Indonesia, and particularly for Thailand and the Philippines. The destination of the
flows, on the other hand, is mainly Singapore, which once again has a leading role in this
vertical division of labour.

4.2.5 Intra-regional trade in other manufactures

The pattern of trade in other manufactures (see graph 4.7) is much more equally
distributed between the countries of the area. Singapore plays an important role, but so do
Indonesia, whose exports are more oriented toward this sector (see above and annex 4.5).
Thailand's imports have been the most dynamic component of intra-regional trade in this
sector, but this is mainly a phenomenon of catch-up, starting from a relative low level.

This distribution is quite unique when compared to each of the other manufacturing
sectors. This sector is less subject to foreign investment and thus to a regional division of
labour. As the data show, it is therefore, far less important in intra-regional exports.
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5. Labour content of trade

Factor content calculations correspond to an accounting approach to the link between
trade and the labour market. They do not enable us to describe the effect of trade on
production structures, either in terms of labour skill or productivity,. They are, moreover,
based on a number of very strict assumptions concerning the way imports are produced
domestically and the form of their substitution for domestic products. (see section 1). Many
criticisms can and have been made about this method when dealing with an industrialised
country. _

The case of an industrialising country, however, is different. In most developing
countries there is a dual labour market. The major problem is therefore how to successfully
transfer labour from traditional sectors towards modern ones. The role of trade with regards
to this aim is important, especially when the country is specialised in labour intensive
industries. That is why, for ASEAN ‘countries, we assume that the labour content of trade
may be a good first-order indicator of the impact of trade on employment, and that the
criticisms leveled against this method in industrialized countries are second-order issues.
Nonetheless we should review these criticisms briefly here.

The problems with this method begin in the data collection stage. Such calculations do
not merely account for the labour directly employed in production, but also for the labour
embodied in domestic intermediate consumption. In turn, the labour embodied in domestic
intermediate consumption includes not only that directly employed in production, but also
indirect employment. The result corresponds to the sum of direct and indirect effects, in terms
of domestic employment, in producing output of a given value in a given industry.

In order to calculate the total labour content of production, it is necessary to have input-
output tables, as well as data about production and employment (the method and the data are
detailed in annex 3.1 and 3.2). These data were drawn from various sources: the United
Nations Industrial Development Organization's databank INDSTATS3, the International Labour
Office's Yearbook of Labour Statistics, the United Nations' Statistical Yearbook for Asia and
Pacific, The Institute of Developing Economies' International Input-Output Tables Malaysia-
Japan 1985 (resp. Indonesia-Japan, Philippines-Japan, Thailand-Japan and Singapore-Japan).

The data then had to be harmonised within a single industrial classification. This
required aggregation, establishing correspondences, making hypotheses about the existence
of certain regularities when data were missing (see annex 3.2), and finally a strict control over
results. The data problem lies not only in the differences in sectoral disaggregation, but also
in the intrinsic differences between sources because of different definitions or fields. This is
true in particular when industrial census data are compared to national accounts data.

As a result of this first stage, it is possible to calculate the total labour content of
production by industry. This is described in section 3.1. The base year is 1992, as it is the
most recent year for which these calculations possible. We then use these data to analyse the
trade structure. In order to do this, trade data, drawn from the CEPII-CHELEM databank,
were harmonised with the data on production and employment. This enabled us to calculate
the labour content of trade presented in section 3.2.
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5.1 Total labour content of production

As we have seen, the'total labour content of production measures the employment impact
of production, but it is not a correct measure of productivity since it does not take into account
imported intermediate consumption. A country which imports all intermediates and merely
assembles these inputs into finished products will require little labour to achieve a high value
of production, but this corresponds in fact to a low domestic value added.

Nonetheless, the results presented in annex 3.3 show that a rank ordering of the average
labour content of production closely parallels a rank ordering of current GDP per capita for
the five countries concerned. The relative level of average labour content for each countries
in the different industrial categories, however, is far from constant. It is particularly disparate
in agriculture, forestry and fishing, with an extremely high labour content of production in
Thailand, Indonesia and the Philippines, compared both to other industries and to Malaysia or
Singapore. This explains why, some industries like food products, wood products, furniture
or rubber products have a huge indirect labour content: they have important links with the
primary sector. :

This phenomenon presents two kmds of problems Flrst (see annex 3.1), the data for
these traditional industries are somewhat problemat1c because of the abundance of unpaid
family labour or self—employed workers. Second, traditional jobs are quahtatlvely different
from modern ones, and the Ob_]eCthC for ASEAN countries is to create the latter type of jobs.
Under these conditions, the influence of trade on employment would be better measured if we
only take into account jobs in the manufacturing and service sectors, although as these are
assumed to correspond to the modern sector, although rather approximately. ,

This is what is done in annex 3.4, and logically in this case direct employment in
pnmary sectors (agriculture and mining) is zero. The highest Iabour content in manufacturing
comes from export industries such as textiles, clothing, wood products furniture and other
manufactures. The other major export industry, electrical machinery, however, has a rather
moderate labour content. This does not mean that this industry is less labour intensive in a
neo-classical sense: the difference is at least partly due to the way the production process is
divided up in this industry. Nevertheless, the difference in labour contents does give some
indication of the employment repercussions of flows. .

5.2 Total labour content of trade ﬂows :

Total labour content of trade is obtained by applymg the. umtary labour content of ‘
production by industry to the trade flows. There is a huge surplus in total labour content of
trade for Thailand, Malaysia and Indonesia (see table 5. 1), reaching a total of more than 12
million person-years for the last. Most of these surpluses are made in trade with the rest of
the world (excluding ASEAN). This is not merely an effect of the net balance of trade. Even
when measured per 1 million US$, the labour content of their exports to the rest of the world .
is widely superior to that of their imports, and this is also true for the Philippines. This is not
surprlsmg given the well known relative abundance of low cost labour. i in these countries with
regards to the rest of the world. _ e

Nevertheless, as we have seen above, a large proportlon of the total labour content
comes from jobs in the traditional sector. This sector is directly involved in the production of
agriculture and also comprises the bulk of the indirect employment content of industries like..
wood or rubber industries, which in turn are an important part of the total
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Table 5.1. Total labour content of trade flows in 1992

Trade with the rest of ASEAN Trade with the rest of the world

Total labour content  Labour content per 1 Total labour content Labour content per 1

(in thousands) M USS$ flow (in units) (in thousands) M USS$ flow (in umits)

Indonesia Imports 744 311 6 350 290
Exports 2 250 517 17 261 588

Net balance 1507 207 10 871 297

Philippines Imports 338 260 3488 254
Exports 158 276 3676 378

Net balance - 180 16 187 123

Thailand Imports 928 197 5459 180
Exports 1002 310 11 239 424

Net balance 74 113 5780 v 244

Malaysia Imports 342 56 1346 57
Exports 623 63 2614 89

Net balance 280 8 1269 32

Singapore Imports 305 24 951 21
Exports 153 16 685 21

Net balance -152 -7 - 266 0

Note: expressed in number of (thousands of) person-years.
Source: annex 5.3 and CEPII-CHELEM databank.
Calculations from the authors.

In order to have a better estimate of the impact in term of employment in the modern
sector, table 5.2 reports the results when taking into account only jobs in manufacturing or~
services, and calculating the labour content on the basis of manufacturing trade flows only.
The net labour content of trade with the rest of the world, as measured per 1 million US$, is
in large surplus for Indonesia, the Philippines and Thailand, with a ratio of export to import
employment of between 1.3 and 1.5. This is due mainly to the large share of clothing in their
exports. As Malaysia and Singapore are far less concerned with this, their coefficients more
balanced vis-a-vis the rest of the world.

For intra-regional trade, the unitary labour content of the trade flows show fewer
differences. Only Indonesia experiences large surpluses, both by unit and in total. Indonesia
is a major exporter of textiles and clothing within the region and its net balance of trade with
the rest of ASEAN is highly positive. More surprisingly, the Philippines’ imports have a
higher unitary labour content than its exports, and this is linked above all to the large share of
clothing in its intra-ASEAN imports. In contrast, the low labour content of Singapore's
exports reflects its growing specialisation in capital- or skill- intensive activities (see Chowdury
and Kirkpatrick, 1990).
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Table 5.2. Total labour content of manufacturing trade flows in 1992, jobs in
manufacturing and services only '

Trade with the rest of ASEAN Trade with the rest of the world

Total labour content Labour content per 1 M US$  Total labour content Labour content per 1

(in thousands) flow (in units) (in thousands) M US$ flow (in units)

Indonesia Imports 202 142 2 655 138
Exports 651 194 3216 216

Net balance 449 51 561 77

Philippines Imports 131 167 1701 149
Exports 84 161 1658 200

Net balance - 46 -6 - 43 51

Thailand Imports 259 96 2289 84
Exports 308 110 3014 134

Net balance 50 13 725 50

Malaysia Imports 244 53 1018 46
Exports 392 54 1209 57

Net balance 148 1 191 11

Singapore Imports 262 25 848 23
Exports 142 22 658 24

Net balance - 120 -3 - 190 1

Note: expressed in number of (thousands of) person-years; only manufacturing trade flows are concerned.
Source: annex 5.4 and CEPII-CHLEM databank.
Calculations from the authors.

6. What is “natural” about ASEAN?

Is there something special about geographical location that makes for natural trading
blocs and would this necessarily apply in the context of geographically close developing
countries which rely heavily, for the most part, on a'similar range of raw material and
manufactured exports ? What might the configuration of trade in such a region look like ?
Will trade be relatively equal in intensity among the partners or might we find less a natural
trade bloc and more a hub and spoke arrangement in which a single economy, such as that of
Japan in Asia or Singapore within ASEAN, creates both the inducements and, through foreign
direct investment, the capital flows that contribute to the development, and shape the
composition and structure, of intra-regional trade? As a first look at these problems, we use-
a gravity model of trade to calculate a "natural” level and then analyse the gap between the
observed level of trade and this natural level for ASEAN member countries. The gravity
model is a standard approach to empirical studies of the pattern of trade. As in the Newtonian
model, which was its inspiration, "attraction"”, in this instance trade, depends upon "mass", that
is to say, economic size and "distance" that is to say geographical and economic barriers to
trade. Thus the volume of trade between two countries should increase with size and decrease
with distance since it is assumed that proximity reduces transportation and information costs.
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6.1 Description of the gravity model and results

6.1.1 Choice of target areas

A number of factors made it particularly difficult to estimate what a free trade
arrangement amongst the ASEAN countries might resemble. First, until recently, ASEAN was
very far from a common market and tariff and non-tariff barriers to trade amongst its member
countries were high. Second, historical data on trade for ASEAN were lacking. It is for this
reason that we decided against a sophisticated econometric analysis and chose to use a simple
model of the determinants of trade, the gravity model, but applied and computed with
coefficients derived from two other geographical areas. Indeed, as we noted above, the interest
of a gravity model is to provide a "natural" trade structure based on some fundamental
elements in the determination of trade flows such as geographical distance and the economic
size of each bilateral partner. Actual flows can then be compared to this “natural” trade
structure.

For our purpose, the ideal trading area against which to compare the ASEAN countries
would have three features. First it would contain a sufficient number of members to ensure
consistent econometric testing. Second it would be a free trade area, in which intrasectoral
trade was important. And third the general level of development would be similar to that of
ASEAN. Unfortunately no such ideal zone exists. That is why we have decided to use two
regions, the EEC (with its 11 members at that time: Germany, the United Kingdom, Belgium
and Luxembourg as a whole, France, Italy, Ireland, Spain, Portugal, the Netherlands, Greece
and Denmark) and a seven- country Latin American region ( Bolivia, Brazil, Argentina,
Colombia, Chile, Ecuador and Peru). Thus the coefficients which are calculated in these two
regions will be successively applied to ASEAN. After we will analyse the gaps between the
computed and the fitted trade flows in both cases.

6.1.2 Main issues, choice of the model

The gravity model stems from Tinbergen (1962) or Linneman (1966), who proposed it
as a pragmatic way of combining three sets of determinants of the size of bilateral international
trade flows: the importer's demand, the exporter's supply and the costs of doing trade.

The gravity model refers to a country's total trade and is best thought of as providing
a long-run equilibrium view of trading patterns. It describes the trade flows from a particular
origin (X) to a particular destination (M). The model we use is expressed as the following
equation:

InFlow(X,M) =c +¢InD(X,M) + PMInPOP(M) + BxInPOP(X)
yMInGDP(M) +yxInGDP(X)

where Flow (X,M) is the value of trade flow from country X to country M.

C is a constant.

D(X,M) is the distance between the two countries.

POP(X or M) is the population of country X or M.

GDP(X or M) is the GDP per capita, measured at PPP exchange rate, of country X
or M.
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As we know, the theoretical foundations of the gravity model are not completely consistent,
because it explains what happens in international trade, but does not tell us why. Several authors have
tried to provide the model with such a theoretical underpinning, notably Anderson (1979), Bergstrand
(1985) and Helpman and Krugman (1985), but none of these authors generates a model exactly as that
formulated in the equation above.” Nevertheless, our main purpose is to ensure empirical consistency
and we are less concerned about the theoretical foundations of this model. We hope that such an
estimate based on other well-chosen areas will give us a close approxunatlon to what would be the
natural trade pattern between the ASEAN countries.

We have chosen market size, income and distance as determinants of bilateral trade among
ASEAN countries. ' These are a minimum set of determinants for a gravity model and the most
important. When modelers, in the context of a gravity model, include other determinants of trade,. they
generally use variables that are specific to the zone under consideration. ‘Moreover, other studies
confirm the critical role of these predictor variables, as opposed to others such as expert.or.import
prices, for bilateral trade among countries of this area. % Finally we wish to hlghhght the fact that
population is taken into account tw1ce in our. equatlon as an mdlcator of market size, and .as personnel
income. As is evident below, this énables us to avoid problems with estimates of the populatlon for
some countries.

6.1.3 Results

All distances between two countries are distances between capitals. All values are expressed in
constant prices in 1990 US dollars. All trade flows concern the pure manufacturing sector and exclude
agriculture, energy, mining and quarrying.

The coefficients are for the year 1993. Tests, particularly for the EEC, are hlghly s1gmf1cant
and the coefficients are also significant. Moreover there is no problem with heteroscedasticity.

Table 6.1. The EEC

R-squared adjusted 0.9

Number of observations 110

Coefficients Value of coefficients t-values
C -16.2 -4.33
o -0.97 -10.7
BCO 0.64 11.34
vX) 1.71 - 7.65
BV 0.76 13.62 -
v(M) 1.07 4.79
Table 6.2. Latin America

R-squared adjusted 0.61

Number of observations 42

Coefficients Value of coefficients t-values
C -6.72 -1.27
o -1.41 -4.96
BOO 1.13 6.40
7(X) 1.75 4.32
B(M) 0.66 3.74
y(M) 0.16 1.40

3 See Wang and Winters (1991).
24 See Yu and Zietlow (1995).
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Clearly the results are less robust for Latin America than for the EEC and the number of
observations is smaller. ‘

6.2 The ASEAN case

6.2.1 Results

Tables 6.3 and 6.4 present the gap between the real flow of exports or imports and the
modelled flow, calculated with the coefficients obtained first using EEC data and then Latin
American data. This gap is measured as a share of the modelled flow. The formula is: (real
flow-predicted flow)/predicted flow.

Table 6.3. ASEAN trade with EEC coefficients, 1993

Importers Total

Indonesia Malaysia Philippines Singapore Thailand Exports

Exporters  Indonesia 0 -0.58 -0.43 1.19 -0.67 -0.02
Malaysia -0.89 0 -0.42 0.81 -0.55 0.1

Philippines -0.87 0 0 1.54 -0.53 -0.26

Singapore -0.88 -0.57 -0.44 ‘ 0 -0.58 -0.67

Thailand -0.9 -0.42 -0.73 1.22 0 -0.29

Total imports -0.89 -0.54 -0.51 0.98 -0.58 -0.43

Reading horizontally across the table gives us the difference between the flow as
calculated by the model and the real flow. For example, the number -0.58 between Indonesia
and Malaysia means that exports from Indonesia to Malaysia are 58 per cent below those of
predicted exports. In other words, the fitted flow represents 42 per cent of the predicted flow.
The last column gives the same result, but for Indonesia’s total exports to ASEAN. Thus in
the case of Indonesia, the number -0.02 means that exports from Indonesia to ASEAN are 2
per cent below those of modelled exports.

A vertical reading give us similar information, but this time for imports. For example,
the imports of Indonesia from the ASEAN are 89 per cent below those predicted by the model

At the intersection of the last column and the last line, we find the number -0.43. I
means that total intra-ASEAN trade is 43 per cent below that predicted by the model. In other
words, we would have to multiply actual intra-ASEAN trade by 1/0.57=1.75 to obtain the
"natural” intra-ASEAN trade.

Table 6.4. ASEAN trade with Latin American coefficients, 1993

Importers Total

Indonesia Malaysia Philippines Singapore Thailand exports

Exporters  Indonesia 0 -0.9 -0.92 0.08 -0.91 -0.73
Malaysia -0.95 0 -0.78 0.67 -0.72 -0.47

Philippines -0.96 -0.43 0 2.31 -0.78 -0.65

Singapore -0.89 -0.58 -0.5 0 -0.3 -0.67

Thailand -0.97 -0.75 -0.94 1.35 0 -0.73

Total imports -0.93 -0.7 -0.86 0.58 -0.7 -0.65
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6.2.2 Main interpretations

It is important to note at the outset that the trade flows extracted from our database®
exclude reexports or reimports. This is especially important for Singapore which has
traditionally been a major transshipment port for Asian goods. Leaving aside transshipments,
the data presented in Tables 6.3 and 6.4, show strikingly similar results with respect to the
pattern of intra-ASEAN trade. First, intra-ASEAN trade seems to be particularly weak
compared to that predicted by each of the two different sets of coefficients. If we believe the
gravity model we should have by and large twice the amount of actual intra-ASEAN trade.
Second, Singapore clearly plays a special role in intra-ASEAN trade. Singapore’s imports from
ASEAN, for example, are systematically above the predicted level of imports. Yet this is not
the case for its exports. Both the EEC and the Latin American coefficients indicate that
Singaporian exports to ASEAN are especially weak, 67 per cent less than would have been
expected. From this it appears that Singapore seems to be something like the last step of
production before exportation to the rest of the world. Third, the weakness of Indonesian trade
with ASEAN, given its size and its’geographical proximity, is particularly evident and is even
more striking than is the result for the Philippines’ trade with ASEAN.

6.2.3 Discussion of the results
Consistency

Normally the choice of specification ensures that the results are not very sensitive to
population size. This is indeed the case and the main results do not change if, for instance, we
halve the population of Indonesia or the Philippines. Were this not the case, we would have
encountered a major problern in estimating the relevant population size for these countries since
much of their populatlon is not involved in the monetary economy and associated consumption
patterns. Although it is reassuring that both sets of coefficients yield the same Tesults, we
prefer the EEC coefficients, for at least two reasons. First the econometric tests are clearly
more robust in the European case. Second we accord larger importance to the free trade factor
in the European example than to the fact that ASEAN and Latin America have similar levels
of development. The Latin American coefficients, however, are a good means to control the
main features of the results. : :

Inter-temporal shifts : ‘
Different deflators were used in calculatmg GDP and intra-ASEAN trade figures in our model.
As a result, we can not use the gravity model to test the 1ntertempora1 shift of intra-ASEAN
trade. Nonetheless we may compare the distribution of trade in two or more different tithe
periods. For example, between 1972 and 1993, the gap between the predicted value and the
real value of trade has consistently narrowed. It has more or less halved. This means for
example that, in comparison with the relative evolution of each country, the extent to which
Singapore stands out by virtue of its intra-regional exports and imports has decreased. These
findings were checked by estimating the EEC's coefficients for a number of different years and
found that, in contrast to ASEAN, the structure of intra-regional trade within the EEC
remained identical.

We have also computed the share of trade of each country in total intra-ASEAN trade for
different years. For example for the year 1993 the number 24 per cent on the line of imports
for Malaysia in table 6.5 means that Malaysia took 24 per cent of total intra-ASEAN imports.

2 Source: Chelem Cepii.
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Table 6.5. Patterns of intra-ASEAN trade 1972, 1979, 1985 and 1993 (in per cent of total
intra-ASEAN trade) '

1972 Importers
Indonesia Malaysia Philippines Singapore Thailand Exports
Exporters  Indonesia 0 6 0 16 0 22
Malaysia 1 0 1 23 1 26
Philippines 1 0 0 1 0 2
Singapore 4 8 3 8 0 23
Thailand 10 16 0 0 1 28
Imports 16 30 4 47 3 100
1979
Exporters  Indonesia 0 2 0 24 1 27
Malaysia 1 0 1 19 2 23
Philippines 1 1 0 0 4
Singapore 5 6 0 0 18
Thailand 4 18 2 4 28
Imports 10 27 3 51 8 100
1985
Exporters  Indonesia 0 2 1 14 1 18
Malaysia 1 0 1 24 1 28
Philippines ‘ 0 3 0 2 1 6
Singapore 1 7 1 5 0 14
Thailand 8 21 2 0 4 35
Imports 10 32 4 46 8 100
1993
Exporters  Indonesia 0 2 1 12 2 16
Malaysia 1 0 1 28 4 35
Philippines 0 1 0 1 1 3
Singapore 1 4 1 10 0 15
Thailand 4 18 2 0 7 31
Imports 10 32 4 46 8 100

Source: CHELEM-CEPII

The export column shows that Malaysia accounted for 35 per cent of total intra-ASEAN
exports. The pattern for Thailand was just the reverse. Thailand in 1993 took only 13 per cent
of total intra-ASEAN imports but accounted for 31 per cent of intra-ASEAN exports. This,
however, represented a considerable narrowing of the gap between its intra-regional exports
and imports if we compare the 1993 figures to those of 1985. In the case of Malaysia , the
relationship between its import and export share of intra-ASEAN trade was reversed between
the year 1985 and 1993 as their exports to the region grew.

In contrast to Malaysia and Thailand, Indonesia’s share of intra-regional exports and
imports decreased over the years 1972 and 1993 and those of the Philippines , always low,
remained at that level. The constancy of the place of Singapore, especially for imports, is also
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strikingly revealed in this table.? For each year imports of Singapore amounted by and large
to half of intra-ASEAN total.

6.2.3 Conclusion :

ASEAN is not at all a common market. It is a region with strong domestic market
protection in most of the member countries. Moreover it is still, with the exception of
Singapore, composed of developing economies and consumption is weak for intermediate goods
as well as for finished products. The recent increase in their need for intermediate goods can
be satisfied only by trade with the rest of the world. Consequently, their extra-regional trade
remains much more important than intra-ASEAN trade. But there is more and more reason
to expect an increase in intra-ASEAN trade. In the next section we examine the impact on
employment of such an evolution.

7. Three scenarios for the future

This section examines the impact that a number of possible changes might have on trade
and employment within the ASEAN region. Three scenarios are envisaged: a “natural”
scenario based on a growth of demand within the region, a “free trade” scenario based on a
lowering of barriers to intra-regional trade and a “tendency” scenario in which current trends
are extrapolated into the future.

As the area's countries develop, intra-regional trade may evolve towards the model of
a "natural” region such as that described above with reference to other trading blocs. Using
a similar approach, in part 1 we analyse the employment consequences of such an evolution.

However, intra-ASEAN trade, as noted has various sources of dynamism and suffers
from a variety of different barriers to trade. Other scenarios, dealing directly with these
factors, are thus also plausible. Trade barriers, which are high within ASEAN may fall
sharply if the construction of AFTA is achieved or if unilateral trade liberalization takes place
within broader institutional arrangements such as the GATT’s Uruguay round and its
successor, the World Trade Organization [WTO]. In part 2 we thus investigate the impact of
lowering tariff and non-tariff barriers amongst ASEAN member countries and the employment
consequences this might have.

It is also possible that current trends will continue into the future, including foreign direct
investment, whose importance for intra-ASEAN trade was highlighted above. Part 3 takes this
as its hypothesis and addresses the trade and employment consequences that would result,
paying special attention to the particular development logic of emerging intra-regional
production networks that could potentially lead to a very different evolution of trade.

7.1 The “natural” scenario: Demand driven trade .

If integration deepens within ASEAN, which would occur were a common market to be
formed , regional demand would pull trade to a greater extent than it currently does. Under
such conditions, intra-regional trade flows would be affected far more by the main variables
estimated in the gravity model presented above. The gravity model, which gives the aggregate

26 Note that this is not contradictory with the fact that the difference between the real flow and the predicted flow with the
gravity model have decreased over the period.
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trade flows between each pair of countries in the zone, thus provides a point of departure in
analyzing the impact of a demand driven pattern of intra-regional trade.

Using the EEC's coefficients, we obtained the “natural flows” for 1993, measured in
US dollars at current prices, table 7.1.

Table 7.1. The “natural” trade matrix (millions of dollars at current prices 1993), with
EEC's coefficients

Importers

Indonesia Malaysia Philippines Singapore Thailand Total

Exporters  Indonesia 0 1401 415 1456 1265 4537
Malaysia 3290 0 490 4226 2541 10 547

Philippines 376 189 0 154 366 1084

Singapore 8 990 11 116 1055 0 4434 25 594

Thailand 2134 1826 682 1212 0 5855

Total imports 14 789 14 532 2 643 7048 8 606 47 618

In order to determine the sectoral composition of these flows and thus to make a better
estimate the impact on employment of a growth in regional demand, we adopted the same
disaggregation as in section 5. We thus have five sectors, namely textiles and clothing, electric
material, other manufactured products, energy and quarrying, and the agro-food sector.

We then calculated sectoral flows using two differents hypotheses. In the first hypothesis
we assume that each sector maintains its current share in each flow. For example, textiles and
clothing represent 18 per cent of the exports flowing from Indonesia to Malaysia. Under the
first hypothesis, this proportion remains constant.

In the second hypothesis we assume that each sector has in each flow a share identical
to its share in overall ASEAN demand. We thus need to calculate each sector’s share in total
ASEAN demand. These shares are a target for the structure of demand.

In constructing this matrix we used apparent demand. This is defined as:

Demand = production + import - export

Sectoral shares in intra-regional trade and demand are presented in table 7.2, they are
significantly different. This is logical, given ASEAN’s trade relationship with the rest of the
world. ASEAN is an importer of machinery and equipment and an exporter of clothes and

electric material.

Table 7.2. Sectoral shares in ASEAN trade and demand (per cent)

Text-cloth. Electric. mat. Other manuf. Agro-food Energy-min.
Shares of trade 8 34 26 11 20
Shares of demand 2 ) 2 38 38 20

Obviously, the two hypothesis represent extremes and the ideal solution, would have been
to describe a shift of trade that takes into account both the structure of comparative advantage
in each country and the structure of domestic demand. But it is very difficult to weigh
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correctly the two hypotheses. We have chosen to take an analytical.approach to the problem
and to compare two cases. The first case is an overestimate of the importance of the structure
of comparative advantages as a determinant of trade. The second, is an overestimate of the
. weight of demand as a determinant of trade. Table 7.3 shows the total predicted flows for each
sector in these two cases, summing to a total of 47 618 million $US.

Table 7.3. Predicted trade flows (million $US)

Text-cloth. Electric. mat. Other manuf. Agro-food Energy-min.
First case, based on shares in trade 2080 12 029 15033 6 015 12 461
Second case, based on shares in 866 895 18 319 17 901 9 637

demand

7.1.1. Hypothesis 1: Constant export shares

The following table summarizes the evolution of trade under the first hypothesis. The
composition of exports remains identical and each sector maintains its current share in each
flow. -

Table 7.4. Trade impact of natural attraction o o

Variation of imports in per cent Text-cloth.  Electr. mat. Other mamuf. Agro-food  Energy-min. - - Total
Indonesia . 544 507 - 515 579 498 518
Malaysia : < 142 133 142 124 147 . 138
Philippines 181 190 151 111 79 132
Singapore ' -52 -40 -45 -47 45 -44
Thailand 218 76 120 106 78 - 93
ASEAN -7 34 115 98 128 - 78
Variations of exports in per cent

Indonesia -29 -37 40 14 26 4
Malaysia 29 24 23 64 42 © 10
Philippines 117 9 247 205 17 104
Singapore 166 139 208 198 200 182
Thailand o7 13 29 220 7 85
ASEAN 7 34 115 98 o128 78

Under this hypothesis, intra-ASEAN trade increases by 78 per cent. We are thus modeiling a
substantial effect and the impact on employment is likely to be very important. As table 7.4.
reveals, moreover some flows have changed considerably. Indonesian imports from ASEAN,
for example, increased by 518 per cent. In contrast, Singapore’s imports from ASEAN
decreased by 44 per cent, while its exports increase by 182 per cent. Evidently the main
"winner" in this scenario is Singapore. Since its exports are mainly oriented towards extra-
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ASEAN countries, the gravity model induces a larger share of intra-ASEAN exports for
Singapore and a smaller share for its imports.?

We can now examine the employment content of flows induced by this evolution and then
obtain an employment net balance. Two types of results are presented, as in section 5 above:
the total employment net balance of trade and the manufactured employment net balance. We
display also the initial balance, namely the real balance before the removal, and the final
balance, namely without trade barriers, and the variations between both situations, measured
as a percentage of the initial net balance.

Table 7.5. Net employment balances

Initial Final Change (per cent)

Total Manufacturing Total Manufacturing Total Manufacturing
Indonesia 1506 519 449227 -2 430 150 -393 245 -261 -188
Malaysia 280 300 147 691 -71 027 -189 265 -125 -228
Philippines -179 815 -46 267 -340 817 -133 670 -90 -189
Singapore -152 217 -120 144 225172 211375 248 276
Thailand 73 820 49 739 725 277 -104 049 882 -309
TOTAL 1 528 607 480246 -1 891 545 -608 853 224 =227

The gravity model describes a completely different (from reality) pattern of intra-ASEAN
trade. In such a scenario, because the calculations are very sensitive to trade flows, we can
anticipate major changes in the net employment balance. This is indeed what we found. From
the data in table 7.5, we observe that the employment effects of Singapore’s trade with
ASEAN become positive but changes in Indonesia’s intra-regional trade, generate particularly

~negative consequences for employment in that country. The evolution in Malaysia and the
Philippines is similar to that in Indonesia, but less strong since variations in their trade were
not as important. The shift in the case of Thailand is unique within the ASEAN groups and
flows from the fact that its share of intra-regional trade in agro-food products is much higher.
In consequence, while its total employment increased under this hypothesis, its employment
in manufacturing decreased.

The total employment net balance of intra-ASEAN trade has decreased from 1,528,607
jobs to -1,891,545 jobs, and the manufactured employment net balance has decreased from
480,246 jobs to -608,853. The main reason for this decline in the net employment balance is
that the employment content of production in the richest countries, and especially Singapore,
is smaller than in the rest of ASEAN. Thus a pattern of trade which is more balanced between
ASEAN countries is necessarily less rich in jobs.

To understand the significance of these job losses, it is essential to compare these results
to total employment in each country. Table 7.6 presents data on the number of employed
persons , job losses for each country and within each country for both total employment and
employment in manufacturing.

% Another hypothesis is that there is no substitution effects between intra- and extra- ASEAN trade, in which case Singapore’s
exports represent trade creation.
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Table 7.6. Change in employment

Job losses ’ Change (per cent)

“Total Manufacruring Total Marufacturing
Indonesia -3 937 -842 -5.0 -1.1
Malaysia -351 -337 -4.8 » -4.6
Philippines -161 87 0.7 0.4
Singapore 377 332 19.3 16.9
Thailand 651 -154 1.9 -0.5
TOTAL -3 420 -1 089 2.4 -0.8

As we can see the effects on employment are not negligible, especially for Singapore.
For ASEAN as a whole, the loss of jobs amounts to 2.4 per cent of total employment. For
Thailand and the Philippines the impact is relatively limited. For Singapore, however, the
effects are huge, almost 20 per cerit of the number employed because the gain in terms of trade
balance is important.

7.1.2 Hypothesis 2: Constant demand shares

For the second hypothesis, where each sector has in each flow a share identical to its
share in total ASEAN demand, we only give the changes expressed as a proportion of the
employed because the calculations are similar to those above. The results, table 7.7, are in
some instances, unrealistic.

Table 7.7. Changes in employment

Job losses Changes (per cent)

Total Manufacturing Total ) - Manufacturing
Indonesia -7231 -999 9.3 -1.3
Malaysia -453 -237 -6.2 -3.2
Philippines : 453 . -67 -1.9 .. -0.3
Singapore 507 315 26.0 16.1
Thailand -1 627 -140 © 5.0 ' -0.4
TOTAL -9258 -1129 64 -0.8

In terms of orders of magnitude, the figures in table 7.7 are quite similar to those in
table 7.6. However, they become quite unrealistic because of a striking swap between the
electrical material and agro-food sectors [see table 7.3]. According to hypothesis 2, if
Singapore’s trade were oriented towards ASEAN, that country would play a significant role
in the agro-food sector. :

7.1.3 Conclusion

When we apply the coefficients of a reasonable gravity model to ASEAN, we observe
dramatic changes in the pattern of trade and in the employment net balance. If we accept that
trade could be completely pulled by demand, however, we obtain some unrealistic results
(hypothesis 2). This calls our attention to some of the factors that make it difficult to imagine
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a really integrated market for ASEAN, at least at this time. Trade in ASEAN is almost
completely vertically integrated and outward-oriented. Consequently greater market Integration
would potentially lead to two problems. First, the richest countries in the region would be -
likely to take a larger share of intra-ASEAN trade. But as the richer countries have a lower
employment content of production, this would result in a significant decrease in the
employment content of intra-ASEAN trade. A more inward-oriented trade, under existing
conditions, would thus lead to a decrease in jobs. Second, such an evolution would g0 partly
against existing comparative advantage and the organization of production networks within the
region currently being put into place by foreign investors and their suppliers. This makes it
very difficult to conceive of intra-ASEAN trade without extra-ASEAN trade.

In conclusion, if there were "natural" trade between ASEAN countries, in accordance
with a gravity model, there would be a decrease in the number of jobs created. Of course we
did not take into account other effects, such as a reduction in the price of inputs or trade
diversion. But the first-order effect derives from the large discrepancy between the
employment content of production of each country. Moreover intra-regional trade is already
vertical and outward-oriented. It thus seems more interesting to analyse the effects of a more
realistic change, namely a lowering in tariff barriers.

7.2 The intra-ASEAN free trade scenario: Suppression of tariff and non-tariff
barriers

The traditional approach to liberalization is to examine the effects of a reduction in trade
barriers. It is a very important debate in the context of AFTA, because trade barriers are still
high amongst all ASEAN members, with the exception of Singapore..

The principle of this scenario is very simple. Each country in the region has entry
barriers. These were estimated in a study by Lee and Roland-Holst (1994) for a large number
of Asian countries, including those in ASEAN. The barriers were measured as the ad valorem
average nominal tariff rates and ad valorem equivalents of nontariff barriers for ten sectors in
each country for the year 1985. Using these data, we then assume that trade barriers are
suppressed within ASEAN. We have a partial equilibrium modelling approach and we observe
only the first-order effects, namely the trade flows induced by this suppression. We thus
assume that if the barriers of a country for a given good decrease, the price for this commodity
will fall and imports by this country of this good will increase.

7.2.1 Results

Let us call dd the sum of tariff and nontariff barriers for each sector and for each
country: dd = TB+NTB. For the five ASEAN countries and for the five sectors, see the
values in table 7.8.

As we can see, most markets have a high level of protection. The most closed country
is the Philippines and the least is Singapore. We observe that the richer the country, the lower
its level of protection.

27 Lee and Roland-Holst note that “[a]lthough variation of protection across countries and sectors has remained relatively stable,
actual tariff rates today are probably lower in most of these countries. On the other hand, each...maintains some (and sometimes
a considerable) degree of nontariff protection against imports and many of these have been increasing over the same
period”[1994,25]. Announcement of future tariff reductions rarely deal with the latter.
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Table 7.8. Tariff plos non-tariff barriers (per cent)

dd = TB+NTB Text-cloth. Electr. mat. Other manuf. Agro-food Energy-min. - Total
Indonesia 37.7 33.5 132.1 27.6 7.6 26.2
Malaysia 31.5 20.5 223 12.8 10.4 18.5
Philippines 40.4 43.4 44 44.8 37.2 41.6
Singapore 1.8 2.5 2.7 7.3 3.3 3.1
Thailand 32.6 222 25.5 30.7 18.4 22.8

Source: Lée and Roland-Holst (1994).

If we call py the domestic price of imported goods in a given sector and p the border
price of this good before application of the tariff, we have p (1 +dd) =pu. We also assume, -
following many estimates based on an Armmgton assumptlon that the prlce elast1c1ty of
imported goods is one.?®

Thus :

Pm=(1+dd)=Apm=pAdd
=ApM=Add = AM=Add
pvy  1+dd M 1+dd

Consequently we can obtain the first-order effect of a removal of these tariff barriers on
the imports of each country. As we assume that this removal is granted only to- ASEAN
countries, we also obtain exports coming from its members. We assume that that share of
each import coming from each exporter remains unchanged. For example, Malaysia provides
21 per cent of Indonesia’s clothing imports with or without tariff barriers. ‘Table 7.9 shows
the changes in intra-regional imports and exports of each country in each sector of our five
sectors, under these assumptions.

Under this hypothesis ASEAN trade increases by only 11 per cent. Again the "winner"
in this scenario is Singapore, but this time because the removal of trade barriers, given
Singapore’s greater openness, is asymmietric. Looking at the trade balance of each country
versus the rest of ASEAN, we note that the negative balancé-of each country slightly decreases
while the positive balance of Singapore significantly increases. The barriers in Smgapore were
especially low, while those of other countries, particularly for the Philippines and Indones1a
were especially high. Moreover the decomposition of the tariff barriers by type of goods was
not very discriminating, except perhaps for the energy and mining sector, where the tariff ‘was
generally lower than in other sectors. The difference in the shifts between sectors is therefore
not very high. After removal of trade barriers, exchange of other manufactured goods
increased by 14 per cent and exchange of textiles and clothes decreased by 6 per cent.

We can now examine the employment content of flows induced by this libéralization and then
obtain an employment net balance. We present two sorts of results, as before, the total
employment net balance of trade and the manufactured employment net balance. We show

28 See for example Goldstein and Khan (1985).
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Table 7.9. Trade impact of intra-ASEAN free trade

Variation of imports in % Text-cloth. Electr. mat. Other manuf. Agro-food Energy-min. Total
Indonesia ' 27 25 24 22 7 18
Malaysia 24 17 18 11 9 15
Philippines 29 30 31 31 27 29
Singapore 2 2 3 7 3 3
Thailand 25 18 20 23 16 19
ASEAN 6 9 14 13 10 11
Variation of exports in %

Indonesia 4 3 9 9 8 7
Malaysia 4 4 7 15

Philippines 12 9 17 14 6 12
Singapore 24 18 21 17 11 17
Thailand 11 6 12 14 6 9
ASEAN 6 9 14 13 10 11

also the initial balance (before the removal), the final balance (without trade barriers), and the
change between both situations, measured as a percentage of the initial net balance.

Table 7.10. Impact on employment balance

Initial Final Change (per cent)

Total Manuf Total Manuf Total Manuf

Indonesia 1506 519 449 227 1467 742 411 605 -3 -8
Malaysia 280 300 147 691 249 653 104 047 -11 -30
Philippines -179 815 -46 267 -236 735 -66 478 -32 -44
Singapore -152 217 -120 144 -128 644 -87 783 15 27
Thailand 73 820 . 49739 -33 366 -32 359 -145 -165
1 528 607 480 246 1318 650 329032 -14 -31

Globally there is an advantage for Singapore because its initial trade barriers were very
low. As aresult, the deficit in the employment net balance for Singapore decreases. This does
not change the general pattern of trade where Singapore is an important importer of ASEAN
goods. Singapore, which is already at the top of a pyramid of an exporting network, will
probably take advantage of any liberalisation process which strengthens its position. This
scenario represents a gain of by and large 20 thousand jobs in total and 30 thousand
manufacturing jobs if agro-food and energy are included. In contrast, these data illustrate an
important loss for the Philippines and even more so for Thailand. This is because the level
of protection in the Philippines was very high overall and in Thailand was particularly high for
sectors where the labour content was high, such as clothing and agro-food. For Thailand,
therefore, there is both a general effect from the removal of barriers to trade and also an
important structural effect.

The analysis also shows that the loss of jobs is concentrated in the manufacturing sector.
This is due to the specialisation of Singapore in this sector. But the most striking result is the
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global loss of jobs after the removal of trade barriers. The total employment net balance of
intra-ASEAN trade has decreased from 1,528,607 jobs to 1,318,650 jobs, and the
manufactured employment net balance has decreased from 480,246 jobs to 329,032. This is -
explained by the lower employment content of production in Singaporean manufacturing.
Thus, as in scenario 1, a pattern of trade which is more balanced between ASEAN countries
is necessarily less rich in jobs.

As in the previous scenario, the significance of this employment effect can be interpreted
with reference to total employment and employment in the manufacturing sector of each
ASEAN country, table 7.11.

Table 7.11. Impact on employment

Job losses Change (per cent)

Total Manuf Total Manuf
Indonesia ' -39 -38 -0.05 -0.04
Malaysia -31 -44 -0.42 -0.59
Philippines -57 -20 -0.24 -0.08
Singapore 24 0 32 +1.21 +1.66
Thailand . -107 -82 . -0.33 -0.25
TOTAL -210 -151 .. 0.15 -0.11

As we can see the effects on employment are quite low. At worst the loss of jobs‘in
ASEAN amounts to 0.15 per cent of total employment. And even for Thailand or the
Philippines the effects are limited.

7.2.2 Conclusion

The first effects of a removal of trade barriers is a loss of jobs for ASEAN members.
Although the richer the country, the lower its level of protection, the richer countries also had
a lower employment content of production. A removal of all trade barriers therefore, induced
a trade advantage for rich countries, especially Singapore, and led to an overall fall in the
employment content of intra-ASEAN trade. The results are quite similar to those in scenario
1, because the pattern of trade is quite similar to the pattern of tariff barriers. But the effects
are evidently less pronounced, because the first scenario corresponds to an extreme situation.
The effects are also very low compared to total employment Moreover it seems reasonable
to imagine that trade liberalization could have other effects than those described including
lower prices of some inputs or beneficial welfare effects. Consequently, although a
suppression of trade barriers would lead to a reduction of employment in ASEAN, these effects
would not be large and they would be partly offset by other effects not taken into account here.

7.3 The tendency scenario: Extrapolating recent trends

Over the past twenty years the pattern of intra-regional trade has changed considerably,
with a major break occuring around 1987 when electrical material emerged as a major trade
item. Since then trends have been relatively clear (see sections 2 and 4). A number of factors
suggest that recent trends may continue. The existence of internal and external economies of
scale, especially for electrical material, is likely to preserve the pattern of comparative
advantage and even to develop the existing pattern of sectoral spec1ahsat10ns further. This is
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all the more likely as regional production networks are developed through continued inflows
of foreign direct investment and the growth of intra-ASEAN direct foreign investment. But
most of all the general characteristics of the countries, such as infrastructure or labour skill,
change rather slowly. Recent efforts to incorporate existing characteristics into an intra-
regional division of labour through the creation of growth triangles, moreover, reinforces this
tendency. The sources of trade dynamism may therefore remain the same.

7.3.1 Global and sectoral trade evolution

Nonetheless the future growth and distribution of trade flows amongst countries and
across sectors depends on numerous variables whose evolution is difficult to forecast. This
is particularly the case with respect to prices and productivity, which depend inter alia on
technical change. In a similar way, economic growth has its own logic, whose analysis goes
beyond the object of our study. In order to avoid basing our study on hazardous assumptions
with regard to these issues, we will assume that the evolution of these variables is neutral. In
other words, the relative prices of commodities will remain constant, as will the relative GDP
of the area's countries. In this scenario, changes in trade are measured as a percentage of GDP.

We begin by identifying trends in intra-regional trade following the critical turning point
year, 1987 . We thus base our analysis of the evolution of intra-regional trade on the period
1988-1993, for which the trends have been rather regular and clear. The first main feature
is the growth in the volume of trade. Changes in the degree of openness with regard to the
rest of the region are traditionally regarded as a good indicator of the importance of trade
within regional economies. We assume therefore that the trend in the degree of openness
which characterized the period 1988-1993 will continue into the future.? This enables us to
calculate the rate of growth in the volume of trade for each ASEAN country over the
subsequent ten years, that is, to the year 2003. We also assumed that trade balances. This was
done in order to minimize the uncertainties that result from the sensitivity of net trade balances
to changes in the macroeconomic and monetary situation. By assuming that net trade balances
we reduce these uncertainties and increase the confidence we have in extrapolating from
existing trends.

This leaves the problem changes in the sectoral distribution of trade flows over time. In
order to avoid useless complexity, we approach this problem at the level of the trading
relationship (imports and exports separately) of each country with the rest of ASEAN, without
distinguishing between the partners. This gives a set of ten multilateral , intra-regional trade
flows. For each flow, we assume that the future sectoral distribution will be an extension of
the recent growth trend for each sector. Concretely, for each of the ten trade flows, we apply
the following method: first we break the flow down into five sectors (with the same
classification as in section 4). Then we assume that the growth rate for each sectoral trade flow
will be identical to its average during the reference period, i.e. 1988-1993. This assumption
gives the final shares of each sector within each trade flow.

This determines both the global growth and the final sectoral distribution of each trade
flow. Nevertheless, the resulting pattern of trade lacks coherence, since for a given sector the
sum of intra-ASEAN imports does not correspond to exports. This is corrected by a
proportional adjustment at the sector level, separately on imports and on exports, in order to
ensure that the total sum of imports equals that of exports, and that the global sum remains

» Concretely, we make a linear extrapolation, starting from the 1988-1993 period.
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constant. This adjustment is not very important quantitatively, but ensures the coherence of
the scenario. It does, however, disturb the trade balances a little, but this is.negligible for this
scenario.

The trade pattern obtained in this way is then compared with the initial one, measuring
trade flows as a percentage of GDP. In analysing the effect on employment it is assumed that
the labour content of a given percentage of GDP in a given sector remains constant. Finally,
in order to make a ceteris paribus comparison between the final and initial stages, we construct
a balanced base scenario by bringing net intra-ASEAN trade balances into equilibrium (this
done without changing the degree of openness or the sectoral distribution of flows). The base
year is 1992, for which we have already calculated the labour content of trade (see section 5).
The final year is 2003, i.e. an extrapolation of ten years after 1993, the last year for which we
have good information about trade flows.

7.3.2 Labour content of new trade flows L

The trade flows in 1992 and the extrapolation to 2003, measured asa percentage of GDP,
are described in annex 4. The.global intensity of intra-regional trade grows .from nearly ‘7 per
cent to more than 10 per cent of ASEAN's GDP. The degree of openness increases: for each
country, and is especially important for Malaysia. The most striking change concerns electrical
material, where trade growth is particularly high, and concentrated-on Singapore and Malaysia.
Trade intensity rises slightly-in the textile and clothing sector, mainly because of Indonesia's
exports and Singapore's imports. On the other hand, the energy and mining s'e‘ctor suffers a
relative decline.

The labour content of these new trade flows is surprising, as all countries except the
Philippines (and Singapore if compared to the base year) exhibit a negative employment net
balance (see table 7.12).* This is due to changes in the agro-food sector. Although the global
intensity of trade in this sector did not change significatively, its international distribution does.
First, Singapore has developed a large trade surplus in this sector, contrary to the initial
situation. Second, all other countries except the Philippines exhibit a high trade deficit in: this
sector. The global effect on employment is thus highly negative, as the labour content in this
sector is far lower in Singapore than in the other countries, and the difference is even more
pronounced than in other industries: And this sector is precisely the one with the highest
labour content of production. Changes in other sectors are therefore secondary when compared
with the agro-food sector. The extrapolation scenario, however, is questionable for.the agro- -
food sector. Import substitution strategies in this sector are not intended to last very long and
once a country is self-sufficient in a given industry, there is no further change in the trade
balance, in other words it does not become a net exporter. Consequently, we will examine the
labour content of trade in manufacturing, excluding employment and trade ﬂows in both the
agro-food and energy-mining sectors as in section 5.

The results are then very different (see table 7.13). The most strlkmg feature is the
positive effect for Indonesia, which relies mainly on its huge exports of textiles and clothing.
Moreover the share of electrical material, which has a low labour content, is very high in its
imports. The advantage is apparent in the net balance, whether it is measured in terms of trade
flows as a whole or per 1 million US$. Malaysia also gains in terms of employment, but very -

* The net employment balance of trade flows is not the same in table 7.1 as in section 5. In fact, the labour contents presented
in this table are calculated from the counterfactual base case, where net trade balances are nil.26 April 1996.
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slightly. The bulk of its trade is composed of electrical material and is balanced, with the
surplus in “other manufacturing” compensating for the deficit in textiles and clothing.

Thailand's exports to the rest of the region become extremely specialised, as electrical
material rises to more than 85 per cent of the total! As the structure of its imports is less
specialised, and as the labour content of electrical material is moderate, the net employment
balance of trade is negative, inspite of a trade surplus in manufactures as a whole. For
Singapore, the employment deficit comes from its substantial trade deficit in textiles and
clothing, which accounts for nearly one sixth of its exports to ASEAN, but only for a
negligible share of imports. For the Philippines, the trade deficit in both textiles and clothing
and electrical material leads to an employment deficit.

7.3.3 Conclusions

To summarise, let us emphasize that the extrapolation of recent trends leads to an
accentuated pattern of specialisation within ASEAN. Looking at the agro-food sector, the
results are somewhat surprising, and one must be very cautious when drawing conclusion. For
the manufacturing sectors the features are clear, with in particular a strong specialisation of
Indonesia in textiles and clothing and of Thailand, Malaysia and Singapore in electrical
material. This is no surprise given the analysis of intra-regional trade presented in section 4.
In this context, it is understandable that employment gains will be concentrated in Indonesia.
Nevertheless, apart from this, the non primary employment effects are rather low.
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Conclusions

ASEAN plays two different roles: one is political and the other economic. Politically
with the growing pressure of China on the region there is a demand in Southeast Asia for some
common countervailing policy. Taiwan (China) is looking towards the Southeast, Viet Nam
joined ASEAN in 1995, Laos, Cambodia and Myanmar will probably join before the end of
the century. Economically, with rapid industrialisation there are growing opportunities to
increase the division of labour within ASEAN which increases interest in a free trade zone.

From outside ASEAN, there is also strong pressure from Japan, through trade and FDI
links. Given the tendency of Japanese firins to develop closed, intra firm spec1ahsat10n rather
than open local sourcing, this’ could diminish the degree of economic 1ntegrat10n between
ASEAN countries.

To answer that concern two points can be raised. The first is that'Iapanes'e investment
is less than that of other NIE's and'is differently distributed; the second is that Japanese firms
themselves tend to be less integrated as the distance to Japan rises. In fact, the cost of
maintaining close intra firm integration might rapidly exceed ‘the cost of developlng local
sources in order to achieve requirements.

So far as the impact of ASEAN on employment is concerned, we conclude that the first
effects of a mutual removal of trade barriers would be a loss of jobs for ASEAN members.
The richer the country, the lower its present level of protection. A removal of all trade
barriers therefore brings a trade advantage for the richer countries and an overall fall in the
employment content of intra-ASEAN trade. But these effects would be not large and would
be partly offset by dynamic effects.

On the other hand, a scenario based on the extrapolation of recent trends in intra-ASEAN
trade suggests that this will lead to an accentuated pattern of specialisation. This is particularly
clear for Indonesia textiles, and for Thailand, Malaysia and Singapore in electrical material.
The employment gains would therefore be concentrated in Indonesia, with few employment
effects elsewhere outside the primary producing sectors.
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Annex 1
Industrial data summary

Notes:

(a) Average number of employees: annual percentage change between 1973 and 1992 (1972
and 1991 for Thailand)

(b) Production at constant 1980 prices: annual percentage change between 1973 and 1992
(1972 and 1991 for Thailand)

(c), (@) Average number of employees: share of the industry in total manufacturing (in per
cent)

©=(d)-) f

D, (g Value added at current prices: share of the industry in total manufacturing (in per
cent) :

()=(g)-(H)

@, §) Value added at current prices by employee, in relation to the manufacturing average
(index=100 for manufacturing average)

&), Value added/gross output at current prices
(m), (n) Wage bill/value added at current prices
NA: not available

Source: INDSTAT?3 databank, UNIDO



56

Z9¢+19€=,19€ -PGE+EGE=,EGE BION
"0dINN Hueqgejep €1Y1SANI :89In0S

150 8¥'0 920 120 €S 44 €0- 60 [l ol L'l LZ LV Ll ‘poid-joejnuewriyjo 06€
rA A 150 050 8€'0 9. 8G 00 6l 6t 8'0- G6¢ 2¢€ A 9e’} *dinba "us19s 'g"s8joid §8€
S¥'0 160 S¥°0 VA AL 06 S0l G'g- 08 Stk |12~ 88 601 LY 1243 juswdinba piodsuel} yge
0g’0 [AY 620 6€°0 00}. G8 ¢l 66¢ 98F [LLL Lee 0¢C |98 0z’¢e 213933 AJaulyoeNgse
050 0’0 8¢0 £7°0 Z8 0l €0 09 9 8l cl 4] 89’y 8¢€'C Apuiyoe Zge
ev'o 9¢€'0 8€'0 L£°0 8. V6 9l 99 8y €€ 8 b's 8t 26'C "1d “Jaw pajesuqed | gE
144 €20 9¢0 €€0 LEL 9l I'o- €0 ¥o 00 0 €0 oT'i 6%’ ‘Joll SNOLIdJ-UON Z.E
620 g8l'o 8¢€0 050 €91 082 Z2l- 80 0¢ 20-_ S0 L0 90°¢ . 12} [99)s '3 uoJ| L2¢
820 - 920 €0 [A 4] 8zl 1]} Vi- L) e go- £} gl YA oc’t *Jd"ujw “Jow-uouryo 69¢
, . . : : "poid g SSej9 Z9¢
820 9g'0 250 6%'0 JA 4’ 98 1'0- ¥0 ¥ 20- €0 60 8¥'0 060 asemusyped‘eutys‘fiagod,| 9¢
8’0 Ge'o ov'o 8¢0 8S 19 0l Ggec 9l 0¢ vy ve ¥LUL 8C'e *poid onseld 9G€
2s0 1€°0 9¢'0 60°0 89 Skl 9¢2- €0 6¢ 02 690 §¢C 990 9€'0 ‘poud Jaqqny s5¢€
4 *1d jeoa g "x3od oSIN $S€
0 Glo L0 81’0 199 26 0L 0L oyl |0~ L1 St Gl GZ'l saLBulydl wnsjosad ,E5¢
€10 0o S9°0 8¥'0 68¢ 002 §¢C 09 ¥ye -|go- S} LUl G0'.L 65’} sjediusyd 1BYyo 25¢
L20 020 2e0 Ly'0 YA L4 8¢ Vi Ve 0 L0 vl L0 86'6 JAA> sjeslwayd jelysnpuyj | G¢
oo 6€'0 .50 §G'0 101 v6 ol 3 6 o¢ 0l 8V 8¢ T A 4 €e¢e "ysiiqnd pue bunuiid Zve
9€’0 0€'0 144" 8€'0 0ol 19 0 Vi A ¢€o- ¥l L ve'l 8’1 *poud pue Jaded Ly¢
860 150 GE'0 6€°0 44 0s o L0 90 90 8l 2l 96°C 69'C aimiuing Zee
SS°0 LE0 9z'0 0€'0 £G £8 1'6- €0 ¥'e 66~ 90 g9 €l1'o 91’0 *poid poom LEE
650 S9'0 €0 €€'0 ot A AV A €0 g0- <20 0} YA A 82'0 Jeamjoo $Z¢
yAR] ov'0 9¢°0 81’0 oy 1) 10~ 1’0 20 1'o- 20 v 120 8l ‘poid Japea £2¢
¥9°0 690 0€'0 82’0 0¢ e k- o0¢ 2¢ g'e- 69 A 43 [oredde buueap gze
160 9¢0 €0 6€'0 £9 19 2y 60 L'y 1'9- 60 0L g0 £C0 SOIIXaL 2¢
610 XA €vo ¥co €0¢ €0e 90- 90 [ ¥o- <20 g0 8¢’c €90 oo3eqo] yL€
TA LE0 0S0 8’0 cell Ccli yo- i Sl L0 90 el €L2 S8'0 sabelarsg gle
6€0 0€0 €0 810 18 101 ¥ye-  9¢ 0's vi- T¢ Ly il £Cl *poiad pood Li€g
yE0 ye'o [AN) 0€'0 00t 00l 00 0’001, 000} |00 0001 000l |VN 8L') buunjoejnuew jejol 00€
() w |0 o) 0 () W ® 6 |6 ® @ (@ (e) (subip ¢ OIS) SaUySNpY}

c66} €61 |[c66l €161 c66l €161 £.-26 266l ¢€l6lL |£l1-26 T66lL €l61 |ELZ6 £L/26

(001 = @beiane jnuew) pappe-anep yuswAojdwy uoponpold juswAoldwz
"WV'A /g abep ndjno ssol19/y°'A juswhojdway g A Hulnjoepnuewl ur saieys sauysnpuj ymoun

alodebuig Joj Alewwins ejep |eusnpu|

() I Xxsuuy




57

"OdINN Yueqejep £1¥.1SANI :894nog

eisfeje|\ Joj Auewuwns ejep |elsnpuj

(@) L xsuuy

1€°0 - 0€'0 LE0 620 LS 6G 80 'l ¥0 ¥l 12 L0 YN 0601 ‘poad-joejnuewryio 06€
Ze0 0€0 0€0 £¥'0 ZL 0. 80 A ¥o Ll L'} 90 YN G9'0} "dinba -ual9s '§'s9joid §8E
02’0 L£0 62°0 L20 L9} 98 A4 6y L2 20~ 0¢ ¢ 20’ 9c'e juswdinba podsuel ) 8¢
l€0 zco 120 9’0 .8 68 LSl 6¢Cc 8L 28l 0.2 88 L8l 6011 214)09j3 A1aulyoeNEsE
A €€0 €0 €90 0S| 6. € LS Ve G0- 8¢ %4 Sy'L LL'E Asuiyoepy zge
0¢'0 AN 820 €0 Gol Ll A L'y Sy G- GV 6'G 08’y AN *1d ‘Jows pajesliqed Lg¢
L0 920 €1'o 9’0 98 oLl co 90 ¥o S0 L0 20 80°¢C 0’11 "JoWl SNOJIBJ-UON Z.LE
\12'0 ¥Z'0 610 vE'0 98} Gyl 1'0-  0¢ 4% 90- 91 (44 e’y 69'C |99)s '@ Uod| LI¢
120 920 144" 160 141 €l A S'Y 150 4 60~ 6°¢ 8¢ 80'¥ LL'C "Jd Ul Jewi-uouyio 69¢
1 ZAY] 820 8y'0 Sv'0 202 V6 20 L0 G0 1'0- ¥0 G0 8C'y Gq'¢d ‘poid 'g sse|9 Z9¢
oy’ o Ge0 050 950 (44 69 10 0 €0 ¥'0 60 0 80V £€Z'L asemuaypea‘euiyd‘liayod 19¢
fAN] 620 €0 $€'0 69 19 Vi 2¢ 8l 6l 6'v 0'¢ 60'L G6'S ‘poud anseld 95€
€0 ¥20 20 610 I8 60} 8¢ €6 1’6 g'l- 99 £8 ¥6'v ¥8'C ‘poid 12qqny §S¢€
Lo vi0 (0] A0 60 6l¢ ove €0 vo 1’0 1’0 1’0 00 VN Ge'04 'ad [eod 1@ *13ad "OSIN YSE
800 GL'o AN o 98yl 666 €0~ 8l 0¢ 10 L0 20 00'¢ 00°¢ sojlauldl Wndjonad £5¢
120 020 JASNY) A A e y02Z 6'b- L¢ L'y oL €l 4 [ASR® G0'C s|ediwdyd 1Yo 25¢
80°0 020 L¥'o €0 $8. 8€C ¥'G 1’8 9¢ 1'0- 01 b1 £8'C 9€'¢ sjeaiuayd jerysnpul LS¢
L0 9¢'0 JAAY) 6v'0 901 €6 1'e- 67¢ 6y 9¢ L2 €G VN G8'l "ysiiqnd pue buguud zve
820 AN €€0 620 01 6S L'l 8l L0 0 L} A VN ¥6'¥ ‘poad pue Jaded L€
Zvo. $G°0 LE0 62°0 {94 ot rA] 0l 80 90 € L'} 0ze 00'G ainmuing zee
0¥'0 0€'0 00 8€0 1S £6 eoL- 1'S 09l (2. 001 €1 |0Z2¢ 60'C ‘posd poopM LEE
LGS0 6¥°0 GE'0 €€'0 14> (84 20 1’0 A £€0- <20 G0 VN 811 leamjood $zZe
9’0 (AN 820 9z'0 €€ 8y 00 10 1’0 00 A A VN 8Z'¢ ‘pold 1ayjedT] £2¢
Zso 8€0 0€'0 620 FAS 9¢ A" 9¢ Vi 2¢ 0L 6'¢ 09y 85'9 josedde Bunieapp zze
[2540) £€0 1£°0 9€'0 18 9§ L1'0-  9¢ 1% 4 £€e GV 8L 18'¢ 60°C S9|IXaL LZE
81’0 2o 9¢'0 8¢'0 6¢2 9ze vy- 0L - ¥S 0¢ ¥0 e 6¢’) €90 0d%eqo] yi¢
Gl'o- 610 €v'0 a0 z62 A ¥4 G- € 8¢ 60- 60 el 28'e 9zl sabelanag ¢le
9z'0 020 ¥1'0 610 86 Ll el LL 6yl |6y 8L 827l |€8°C 1ze ‘poid pood Lig
120 920 9¢'0 0€°0 001 00} 00 0'00L 000l |00 000, 000} VYN 19°¢ Huunjoejnuew [ejol 00¢
(u) (w) 7] () 0 [0 w ® o (e () (o |@ (e) (subip ¢ OISl seMysnpuj
2661 €16l |Z661 €16} 266l €l6l £/-26 Z66L ¢€l61 |€LC6 T66) €161 |EL/C6 €L/Z6
(00} = obeI1aAe JnueL) pappe-anjep juswojdwy uononpold juswho|dwg
“W'A /liq abepp ndjno ssolgy'A awfojdway y'A Buln)oeNUEY U] SaJeys saLsnpuj Mol



‘OQINN “ueqelep €1Y.LSAN| :92inog

58

puejiey 1o} Alewiwns ejep [euisnpuj

(@)1

Xauuy

10 20 050 LE'0 G9 6l 92 L2 1’0 L'E %4 0 VN LE'LE *poud-joejnuewryio 06€
120 k€0 950 Ly'o 4G - 147 €0 €0 00 9'0 L0 1'0 VN §g'6C *dinba "uai9s 9'sa3j0.1d §8¢
80°0 YA .90 ¥20 e - osel V'L €0l <2¢ €¢ 6V 9¢ 6€01 18°G juswdinba podsuel) y8¢
L00 I€0 S0 LZ0 14514 ooy 90} 22 91 bl R 4 g'e . |evr9 - 00'¥y 213999 A1auIyoBNESE
€00 020 .90 620 S8Y 95 0L " 6Ll 60 0¢C L'€ Ll WN - 189 Assuiyoely Zge
91’0 0c'0 6¥'0 L0 0. L} €9 8¢ 1’6 L'e L'y 8'L €e's 651 *4d *Jow pajeslqe g€
€¢0. b0 610 920 901} VL 90 80 ¢0 S0 80 A Lo . Ge'ol *Joll SNOLIR3J-UON ¢.LE
11’0 50 Ge'o0 €20 8¢l 9l 0c 0¢ 00 6’1 (A4 €0 L0V 81'G¢ jo9)s @ uol| 11¢
€10 60 [V O 8¢'0 (§1H 6¥ 14 4 6°'G gl 60 6'¢ }'e om.w 26'¢ *Jd-ujwt “Jaw-uouryio 69¢
91'0. - ¥¢0 190 9’0 101 ¢l 90" 'l L'l e 2 ¥e YN vt *poud ' ssejo Z9¢
LL'0 - 960 190 8¢'0 144 43 G0 SO0 00 0l [N Al VYN 8€'81 asemuayues‘eulyo‘liapod L9¢
220 0i0 JA A1) €0 e 141} €0 90 co vl 9l rAY VN yZ'sc ‘poiad .oyse|d 95€
€l'0 AN LE0 S¥'0 8. LS} o'l L LUl 2e e el cee £e'8 *poad Jaqqny §S¢
G0°0 9€’0" |6£0 20 1892 96 00 00 00 |00 00 00 8l 00'} *ad jeod g "13ad oSy ¥SE

I0/NIG# SO0 000 140 VN elel VN VN 2oL |90 20 L0 08’l 290 salIauUlal Wn3djoslad £S¢€
LV'O gz'o veo $€£°0 10l [4°] }'0- 12 A4 v 1'e Gg'e 5 e8| sjediwayd J3Yjo Z5¢
G1'0 10 o 6€'0 £2e Ll 90- ¢ €€ gL 2l 8'C y¥'e 8z’ s|eslwiayo jelsnpuj LS¢

iO/NIG# €£°0 000 6€°0 WN . A4 JYN° V¥N Ll L'l- 0¢ Le YN L9} ‘ysiiqnd pue buguud zZy¢
220  §lo 820 rA ] 6€ 174 oec %0 o 80 L'} €0 A > 8501 ‘poad pue saded ¢
02’0 ¥Z'0 150 €20 o¥ 8z G0 L0 20 ol 8l 80 VN - 8.9 aimiuing geg
020 ¥2'0 144" S¥'0 6¢ oF G- 0} 9¢c L'e- 92 v'9 JXA4 oz'l *poid poom LEE
6€°0 1% A] 9’0 050 6} el L0 80 00 6'¢ (1 4 1] YN 00'tig Jeamjood yZ¢
G0'0 ¥8°0 150 cyo 681 14 Sl 94 0 g0 80 €0 VN YL ‘poad soyjea £2¢
XA 6€°0 160 9z0 19 9l G'8 L8 1’0 g'el Z¥k 80 YN 8995 [osedde bueapp 2Z¢
92’0 €20 8¢'0 S¥'0 0¢ of Ll'6- €6 6yl |G66L- €11 8¢ [£€9¢ 19°L Sojxal LZe
800 s¥'o €80 8y'0 16¢€ L 6 6'v 00 15 A A [4Y) 69} 2e'8e 022eqo) i
90’0 1] LL'0 yL0 162 962 20e- 6'¢C i'ye [€ol- €1 Gl |2V 0 sabeianag ¢1¢
91'0 L0 120 G20 25 6. L'e L. 86 £l LeEL  ¥2l 199} LE'E ~poid pood LI¢
4% 91’0 9¢'0 9¢'0 001 00l 00 000l 000f {00 0°00L 000l IYN S0't Buunjoejnuew jejol 00€
(u) (w) 0] 2] 0 0] W (6 @ @ ® @ |@ (e) (subip ¢ OIS1) seuysnpu|
1661 v.i61 |l66} ¥.61 L66l vi61 vZ-16 166l tvi6L |vIl6 166l v.i6L |bL/6 17411

{00 1= abelane jnuew) - pappe-anjep juswikojdwg uoponpold Juswhojdwg
WA Jliiq a6epp nd3no ssoig g A juswhojdwa; gy A m:t:ﬁ&::w& U1 saJeys sauysnpuj ymolo




Z9E+19€=,19€ -ZLE+LLE= (L LE BION

o))
“ ‘0OdINN Hueqgelep €1Y1SANI :82in0g
Z€0 0€0 Z€0 6%°0 09 144 20 50 €a 1’0 80 20 YN 09'G ‘pauad-joeynuewryio 06¢
Ly 050 [4A) o0 8 ¢ 1’0 10 aa 1’0 1’0 00 VN 6682 *dinba "ualas 'g'sajoid §8¢
81’0 9z'0 2e0 Geo 86| 6G rAVA 90i #¥¢ 9y L9 e 9g9'¢ gc'yl juawdinba podsuel] 8¢
92’0 120 120 o¥'0 92l 145} ¥o- 62 6¢ §0- 0¢ 9¢ 9¢'0l £9'¢ 2143033 A1auIyorNESE
820 82.0 Ze0 £6°0 el 66 €0- 01 £l G0- 80 £l VN 0LC Apuiyoely zge
L0 eco 1€°0 Ge'0 68l 00¢ 6l GG g¢ L0~ 62 g¢ 604 kL'e "Jd "Jow pajesuqed |8¢
*Jall SNOJIdJ-UON Z.¢
900 YN P¥'0 YN 901 YN VN 06 YN YN 80 YN 08°t6. VN |93} '@ uod| ,L.L¢
[AA] 0€0 120 ¥¥0 €9 1592 Lo 6 9c §0- 0¢ G'¢ 98'02 €6'¢ “Jd-utw “Jow-uouyo 69¢
*poid 'g SSe|D Z9¢
9e'0 Z€0 |[8€0 8%'0 .G 7 20 ¥0 Zo |¥0o L0 zZO0 |WN GZ'el alemuaypea‘eulya‘liagod L9¢
€€0 Geo 81’0 8¢0 12°] AN (! G ¥a Sl L2 ' VN ¥0'0} *poud onyseld 95€
€20 620 820 20 9L ¥4} 6t g i 6'S 0L kb 6Ll - k'8 *poid Joqqny §5¢
WN VN YN YN YN YN VN VN YN YN YN VN VN VN “1d [e02'g "13ad "SI\ ¥5€
VN VN YN VN YN YN VN VN VN VN VN YN 9¢'e YN sallauljal wnajoljad £5¢
0g0 120 820 o <ol i V- €b e §0- €V 8y Ge'e 184 sledjwBya J9Yylo 25¢
€20 810 1€°0 S0 652 262 £l 1€ 8l S0 Z'} L0 8L'G 28’ s[edluayo jelysnpyj LS
ov'o LS50 9¢'0 6%'0 86 8¢ 60 9l JA 60 91 9¢ VN G6'C "ysiiqnd pue bunuid zve
Glo 8€'0 Y20 €20 0S| G6 0¢ 1'e AN S 60 1'e Al bL'S 06'. *poud pue Jaded Lye
Ge'o 2e0 9¥'0 29’0 €6 €S A1) S0 €0 €0 60 90 YN yx aamjiuing Ze¢
120 62°0 £€£°0 GE'0 18 174 1WA 00l ¢ L8 €2l  9¢ Ly'6l L9'Gl ‘posd poom LEE
1 ZA] 220 8¥'0 150 .9 v6 S0 bl g0 60 9l 90 60°4 Gl deamjood yZ¢
82’0 €20 610 610 $9 €8 1o~ 20 20 00 A €0 VN oty ‘poid sayjea gze
9¢'0 €0 FAS] €50 Ly Sy e 1’ (0] €Yy Sy 20 VN £G6'66 jasedde Bulieap zze
81’0 ¥ A1) 620 SE'0 g9 06 8'¢cl- 12k 092 {Z0L- 98l 882 |8LC 16C Sajxal 1Z¢
600 oL'o GE'0 8€'0 L2l ¥6 V9 9L Ll |96 16 L8l (¥8€ €2¢¢ 03%eqol yie
€20 610 .20 VANV Ll 8ve rA 90 8l 0 S0 L0 6€°¢ Ge'e sabelanag gL
920 120 £2°0 €0 €L 144 ‘|6€l- 604 8% |2°G 6'¥l L1'oZ |92°S A\'E ‘poid pood LLE
610 120 0€°0 Ge'0 00} 00t 00 0001 000l 00 000k 000} {UYN 6S'¥ bulinjoejnuew jejol 00€
(v) (wy (@ ] 0 0] w 6B @ () ) (B |@ (e) salysnpu)

c661 £l61 |Z66l €161 c66l €16l €26 7661 ¢£l61L |£L126 266l €l6l [EL/C6 €£L/26

(001 = obelone jnuew) pappe-anjeA yuawAojdwig uoponpold JuawAhojdwy
W'A g abepa yndjno ssoigy A juawihojdwad) y' A Bun)oeynuew ui saieys sausnpuj ymouls

BISauopu| Jo} Alewiwns ejep [emsnpuj

(P) L Xxeuuy




"OQINN Hueqelep €1V1SANI :22in0g

¥5'0 ¢e0 [ve0 ¥70 62 oy €0 90 €0 g1 zZzz 60 [sEol 6. ¥ "poidjoeynuewr o 06¢
8’0 0c0 |6¥'0 8¥'0 e Ly 10 20 o |¥0 90 20 VYN .06'G "dinba ual9s 'g°sajold §8¢
.10 €20 |szo 9z'0 08} 201 €0 0¢ Lz 0V LV 9T |vSEe 611 juswdinba podsuel) pge
1) 9Z0 |620 8¢'0 L0} 8 - Zy 0L 82 |zgge g9 ¢¢ |ovel bLe auyo9a A1auiyoeNege
250 Lo [szo 8¥'0 15 89 €0- 'L ¥ {z0o- 61 1’2 loe9 2zl Kauiyoely zge
G0 6Z0 |i€0 Ze0 [eL I8 Wi 8L  T¢ SV 92 0V  |906E - 611 *1d “Jaw pajestiqed 1.8¢

1010 0Z0 [vI'0 9¢0 ¥6Z IG1 {to 60 80 {(zo- €0 SO : VN 22’} "Joul SNOLIB-UON Z.E
€2'0 €10 |ozo 620 9¢l €l g'l- 62 €% [r0- gL gz VN 8¢} |99)s @ uol| L€
610 €20 |2¥0 0 8/l 18 0 ¢€¢ 82 |[L- 81 g€ (899 66'0 *Jd"uiw JPW-uou' Yo 69¢
€e'0 120 [850 €5°0 Lig -z 1o S 91 |zo- L0 €L [899 96°0 ‘poud 1 sse|9 Z9¢
€40 Z€0 950 GS'0 08 ¥9 Z0 ¥0 ZO0 {20 G0 €0 899 90'€ alemuayuea‘eunyds‘Asepod L9¢
€0 o0 [v2o €€0 % 1S 'o- 60 01 [20 22 02 : VN 202 *poud aseld 95¢
1€°0 €20 |6£0 8€'0 89 6L 10 o022 61 |0 o0¢ ¥Z |[089 (1[4 "poad 19qqny §5¢
¥Z'0 o0 (0Z0 GZo b rAa4 '0- 00 20 oo 1o 00 WY 61'¢ -ad |eod @ “a3od oSl ¥S€
G0'0 Z00 [6L0 £€'0 b2LL £viE - 66 ZL |10 €0 20 . WN Z1'E solIaulal WN3jo1Jdd £5E
220 120 |L£0 10 12 181 0z 1'6 VL |90- v¥E  6¢€ 16V 09’} sjesiwsyd J3Y30 Z5¢
810 oLo |zz0 oy’ §SZ zze Ve- Lz 8y |vo- VL ) 16’V £e’) sjesjwayd [elysnpuj LG¢
v¥'0 zeo g0 €70 89 29 v0- G 61 [60- T2 Ve |95L ee'} ‘ysiiqnd pue bunuud Zye
020 0zo |[ile0 0€0 10} 74 Zy- 9L 62 |[Lo- 91 €z |9g¥ el ‘pouad pue saded Lyg
950 8y'0 |ovo 10 6z 2 10 2V 60 ez 8¥ 61 |svL 69'¥ ainjuwing zegl
10 620 |[8€0 70 29 zs ¥Ll- €€ Ly |re- €6 06 L€ Ll “posd pooM LEE|
o0 660 |cvo 8¢'0 z2 gl 00 20 20 |zo- oL T |6s22 £5°) leamjood yze|
650 ec0 {150 Ze0 0t oY I'0 €0 <20 |s0o 60 ¥0 |¥O§ Wy ‘poid 1ayjea gz¢
050 gy'0  |060 70 6¢ 0z . 68 'L fzor gz 95 6§22 62'L ‘Josedde Buueap zze
S0 gzo |oco 90 oy €5 Ivy- vy s8 oo~ 2ZoL 29l |I£§ gL'l ‘ sa|xal Lz¢
900 - Gl'o [i150 9¢'0 £6¢ chl 00 6% 8% |62 ¥l ¢€¥ IE'G 090 022eqO] 1€
Lo L0 |850 150 (NR 691 gL geb LS [to- g€ ¥e 2Ll z8'l sobelanag gLe
9z'0 yL'0  [220 £€'0 10} ¥4} 68 L8 042 |€¥ 691 €12 [299 05’} *poid pood LLg
9z'0 6L'0 {E€0 9¢'0 00} 00l 00 000L 000l |00 000, 000} |VN 88'L Bunyoeynuew |e30 ) 00¢
(u) (w) 0] () 0] () y) (6) A (& (P () (@ (e) (subip ¢ oisi)-seuysnpuj
zesl el6l |zZe6l €161 Z66l €161 £1-Z6 661 €161 |elz6 Zesl ¢£l6lL |eLze £1/26 .

(001 = obeiane jnuetu) pappe-snjeA juswhojdwy . uoponpold juswifojdwg
“W'A Jlliq @6epp indjno ssougyy'A | juswhojdwasy A fulinjoejnuew Ul SaJeys salsnpu| Mmoo
3

sauiddijiud ayy Joj Alewiwins ejep [elshpuj
(81 xsuuy



61

45

ANNEX 2.1

Degree of openness with regards to ASEAN, 1967-1993

(Xasean+Masean) / (2*GDP)

Source: CEPII-CHELEM
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Annex 2.2

Degree of openness, 1967-1993
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Annex 2.3
Detailed sectoral composition of intra-ASEAN trade

. 1973 1979 1987 1993
Textile and clothing 4.73 1.71 2.68 643
Yamns fabri. 2.76 029 .52 221

Ciothing 0.54 . 077 1.13 1.05

Knitwear 0.12 0.08 0.30 0.19

' Carpets 0.94 0.39 0.50 1.06
Leather 0.36 0.18 023 0.92

Electrical materials 3.70 10.91 20.44 40.14
Elec.compon. 0.07 7.70 8.36 10.97
Consum.elec. 0.25 0.85 250 1.14
Telecom.equ. 0.25 0.48 1.82 7.55

Comput. equ. 0.24 0.14 3.64 10.38
Dom.elec.ap. 0.09 0.18 0.28 0.49
Elect.equipm 0.27 0.34 1.41 3.28

Elect.app. 253 1.23 243 6.34

Other manufacturing 21.81 18.74 26.81 26.74
Cement 1.83 0.68 0.24 0.22

Ceramics 0.37 0.18 0.27 0.39

Glass 0.30 0.21 0.42 0.30

iron steel 0.48 0.36 0.73 0.97

Tubes 0.41 0.42 0.30 0.29

N.fer.metals 0.81 2.02 220 0.85

Articl.Wood 0.66 0.41 1.35 0.38

Fumniture 0.22 0.10 0.21 0.51

Paper 1.03 0.41 1.41 1.58

Printing 0.39 0.28 0.28 0.38

Misc.man 0.44 0.41 0.71 1.37

Metal.struct 0.95 0.42 0.32 0.58
Msc.hardware 1.86 1.43 174 274

Engines 0.84 0.58 0.62 0.99

Agri.equipm. 0.23 0.03 0.02 0.02

Mach. tools 0.33 0.20 0.30 0.32
Const.equipm 117 0.79 0.73 0.36
Spec.mach. 0.86 0.40 0.77 0.48

Ams 0.11 0.09 023 0.01

Precis.instr 0.22 0.24 054 0.38

Clockmaking 0.10 0.36 0.11 0.19

) Optics 0.09 0.08 0.18 0.57
Vehic.comp. 0.85 0.44 0.29 0.55

Cars 0.85 0.50 0.20 0.67

Comm.vehic. 0.49 0.09 0.1 0.06

Ships 0.30 0.31 0.78 0.62

Aeronautics 0.20 0.30 025 0.35
Bas.in.chem. 0.49 0.40 0.78 0.43

Fertilizers 0.59 057 0.83 0.41

Bas_ or.chem. 0.53 0.72 147 142

Paints 0.53 0.34 0.80 1.15

Toilet 0.93 3.33 2.98 1.49

Pharm. prod. 0.90 0.43 0.39 0.46

Plastics 0.02 0.06 0.15 0.12

Plastic art. 1.13 0.89 2.65 3.23

Pneu.tires 0.26 0.21 0.34 0.23

Jewels 0.05 0.03 0.08 0.66

Energy and mining 23.49 41.26 34.51 18.78
Iron ores S. 0.04 0.03 0.26 0.16

Non. fer.ores 2.01 043 0.30 0.38
Unp.min.nes. 0.65 0.57 0.47 0.66

Coals 0.10 0.07 0.13 0.27

Crude oil 7.62 2478 16.22 6.24

Natural gas 0.09 0.72 0.38 0.30

Coke 0.00 0.00 0.00 0.00

Ref.pet.pr. 12.98 14.67 14.08 10.05

Man. gas 0.00 0.00 0.00 0.00

Gold non.mon 0.00 0.00 2.67 0.71
Agro-food 44.66 26.88 14.89 8.82
Cereals 7.09 5.29 1.68 0.64

O.ed.agr.pr. 4.16 2.87 2.93 1.56

N.ed.agr.pr. 19.64 10.27 4.86 2.09

Cereal prod. 1.02 0.59 0.44 0.33

Fats 4.56 2.92 1.49 1.50

Meat 1.16 0.74 1.32 0.99

Preserv.meat 0.46 0.26 0.42 0.15
Preserv.veg. 172 0.88 0.84 072

Sugar, 2.16 0.60 025 0.34

Animal food 224 1.37 050 0.24
Beverages 0.28 0.04 0.08 0.10
Man.tobaccos 0.16 0.03 0.08 0.16

NES 1.63 151 1.67 1.08

TOTAL 100.00 100.00 100.00 100.00

Note : all figures are percentages of total intra-ASEAN trade.
Source : CEPII-CHELEM.

63



64

, Annex 2 24
Detailed sectoral composition of imports from ASEAN, by country, 1993

import zone[ PHILIPPINES INDONESIA THAILAND, MALAYSIA SINGAPORE| ASEAN WORLD
Textile and clothing : 3.38 1.66 1.27 3.03 8.95 6A3  11.09
Yams fabri. 2.40 1.16 0.92 1.19 3.35 2.21 1.98
Clothing 0.29 0.03 0.02 0.37 2.01 1.05 3.29
Knitwear 0.10 0.03 0.01 0.23 026 0.19 2.21
Carpets 0.23 0.11 0.06 0.42 1.97 1.06 0.60
Leather 0.35 0.22 0.26 0.82 1.36 0.92 3.01
Electrical materials 20.43 13.61 "31.04 4310 48.61] 40.14  34.85|
Elec.compon. 4.27 4.06 7.11 14.40 1275/ 1097 8.85
Consum.elec. 0.35 0.26 125 0.50 1.66 1.14 473
Telecom.equ. 1.77 4.12 436 8.86 9.37 7.55 4,08
Comput. equ. 3.84 0.43 10.58 6.43 14.90) 1038 1224
Dom.elec.ap. 0.16 0.19 0.57 0.41 0.54 0.49 0.63
Elect.equipm 5.50 1.49 3.05 3.38 3.39 3.28 1.25
Elect.app. 4.54 2,98 4.10 10.11 5.91 6.34 3.06
Other manufacturing 3124 456,29 23.84 26.01 22.29] 26.74 21.68
Cement 0.16 0.11 0.02 0.38 0.16 0.22 0.12
Ceramics 0.83 0.61 0.10 0.11 0.49 0.39 0.30
Glass 0.58 0.36 0.23 0.29 0.30 0.30 0.21
Iron steel 0.97 1.00 2.56 0.52 0.62 0.97 0.35
Tubes 0.89 0.64 0.47 0.03 0.23 0.29 0.18
N.fer.metals 0.45° 121 0.64 0.21 1.25 0.85 0.66
Articl Wood 0.31 0.06 0.27 0.11 0.59 0.38 3.33
Fumiture 0.12 0.05 0.05 0.12 0.93 0.51 117
Paper 118 157 1.33 2.36 1.29 158 0.67
Printing 0.24 0.70 0.20 0.42 0.36 0.38 0.26
Misc.man 1.82 1.21 1.30 1.90 1.10 1.37 1.85
Metal.struct 0.37 1.15 0.14 0.38 0.65 0.58 0.25
Msc.hardware 3.11 226 3.00 3.87 1.84 2.74 1.45
Engines 0.81 4.26 0.46 0.25 1.06 0.99 0.73
Agri.equipm. 0.01 0.13 0.00 0.01 0.01 0.02 0.01
Mach. tools 0.25 0.74 0.19 0.58 017 0.32 0.10
Const.equipm 0.25 2.14 0.04 0.03 0.37 0.36 0.12
Spec.mach. 0.39 273 0.21 0.24 0.36 0.48 0.18
Arms 0.00 0.05 0.00 0.02 0.00 0.01 0.01
Precis.instr 0.44 1,22 0.44 0.50 0.15 0.38 0.42
Clockmaking 0.04 0.01 0.02 0.03 0.38 0.19 0.36
Optics 0.04 0.39 0.09 0.17 1.05 057 0.59
Vehic.comp. 0.61 0.24 1.32 0.56 0.31 0.55 0.22
Cars 0.10 0.46 0.12 0.23 1.18 0.67 051
Comm.vehic. 0.02 0.00 0.04 0.01 0.09 0.06 0.07
Ships 1.59 4.83 0.52 0.08 0.12 0.62 0.26
Aeronautics 0.13 1.31 0.48 0.12 0.26 035 0.43
Bas.in.chem. 1.18 1.12 0.37 0.67 0.11 043 0.15
Fertilizers 1.55 0.48 1.54 0.14 0.01 0.41 0.22
Bas.or.chem. 3.19 2.77 264 179 0.39 1.42 1.28
Paints 1.93 3.37 1.49 1.39 0.42 1.15 0.60
Toilet 1.18 2.19 053 1.06 193 1.49 0.82
Pharm. prod. 1.32 0.27 0.60 0.65 0.20 0.46 0.26
Plastics 0.33 0.91 0.15 0.02 0.02 0.12 0.11
Plastic art. 392 431 2.18 561 2.12 323 152
Pneu.tires 093 031 0.11 0.09 0.26 0.23 0.39
] Jewels 0.00 0.03 0.01 0.05 1.40 0.66 1.39
Energy and mining 31.60 31.74 33.44 17.20 11.29 18.78 16.711
Iron ores S. 0.00 1.49 0.06 0.09 0.05 0.16 0.15
Non.fer.ores 5.01 0.09 0.11 0.16 0.12 0.38 0.74
Unp.min.nes. 048 0.65 0.34 0.52 0.86 0.66 0.26
Coals 0.95 0.00 0.26 0.68 0.02 0.27 0.42
Crude oil 12.67 5.12 13.51 0.00 6.38 6.24 5.00
Natural gas 0.15 0.00 0.00 115 0.05 0.30 3.86
Coke 0.00 0.00 0.00 0.01 0.00 0.00 0.00
Ref.pet.pr. 11.93 24.39 18.86 13.80 2.81| 1005 6.08
Man. gas 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Gold non.mon 0.40 0.00 0.30 0.78 0.99 0.71 0.22
Agro-food 8.79 7.76 7.86 8.99 8.96 8.82 14.83
Cereals 203 0.18 0.01 1.04 0.52 0.64 0.71
O.ed.agr.pr. 0.53 0.77 0.09 0.84 2.70 1.56 207
N.ed.agr.pr. 3.42 0.32 571 1.36 1.38 2.09 477
Cereal prod. 0.16 0.16 0.04 0.32 0.42 0.33 0.15
Fats| 0.91 3.34 0.21 1.48 172 150 1.94
Meat 0.23 0.07 1.13 1.36 0.98 0.99 228
Preserv.meat 0.06 0.04 0.02 0.26 0.15 0.15 0.87
Preserv.veg. 0.76 0.35 0.28 0.86 075 0.72 0.84
Sugar 0.08 1.60 0.02 0.71 0.07 0.34 0.59
Animal food 0.19 0.66 027 043 0.04 0.24 0.35
Beverages 007 0.25 0.03 0.06 0.09 0.10 0.15
Man tobaccos 0.35 0.01 0.05 0.26 0.13 0.16 0.12
NES 457 0.15 255 1.66 0.00 1.08 0.93
TOTAL 10000 100.00 - 100.00. 100.00 . 100.00] 100.00 100.00

Note : all figures are percentages of the flows.
Source : CEPII-CHELEM.




Annex 2 _§
Detailed sectoral composition of exports to ASEAN, by country, 1993

___Export zone| PHILIPPINES INDONESIA THAILAND MALAYSIA SINGAPORE[ ASEAN WORLD
Textile and ciothing 1.64 24.96 3.60 2.80 1.06 6.43 4.69
Yams fabri. 0.59 11.65 1.70 0.80 0.06 2.21 264
Clothing 0.31 5.41 0.38 053 0.08 1.05 0.30
Knitwear' 0.01 1.06 0.16 0.02 0.03 018, 0.08
Carpets 0.17 598 0.25 0.15 0.32 1.06 0.45
Leather 0.44 0.85 1.12 1.30 0.57 0.92 1.1
Electrical materiais 52.00 8.68 68.94 46.93 4033 40.14 27.49
Elec.compon. 28.79 0.40 14.12 12.82 11.62 10.97 9.64
Consum.elec. 0.36 0.81 027 212 0.73 1.14 0.73
Telecom.equ. 245 2.80 423 11.20 7.79 7.55 443
Comput. equ. 1424 1.97 30.75 9.89 6.98 10.38 472
Dom.elec.ap. 0.32 0.05 0.86 0.58 0.47 0.49 0.38
Elect.equipm 2.28 054 3.36 374 412 328 224
Elect.app. 3.56 2.00 5.35 6.58 8.71 6.34 5.34
Other manufacturing 26.40 32.74 17.956 23.47 28.90 26.74 48.20
Cement 0.08 0.48 0.63 0.06 0.14 0.22 0.23
Ceramics 027 0.26 0.55 0.75 0.04 0.39 0.51
Glass 0.37 0.80 0.76 0.20 0.03 0.30 0.29
Iron steel 043 295 o021 1.34 0.13 0.97 3.69
Tubes 0.02 0.42 0.26 0.46 0.12 0.28 068
N.fer.metals 414 2.47 0.21 0.87 0.18 0.85 157
Articl. Wood 0.03 2.17 0.16 0.13 0.00 0.38 0.11
Fumiture 0.24 0.60 0.23 1.00 0.14 051 023
Paper 0.23 3.14 0.46 127 179 1.58 143
Printing 0.06 0.02 0.09 0.48 0.57 0.38 0.26
Misc.man 0.56 0.49 1.14 1.02 228 1.37 1.77
Metal.struct 0.17 0.67 023 0.67 0.64 0.58 0.49
Msc.hardware 1.18 0.96 266 2.03 4.42 2.74 3.23
Engines 0.53 0.61 127 152 0.58 0.99 425
Agri.equipm. '0.04 0.00 0.05 0.01 0.01 0.02 0.12
Mach. tools 0.16 0.06 0.33 0.20 0.55 0.32 1.33
Const.equipm 0.15 0.61 0.28 0.29 0.38 0.36 1.62
Spec.mach. 0.66 0.38 0.70 073 0.20 048 3.64
Arms 0.18 0.00 0.00 0.00 0.01 0.01 0.12
Prectis.instr. 0.10 0.08 0.19 0.22 0.78 0.38 1.24
Clockmaking 0.03 0.58 0.14 0.24 0.00 0.19 0.51
Optics 0.27 195 0.44 0.52 0.15 0.57 0.79
Vehic.comp. 6.26 0.07 035 0.26 0.73 0.55 1.69
Cars 0.06 2.08 0.26 0.79 0.19 0.67 2.10
Comm.vehic. 0.00 0.03 0.02 0.14 0.02 0.06 0.80
Ships 0.03 0.67 0.02 0.20 1.31 0.62 1.08
Aeronautics 0.05 0.03 0.03 0.44 0.55 0.35 3.32
Bas.in.chem. 092 0.46 0.32 0.18° 0.69 0.43 0.66
Fertilizers 536 0.82 0.06 0.38 0.06 0.41 0.57
Bas.or.chem. 0.77 0.96 0.71 068 2.69 1.42 2.01
Paints 0.24 0.50 054 0.49 239 1.15 1.10
Toilet 057 1.06 0.80 250 1.04 1.49 1.39
Pharm. prod. 0.53 0.17 0.43 0.26 0.81 0.46 0.59
Plastics 0.03 0.08 0.28 0.21 0.01 0.12 0.49
Plastic art. 0.52 150 253 249 5.25 3.23 266
Pneu tires 0.15 0.31 0.36 037 0.03 0.23 0.37
Jewels 0.03 427 0.25 0.03 0.01 0.66 1.26
Energy and mining 4.61 14.22 278 16.93 27.39 18.78 11.44
Iron ores S. 0.18 0.01 0.02 0.06 0.39 0.16 0.39
Non.fer.ores 037 1.80 0.04 0.13 0.18 0.38 0.24
Unp.min.nes. 0.1 1.64 129 0.36 0.37 0.66 0.36
Coals 0.00 1.77 0.01 0.00 0.03 0.27 0.08
Crude oil 0.91 4.04 0.00 1273 0.00 6.24 527
Natural gas 0.51 0.16 0.02 0.02 0.74 0.30 0.13
Coke 0.00 0.00 0.00 0.00 0.01 0.00 0.02
Ref.pet.pr. 117 1.69 1.36 262 25.02 10.05 373
Man. gas 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Gold non.mon 1.23 3.12 0.03 0.01 0.64 0.71 1.22
Agro-food 9.21 17.68 14.47 10.16 2.07 8.82 6.26
Cereals 006 - 0.13 4382 0.01 0.00 0.64 0.62
O.ed.agr.pr. 114 3.59 1.35 243 0.03 1.56 1.05
N.ed.agr.pr. 1.88 493 1.50 3.13 0.20 2.09 1.40
Cereal prod. 0.42 0.10 0.55 0.52 0.15 0.33 0.17
Fats 294 293 0.13 244 0.44 150 0.79
Meat 0.13 4.02 2.18 0.36 0.01 0.99 0.57
Preserv.meat 0.20 0.23 0.57 0.1 0.00 0.15 0.09
Preserv.veg. 1.41 0.31 1.06 0.85 0.61 0.72 0.50
Sugar 0.74 0.14 2.00 0.10 0.02 0.34 0.13
Animal food 0.12 0.18 0.22 0.10 043 0.24 0.50
Beverages 0.12 0.29 0.08 0.04 0.08 0.10 0.22
Man tobaccos 0.04 0.74 0.01 0.06 0.09 0.16 0.21
NES 7.35 1.93 2.26 0.71 0.26 1.08 2.03
TOTAL 100.00 100.00  100.00 100.00 100.00{ 100.00  100.00

Note : all figures are percentages of the flows.
Source : CEPI-CHELEM.
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Annex 3.1. Industrial statistics

Industrial statistics come from the United Nations Industrial Development Organisation
(UNIDO) databank' INDSTAT3. This provides, in the International Standard Industrial
Classification with 3 digits, information on value added, output, average number of employees,
index of production, wage bill’ ... These figures may differ from those given by other sources,
mainly for three reasons :

. Industrial census data do not include the activities of firms or enterprises with fewer than
a certain number of employees. Ideally this number is five, but it varies across countries
and branches.

. Industrial census data include the receipts for and exclude the costs of related non-

industrial activities. In the value-added data of national accounts, non-industrial activities
are not considered.

. Industrial census data do not include unpaid family workers or own account workers.
This point, and more generally the exclusion of small firms noted above, may explain
why employment data from INDSTAT3 differ importantly from the figures of the
International Labour Office's Yearbook of Labour Statistics.

Nevertheless, this databank provides very valuable information; it is standardised both

in its methodology and in sectoral classification, and covers a relatively long period (data are
available from 1973 for ASEAN).

! These data are partly described in the Industry and Development Global Report (UNIDO, annual), and further information
can be found in International Recommendations for Industrial Statistics (Statistical Papers, Series M, No. 48, Rev.1, United
Nations Publications).

2 All values are in current dollars.
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Annex 3.2. Direct and total labour content of production

The total labour ‘content of production in a given industry includes not only the
employment directly used, but also that one embodied in the production of intermediate
consumption. This, in turn, includes the labour embodied in its intermediate consumption, and
so on. The technical coefficient matrix A describes these relations, as it gives, for each
industry, the value of intermediate consumption, broken-down by industry of origin. The (i,j)
element of matrix A indicates the value (in dollars) of output from industry i used as
intermediate consumption in the production of one dollar’s output in industry j.

The total labour content of production is then drawn from the direct labour content by
the following calculation:?

T=[T-A)"I'.D

where T is the industries' total labour content vector
D is the industries' direct labour content vector
A is the technical coefficient matrix
I is the unity matrix
* indicates transposition

This calculation requires data from input-output tables and on employment and
production. Data need to cover the whole economy, with the same classification. We chose a
classification as disaggregated as possible having regard to the data available. The
manufacturing sector was broken-down in the 3 digit ISIC classification, with a few sectors
aggregated. For the rest of the economy, we had to use the 1 digit ISIC. We finally have 29
industries, including 21 manufacturing industries.

The first problem was to obtain, with the same classification, data on the direct labour
content of production, i.e. for each industry the ratio of production to employment. For the
whole economy, we had to start from the Statistical Yearbook for Asia and Pacific (United
Nations, annual). It provides, at the 1 digit ISIC level, data on value added at current prices
and employment for 1992. The production level was derived from value added assuming that,
for each industry, the ratio of value added to output was equal to its value in the input-output
table of Malaysia. The discrepancy between the two sources may be significant, given the
differences noted above. For the detailed (3 digit) manufacturing industries, data on production
and employment was directly available from the INDSTAT?3 databank, which allows the
calculation of the average direct labour content of production. We then made a proportional
adjustment of the data on the direct content in manufacturing industries, in order to ensure that
the average labour content in total manufacturing corresponded to that given by the United
Nations. Finally, in manufacturing, the average level of labour content is drawn from the
Statistical Yearbook for Asia and Pacific, and the detailed structure from the INDSTAT3
databank.

3 Cf. for instance Husson M., "Le contenu en emploi de la demande finale", La Revue de I'IRES, n°14, winter 1994.
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We used the International Inpur-Outpur Tables Malaysia-Japan 1985 (Institute of
Developing Economies, Tokyo), with 61 industries, as a basis for the technical coefficients-
matrix. Taking Malaysia as a basis is acceptable with regards to the quality of its data and to
its intermediate income level in relation to the rest of ASEAN. This table was aggregated in
our 1/3 digit classification, and then each column was divided by the industry's production,
in order to obtain the technical coefficients matrix for Malaysia. For the four other countries
we started from more aggregated tables : 7 sectors for Indonesia, Singapore and Thailand, 10
sectors for Philippines. These tables gave the general structure of the technical coefficients
matrix for each country. The detailed structure (in our 1/3 digit classification) within each
industry was assumed to be identical to that in Malaysia. All these tables allowed domestic
intermediate consumptions to be specifically measured, apart from imported intermediate
consumption.
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