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The Association of South East Asian Nations (ASEAN) was created in
1967 through the Bangkok Declaration. It is a group of ten nations, viz.
Brunei,Cambodia, Indonesia, Laos, Malaysia, Myanmar, Philippines,
Singapore, Thailand and Vietnam. ASEAN has been quite successful in
raising its collective bargaining power to ensure market accessibility with
the major players such as USA, Japan and European Community (EC).
ASEAN economies are among the most successful in terms of economic
growth and development.

Intra-regional direct investment flows have complemented and
reinforced the growth of trade within Asia by building up the export
capability of the host countries on one hand and by directly increasing
machinery imports from the capital exporting countries on the other. The
importance of increased intra-regional direct investment goes much beyond
the increase in financial flows to the ASEAN region. Intra-regional FDI
has been an important instrument for the realisation of the so-called “flying
geese’ pattern of industrial development in Asia.

The ASEAN region has become one of the most atiractive investment
locations in the developing world and attracted a disproportionately
large amount of FDI, particularly duringl987-96 period. FDI is not
only a source of capital funds and foreign exchange, but also is a
dynamic and efficient vehicle to secure the much needed industrial
technology, managerial expertise and marketing knowledge and
networks to improve on growth, employment, productivity and export perfor-
mance. The present paper deals with these aspects of FDI in ASEAN region.

1. Introduction

HE Association of South East Asian Nations (ASEAN) was created in 1967 through
the Bangkok Declaration. It was a group of six nations, viz. Brunei, Indonesia, Malaysia,
Philippines, Singapore and Thailand. Later, Vietnam joined the group in June 1995 and
Myanmar and Laos in July 1997. Cambodia joined the bandwagon in 1998. Among the
ASEAN, Singapore is the most outstanding nation in terms of output and trade structure
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. because it is more industrially developed than its agricultural neighbours. They coul
 improve their economy because of the policy of trade liberalisation and cooperation amon
developing countrics. ASEAN’s main attainment lies in 1ts contribution to promote peac
~ aad stability in the South-East Asian region and the manner in which the regional groupwn
has conducted itself internationally. ASEAN has been quite successful in raising ¢
-~ collective bargaining power to ensure market accessibility with the major players such.
the United States, Japan and the European Community (EC). ASEAN countries have buiit
acohesive and strong network for consultation and cooperation in major ceonomic poli
development without compromising national sovereignty. The ASEAN countries shar
common economic philosophy of increasingly allowing the market forces to drive the
economies, which have brought efficiency and prosperity to the region during 1975-199

ASEAN countries’ industrial cooperation has also improved markedly after the B::
Summit in 1976 through private scctor participation in regional industnal projects. ASLA
economies are among the most successful in terms of cconomic growth and developme:
In order to promote intra-ASEAN trade, the agreement on ASEAN Preferential Trady
Arrangement (PTA) was signed in 1977, creating a framework for trade promotion betwe
ASEAN countries through preferential tariffs, export credit support using preferent:
interest rates, long term quantity contracts, etc. In order to boost industrial cooperati.
between the ASEAN countries, three agreements were signed such as: the ba-
Agreement on ASEAN Industrial Projccts (AIP) of 1980, the basic Agreement on ASEA
Industrial Complementation (AIC) of 1981 and the basic Agreement on ASEAN Indust
Joint Ventures (AITV) of 1983. AIPs are large-scale industrial projects aiming at meets
aspecific regional demand. The intention of AICs was the development of complement
industrial activities between the ASEAN countrics. AlJVs are joint ventures betwe
industrial companics in ASEAN countries.

With the aim of the liberalisation of intra-tradc and to stimulate investment in i
region the ASEAN Free Trade Area (AFTA) agreement was concluded in January 19
This agreement provides for a carefully staged trade libcralisation with a reduction
import duties on intra-ASEAN imports to 0.5 per cent during a period of 15 ycears. |
AFTA would be helpful to boost foreign direct investment in the region.

One of the plausible explanations for the rapid expansion of intra-ASEAN trade 15
growing importance of intra-ASEAN direct investment. Intra-regional dircct investm
flows have complemented and reinforced the growth of trade within Asia by butlding
the export capability of the host countrics on one hand and by directly increasing machimn:
imports from the capital exporting countries on the other. Japan is the main source

direct investment within the region.

The importance of increased intra-regional direct investment goes much beyond
increase in financial flows to the ASEAN region. The new pattern of investment
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assisted in extensive industrial restructuring and development of a sophisticated regional -
division of labour. Technology transfer along with the foreign direct investment hasalse -
helped closely in linking the domestic economy with the region and hence has enhanced :
the degree of competitiveness. Intra-regional FDI has also been an important instrument
for the realisation of the so-called “flying geese” pattern of industrial development in Asia.

India can play an important role in the South-East Asian region. It is a region having
common historical background, homogeneous culture and ethnic characteristics of the
people. These traits can also be found in the ASEAN region. India and South-East Asu
have been entering into a new era of policy framework giving emphasis on market forces,
liberalisation, globalisation, etc. during the past ten years.

o o A A L ek i

India became a sectoral dialogue partner in 1992. ASEAN and India agreed to begmn i
active cooperation in the areas of trade, investment, tourism and technology at the firg -

ASEAN-India Joint Sectoral Cooperation Committee (AIJSCC) meeting held by ASEAN
Secretary General and Indian Foreign Secretary. Another meeting was held to establish
ASEAN-India sectoral dialogue relations in March 1993 in New Delhi. At the first
AIISCC meeting, the rules of procedure and terms of reference to the ASEAN-India
Sectoral Cooperation Committee was adopted. This marks the formal establishment of
the AIJSCC, the body which will facilitate the ASEAN-India sectoral dialogue relations
in the areas of trade, investment, tourism, science and technology. India and ASEAN
have agreed to adopt the rules of procedure and terms of reference of the Joint Management
Committce for the ASEAN and India. After the establishment of ASEAN in 1967, the
cconomic and trade relations between India and ASEAN have grown rapidly and have
developed a healthy relationship.

The objectives of the paper arc to analyse FDI policies, its pattern and trends of
ASEAN countries and India; as also to explain the relationship between manufactures
exports and FDI and to explore the possibility of Joint Ventures between India and
ASEAN.

The paper is organised as follows: Section 2 provides a brief review of FDI policies of
India and ASEAN countries. Section 3 highlights the macro-economic performance of
India and ASEAN. India’s trade with ASEAN is given in Section 4. Section 5 explains the
trends and patterns of Foreign Direct Investment. Section 6 explains the relationship
between manufactures exports and FDI. Joint venture between India and ASEAN s
given in Section 7. Section 8 concludes the discussion.

2. FDI Policies in India and ASEAN Countries : A Brief Review

The ASEAN region has become one of the attractive investment locations in the
developing world and attracted a disproportionately large amount of FDI, particularly
during 1987-94 period.
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- FDI is not only a source of capital funds and forcign exchange, but also a dynamic
*ﬂdﬁcwnt vehicle to secure the much needed industrial technology. managenal expertise
" snd markcting knowledge and networks to improve on growth, cmployment, productivity
- nd export performance. _

Investors are primarily concerned with minimising risks and maximising after-tax
pnfls Investor participation often takes the form of production-sharing arrangements,
service contracts and technical assistance agreements. In the ASEAN countrics, the
production-sharing arrangement was the prevalent form of FDI participation in the o1l and
psl industry. The investing firm usually has strong ownership advantage over local firms
in the form of production know-how, finance, management resources and marketing
wechniques. With the exception of Singapore and Brunci, the other ASEAN countries
bave attracted sizeable FDI during their import substitution phascs from the carly 1960+
w the mid 1980s. However, market distortion reduced the benefits from FDI.

For investments oriented to the cxport market, important considerations for investors
are international competitiveness as determined by production and transaction costs.
accessibility to markets and supplics and stable exchange rates. The ownership advantage
of investing firms derives from their production and marketing know-how. The locational
sdvantage of the ASEAN host countries derives from the availability of industrial estate~
and export processing zones with well-developed infrastructure, abundant low-wage labout
and minimal rules and regulations. FDI in export manufacturing is in scarch of the mos:
attractive conditions and host countries have to compete aggressively to provide the physical
infrastructure, institutional support, human resources and labour and generous tax incentives
and to minimise ownership restrictions and other performance requirements. With changing
production technologies and management and organisation methods, abundant low-wagc
labour may not be sufficient nor necessary to attract export oriented FDI. As the Singaporc
experience shows, the availability of efficient physical infrastructure, informatios
technology and facility for basic research, testing and quality control increasingly attrac

FDL

The success of ASEAN countries in attracting FDI may be attributed to a combination
of factors that include political, social, economic stability, buoyant cconomics with capacity
growing domestic markets, favourable factor endowments, particularly natural resource

and labour supply.

Except for Singapore, the ASEAN countrics arc rich in natural resources. In particula:
oil and gas resources have attracted sizable FDI for their exploration and development

Investments targeted at the host market characterised the first wave of manufacturin
FDI in ASEAN in the 1960s and were in responsc to the widespread adoption of impo
substituting industries. Investments to produce manufactures for export became increasing!
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important in the 1980s, particularly liberalisation policies after 1985. Compared with
developing regions, the ASEAN countries have always maintained a favourable 4
towards FDI. However until recent years, there were wide diversities in policie
attitudes among them. Singapore welcomed FDI without any reservation at a time
the FDI role was debated in the developing countries. In the post 1985 period, the S
has revamped and modified their investment policies. As a result, there has ..
convergence of FDI policies with respect to both the level and range of inves
incentives offered and relaxation of performance requirements and other restrg
regulations.

Indonesia enacted the Foreign Investment Law in 1967 to promote and regulats
inflows. Its approach towards FDI remained cautious till 1990s. Falling oil and comn
prices in the mid 1980s; the heavy fiscal burden of non-performing state-owned en
and the demonstration effect of the successful export-oriented Asian NIEs caused a
in development strategy towards a more open economy, emphasis on developing ng
sectors, especially manufacturing and higher roles for the private sector and for
Indonesia has eliminated the 49 per cent limit on foreign share holdings in firms o
financial firms in September 1997. It allowed 100 per cent foreign ownership of n
financial firms including insurance companies. Under the new “Reformation Poli
Investment™ announced in 1998, retail and wholesale trading and palm oil sectors'
opened to foreign investment (UNCTAD, 1998). It has revised the list of mdustneq
activities fully or partially closed to foreign investment.

Malaysia introduced tax incentives to attract FDI into the nascent manufac_ i
sector in the late 1950s. The new economic policy in 1970s adopted equity participati
the corporate sector targeted at 30 per cent for bumiputras (local Malaysians), 40
cent for other Malaysians and 30 per cent for foréign investors. The New Developmy
Policy (NDP) in 1990 emphasises the role of private enterprises rather than governs
interventions to narrow the ethnic and social gap. Malaysia relaxed the limits of 30
cent equity holdings. Foreign equity holdings in the local licence basic telecommuni
compantes have been raised from 20 per cent to maximum of 49 per cent. It guam}}
up to 51 per cent foreign equity participation in existing insurance companies by cui‘;
holders. All new projects in manufacturing including for expansion and diversifi catwl}
hold 100 per cent equity and will not need to meet any export requirements (c.xcﬁ
specific exclusion list) (UNCTAD, 1998).

The Basic Investment Law of 1961 of the Philippines provided tax incentives f“ag
imports of machinery and spare parts for basic industries, followed by inccntivﬁ*
textiles, mining, etc. In 1970, the Export Incentive Act granted incentives to inves
in export-oriented industries. In 1981, the various legislations were considered m
Omnibus Investment Act. In an attempt to reverse the downward trend, the 1987 05
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wys Investment Code consolidated various investment laws and incentives schemes. This
135 followed by the 1991 Foreign Investment Act, which liberalised the rules and regulations
of foreign ownership. Amendments were made to the Investment House Act and the
finance Company Act. Under these amendments foreign equity participation has been
ncreased to 60 per cent for both investment houses and finance and leasing companies,
subject to reciprocity rights (UNCTAD, 1998).

Thailand’s basic legislative framework for foreign investment dates back to 1950s
1nd has remained virtually unchanged. After 1984, it adopted a flexible investment policy.
Foreign equity holdings were limited to no more than 49 per cent except for export-
sniented projects with at least 80 per cent export share located in Zone 3, where 100 per
cent foreign ownership was allowed. The Board of Investment relaxed this regulation in
1997 for companies with financial difficulties so that they could have foreign ownership of
more than $1 per cent on the condition that Thai shareholders of that company agree and
confirm their acceptance in writing of the change in ownership to the Board of Investment.
ltanrounced majority foreign ownership of existing promoted firms in certain industrial
wone if agreed by existing Thai shareholders. It also eliminated 3G per cent export
-equirement for exemption of import duties used in the manufacturing exports. Existing
sharcholding structure of foreign bank branches are guaranteed.

The incentives given by ASEAN countries ranged from tax holidays, accelerated
depreciation allowance, export incentives, import duty exemption, and concession and
‘ow-cost credit facilities to subsidised infrastructural facilities such as industrial estate.
100 per cent foreign equity is currently permitted in all ASEAN countries, although in
wme cases, these are conditional upon fulfilling certain performance requirements. .
Performance requirements are widely adopted by ASEAN countries and generally pertain
‘v the minimum level of investment, employment of local personnel, local sourcing of
‘nputs, level of exports and technology transfers. Among ASEAN countries, Singapore
nas the most efficient bureaucracy and the least restrictive rules and performance
requirements. All ASEAN countries have established investment boards or one-stop
nvestment centres to promote, coordinate, and monitor FDI, viz. the Indonesian Capital
Iavestment Coordinating Boards (BKPM), the Malaysian Industrial Development Authority
'"MIDA), the Board of Investment (BOI) in Philippines and Thailand and Singapore’s
i conomic Development Board (EDB). ASEAN countries established industrial estates
°d EPZs to create a favourable atmosphere for FDI.

Ihe benefits of FDI largely depend on the institutional and policy environment of host
ountries. Countries where trade, industrial and competition policy regimes result in a
““orted incentives structure, as is usually the case with import substitution and where
9 emment bureaucracies are incompetent and corrupt, foreign MNCs are more prone
0 inefficiency and rent seeking activities. In general, countries which pursue market-
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oriented and export-oriented policies have better experience with FDI. Countries which 4
impose highly restrictive performance requirements on equity ownership, localisationof |
personnel, local sourcing inputs and transfer of technology without parallel measure tg -
improve domestic supplies and human resource development will be unable to maximise
the benefits from FDI. A strong, incorrupt and efficient open trade policy that emphasises

efficiency and competitivencss contribute to inducing good corporate behaviour among
foreign firms.

Singapore’s pursuit of export-oriented industrialisation and its small domestic market
ensures that FDI is both export-oriented and efficient. Singapore has no performance
requirements on recruitment of local personnel. Instead, it actively encourages foreign
MNCs to provide manpower training at all levels to supplement and complement
government efforts in providing education and training for industry through the rapd
expansion of science, technology, computer and business-based education in universities
and polytechnics and technical and vocational education and training under the Vocational
and Industrial Training Board and the Economic Development Board. The incentives for
employers to provide training, both in-house training and external programmes includes
subsidies from the Skills Development Fund established through an employment levy
introduced in 1979.

Foreign investors contribute to the transfer of technology in three possible ways, viz.
the introduction of new technology, the transfer of know-how to their local employees and
the diffusion of know-how to local enterprises via backward and forward linkages.

Singapore imposcs no rules and regulations on technology transfer by FDI. Forcign
investors are frce to choose, with few exemptions, the type of industries and products
they wish to produce, although only those considered crucial to Singapore’s development
are cligible for fiscal incentives.

ASEAN Frece ‘Trade Arca cntails the removal of barriers to intra-ASEAN trade
manufactures, including capital goods and process of agricultural products, but excluding
agricultural products and services. The mechanism to achieve this is the Common Effective
Preferential Tanff (CEPT) which came into effect on 1 January 1993 and would lcad to
tanfT hiberalisation over next 15 years.

Forcign Investment Board of India was created in 1968 to deal with all cases involving
{oreign investment up to 40 per cent foreign equity. Those with more than 40 per cemt
foreign ownership were to be screened by a cabinet commitiee.

In India a new Industrial Policy was adopted in 1991 where FDI was made less
restrictive and regulated. In 34 high prionty industrics FDI up to 51 per cent foreign equity
1s approved automatically if certain norms are satisfied. FDI proposals do not nccessarnly
have to be accompanied by technology transfer agreements. Trading companies engaged
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le.nly in export activities are allowed up to 51per cent forcign equity. In energy scctors.
am;xr cent foreign equity was permitted in the power generation. International companies
‘wercallowed to cxplore non-associated natural gas and develop gas fields including laymg
mmpchncs and setting up liquified petrolcum gas projects. A new package for 100 per
mexport-orlcntcd projects and companics in export processing zones was announced.

© AForeign Investment Promotion Board (FIPB) authoriscd to provide a single-window
cearance has been set up in the Prime Minister’s Office to mvite and facilitate investment
m India by international companies. The existing companices are also allowed to raise
forcign cquity levels to 51 per cent for proposed expansions in priority industries. The usc
of forcign brand names for goods manufactured by domestic industry which was restricted
has also been liberalised. India became a signatory to the convention of the Multilateral
Investment Guarantee Agency (MIGA) for protection of foreign investments. Foreign
Exchange Management Act of 1999 (FEMA) replaced FERA in 1993, However, the
Prevention of Money Laundering Bill has been under revision to a pancl of the Rajya
Sabha. The Bill aims to check the laundering of carnings from crime or other illegal acts.
besides enabling the Government to confiscate related property gains of the guilty.

3. Macro-Economic Performance of India and ASEAN

Macro-cconomic parameters of India and ASEAN are given in Table 1 through Table 7.
Both India and ASEAN countrics have shown significant economic growth during 1980,
and 1990s except some countries like Laos, Myanmar and Philippines especially m 1980
Money supply growth has increased during the first halfof 1990s and has fallen during the
sccond half in ail the countries except Thailand and Vietnam where it was continuously
falling in 1990s. In the casc of Singapore, money supply growth remaned more or fess
stable during second half of 1990s. There was an increasing trend of Gross Domestic
Investment (GDI as a % of GDP) and Gross Domestic Saving (GDS as a %o ot GDP) tor
all countries during 1990s. Current account defients as a per centof GDP have mereased
n most of the ASEAN countries during 1991-96 and fallen m 1997 and 1998 Singapore
enjoys current account surplus. Between the period 1991-95 ASEAN countries have
shown significant export growth rates of 20-70 per cent. However, they have fuller
drastically since 1996 due to the financial enisis that crupted in the region,

4. India’s Trade with ASEAN

India’s trade with ASEAN has been mmproving sinee 1970-7 1 India’s share ot expor
to ASEAN has increased from 4.4 per cent in 1990 10 9.9 per centin 1996 whereas the
share in imports has increased from 0.8 per cent to 10,3 per cent during the siamie perios
(Table 8). India’s export was highest to Singapore (22.7%0) followed by Philippines (21870
Indonesia (17.9%), Thatland (16.7"«) and Malavsia (16.2%6) 1990 (Table 9y, With regare
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to imports to India, Singapore tops the list with a share of 43.1 per cent followced by
Malaysia (29.7%), Indonesia (10.5%) and Thailand (6.4%) during the same period. The
mam exports o ASEAN countries are: Agriculture and Allied Products (28.5%), Chemicals
and Related Products (15.8%), Engineering Goods (24.4%), Texules (7.3%) and
Readymade Garments (2.6%). The exports of manufactured goods to ASEAN constituted
06 per cent of the exports in 1998, The major imports from ASEAN are: Food and Related
ltems (27.7%), Raw Materials and Intermediates (29.0%) and Manufactured Goods (22%)

India’s balance of trade with ASEAN showed deficits in 1995 and 1996. India had
trade surplus with Indonesia, Philippines, Thailand and Vietnam and trade deficits with the
rest of the countries in 1996,

5. Foreign Direct Investment: Trends and Patterns

The ASEAN countries have enjoyed a robust ecconomic growth since 1975 (Table 1)
igh Torcign direet investment (FDI) has contributed to high levels of investment and
cmplovment generation, rising productivity and skill development and sharply improved
export performance. The ASEAN cconomies have acted as a magnet to attract further
mward mvestment flows. FDIacts as both cause and effect in economic growth and facilitates
ceonomic upgrading. From 1987-1996, the ASEAN region has become one of the most
attractive mvestment regons in the developing world and attracted large amount of FDI

The FDI flows in the world have increased by leaps and bounds. FDI flows in the
developimg countries touched an unprecedented $120 bnan 1997, The ten largest recipients
have recerved more than two-thirds of total inflows, while the smallest 100 received only
I per cent. The FFDI share of the ten largest developing countries has increased from 69
per cent ol annual average FFDI flows to these countries in 1990-91 to 76 per cent in 1995.
96, Asapereentage of GDPFDEinflows ranged from 25 per cent inthe case of Singapore

v bt centan thee e ab Tl lared

In ASEAN countries. the role of foreign direet investment (FDI) has been increasing
over the years, The ratio of FDILin gross fixed capital formation increased from 1980s 1o
the carly 19905 in the casce of Indonesia, Malaysia and Singapore. In the case of Singapore
and Malaysia the FDI ratios were found to be more than 20 per cent. The share of gross
fixed capital formation to gross domestic product showed an inercasing trend over the
vears in the case of India, Indonesia, Malaysia, and Tharland. International trade has been
more and more mvestment driven in recent years. The foreign divect investment promoted
exports of manufactured goods and there was larger inflow of foreign dircet investment
i trade and commercee.

Table 10 depicts the foreign direct investment in India and ASEAN countries. Singapore
has the highest FDI flow during 1990-97. In 1997, the FDI for Singapore was USS10
billion. which showed that Singapore was considered to be one of the developed nations
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among the ASEAN in terms of per capita FDIL Indonesia™s FDI flow ull the carly 1990
was somewhat lower but thereafter 1t has mcereased sigmbicantly.

The toreign durect investment 1s very small m India when compared to countries hike
China and ASEAN countries. In 1995-96. India received only $2 nllion compared 1o 838
mllion m China and $20 billion in ASEAN countries. In India the FDmflows have increised
from $574 million in 1993 to $3.264 million in 1997, The portfoho investment has tallen
from 53,649 million to $2,2 14 milhon dirmg the same pertod. Ten mamnanvestors in hudia
are USA (41.5%), UK (92.5%). South Korea (7.6"). Mauritius (7% NRT (7700 and
lapan (0.4%).

In India, over 6O per cent of total I'DI has been in the prionity sector and only f per
centin consumer, goods sector. The infrastructural sector alone accounted for 48 per cent
of total FDI proposal during 1996, Another 18 per cent are in the arcas o mmerals and
metals, capital goods and machinery, and equipment, electrical equipment. chenneals and
terihisers. Laght per cent of the FDI are in sectors which have export orentation and
which can benefit from the market and technology himkages ol a foreign ne-up. These
melude tourism, textiles, computer software. shoes and leather garments. Consultancy
and other services including technical, management and marketing services, Tmancta!

services constitute 7 per cent of the total FDI proposal.

The patterns of cquity control envisaged by investors throw hight on the strategee
mterest. 1t1s observed that 60 per centin number were tor equity holdimg of less than >
et cent, only 13 per cent ol proposed imvestments were for wholly owned subsidhanes I
ather words, 87 per cent by number of investment were erther nunority holding orenvisaced
alocal partner/local equity holding.

LR

The evidence of nuiporty contral s relatmvely havhoan the comanfaney aogd wosa ey,
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In Indonesia, the largest FDT coneentration s as i imanmu e T w it sfuane o
acr cent followed by services (15.1%), mining (8.5%) and agriculture, forestry and hishery
(45" in 1996, Within the manufacturing sector. the Jargest concentration ol FDE s m
chemcals. followed by basic metals, metal goods, pulp and paperand textiles durmg the
same period.

In Philippines, manufacturing sector accounts for 49 per cent tollowed by ninimy
125 9%, banking and finance (12.1%), commerce (5.3%) and services (1.2%0 ) 199G
Within the manufacturing the mvestments were mamty m chemucals, foods, busic metal

sroducts, transport equipments and textiles.

in Thailand, more than one-third of FDEwas i manufacturmg, which was concentrated
ntextiles. electronies and electrical products, chenueals. machinery and triansport equipment
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In Malaysia, FDI concentration is in basic metal products and components, non
metalhic mineral products, chemicals, and fabricated metal products,

In Singapore, the manufacturing accounts for 42.2 per cent followed by financial as:
husiness services (40.8%) and commeree (11.6%) m 1996, Within manufactuning, the
major investments were in clectronic products and components. machimery and transpee
cquipment. Most inflow of FDI into ASEAN was traditionally from the North Amerta
Western Lurope more specifically USA, UK, Germany, the Netherfands, France. Jape-
has emerged as a major investor since 1970s and the Asian NIEs as a major mvestor =
the post-1989 period. USA, European Community and Japan werce the top three feading
mvestors in ASEAN., Intra-ASEAN investiment accounts tor only a small share (3%
ASEAN's total inflow of FDI. However, Intra-ASEAN trade represents more than S
per eent of their total trade.

0. Manufactured Exports and Foreign Direct Investment

The ASEAN countrics are highly dependent on exports. The export-GDP ratios varicd
between 30 per cent to 15 per cent in 1996. Manufactures exports constituted 70-90 pee
cent of otal exports for all countries except Indonesia in which case the manulacture.
exports were 51 per centin 1996, Itis expeeted that the FDEwould promote manufacture.
exports. An attempt has been made here to test this hypothesis by a simple regress
model given by :

MX = B 3, TX 4B EDLY BGDP fu
Where MX = Manufactures exports
1. Total exports
DE - - Foreign Direct Investment
aGbp -~ Giross Domestic Product
u = crror term.

The model is estimated by OLS for the period 1981-1996. The results of the modelare
given in Table 11, It can be seen from the table that FDI s highly significant for Indi
Singapore and Thailand to explain its influence on manufactures exports. However, there
was no significant influence of FDI on manufactures exports for Indonesia and Malayws
The plausible explanation for this may be that manufactures exports depend on man
other factors such as technological capability of the country, the existing status of the
manufacturing sector, infrastructure, cte.

7. Joint Ventures

In the recent cconomic reforms, India has generated interest o increase foregn
direet mvestment (FDI) which has increased from US$100 million in 1991 to USS3 3
llioan 1997,
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The Singapore based consultancy firnn, Emst and Young inoits Busmess Opporaen
Report has reccommended India as worth considering by Simgapore based compames and
other parties for mvestment. ‘The Report cited low operational costs, an establhished Tegal
swstem, a developed industry, profutabihity, avalabnhity of quahificd protessionais
mirastructure. and tax mcentives as reasons for favouring settimg up ot industries i Indu
The Report identified agro-based mdustries, dawy, poultry, and fisheries as growmg sectons

an India.

Some Indian companies showed interest to set up jont ventures i India i arcas such
as shoe uppers., shoces, sports-shoes, readymade garments, and toys in collaboration witl
ASEAN countries who have strong market connections in Burope and USA L The
establishment and growth of private sector joint ventures among the member countries o
2 regon” would also serve as an indicator of the growing complementarity m the skl
avatlable i the region.

The joint ventures were studied under following heads:
(1) Pattern ol imports
() Pattern of exports

Indic 'y major imports from ASEAN

(1) Indonesia: Metalliferrous ores and scrap. paper. paper board and non-mineral-

manulactures
) Malaysia: Fixed vegetable oils and tatand non-ferrous metals
(m) Phulippies: Metalhiferrous ores and scrap. non-metal muneral manuolactues
(1v) Simgapore: Fixed vegetable oils & fat and metalhiferrous ores and serap
(v) Tharland: Vegetables and fruits, and textile fibres and wastes.
India's major exports to ASEAN
[t has been found that countries of ASEAN have become mmportant markets to:
India. India’s major exports to ASEAN are:
(1) Indonesia: Road vehieles, and texnle fibres and waste.
(n) Malaysia: Power generating equipment, road vehieles, texnles and varn, tabrie-
cte. and feedmg stul? for anmmals,
(m) E’hllip;ﬁnm: FFeeding studt for animials
(v) Singapore: Non-metal manufactures, ete.. feedimg statl tor animals, wextles varr
fabrics cte. and road vehieles.

(v) Thailand: Feedmg stufl for ammmals, textile fibres and metal manutiaciures,
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Out of the total Indian joint ventures i products around the globe, 42 per cent were
located m ASEAN in 1996. In terms of equity participation. nearly 55 per cent ol the tow!
cquity of all the Indian joint ventures were held moindustral ventures in ASEAN Indies
jomt ventures m ASEAN have covered a vast range ol products mvolving low level v
technology to high tech ventures. These include engineermg and electrical industries. o
relining units, textiles and related products, chemicals and pharmaceuticals and compuiter
and software industries. In addition to the industrial joint ventures, Indian entreprenes:s
from the private scctor have also set up jomnt ventures in services in the countries o
ASEAN region includimg construction, consultancy, leasing and trading. The governmes:
has allowed Indian entreprencurs to set up joint ventures abroad mainly as an eypos
promotion/foreign exchange generating proposition,

The joint ventures generate trade (exports) from India by one-time export of capita!
goods (machinery) and occasional [Tow of exports of some of the required raw matenals
spares and components. In addition, they generate royaltics and dividends on a regular
basis [rom the successful joint ventures.

Indian joint ventures in ASEAN have shown nuxed results. Many of the Indian jomnt
ventures have survived and grown, others are struggling to be profitable while some others
have failed and closed down. The main cause for unsatisfactory performance ol these jmnt
ventures is. working under more open and competitive environments in ASEAN,

India 15 nichly endowed with resources like won ore and coal. Whereas i ASFAN,
Nalaysis richly endowed with rubber, inand palm oil. Technology is also well developed
in Indha. Technically competent professtonal manpower also exists in India as wellasv
ASEAN countries. On the demand side, ASEAN cconomies have demonstrated the
potential as fast as growing markets with rising per capita income and levet ofinternational

trade.

A hst ol trade generating joint ventures between India-ASEAN in production as well
as jomt marketing at regional levelis given below:
(1) Resource-Based Industries

(1) Vegetable oils and products, (11) Rubber, (111) Pulp and paper and newsprint, (iv)
Wood products, (v) Tin, (vi) Tron ore and pellets, (vir) Fruits and vegelables, fresh and
processed. (vin) Fisheries, (ix) Cement, and (x) IFerthisers.

(h) Capital Goods

lurnkey Projects including Joint Bidding:

(1) Power equipment for gencration and distribution including mini microhydel sets,
ete.. (1) Fleetrical machinery. (in) Integrated textile mulls, (iv) Mini steel plants, (v) Sugar
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ells, (v 1) Road vehieles, trueks and buses and two three wheelers (vin Stapbalding por
developmentamports development, and (vin) Ol exploration cquipment.

te) Intermediary Products

() Seleeted chenueals including dye stufts, (1) Bulk drugs and selected pharmaceutical-
espectally onented medieines and perfumes, () Agro-chemicals, pesticides, s eedicndes

vy Ravon activated carbon, and (v) Blectronie components.

td) Constimer Goody

(1 Radio. television and video cassette recorders, ete () Handweralts meludme
aroducts of ancient tolklore package of modern condinons and tn) Cinenatic Bl and

casseltes of cultural shows, ete.

fe) Services

(1) Bank for funding regronal investment projects, (n) Diata bank for rade and imvesumen
opportumties, () Tourtsm, (1v) Regronal centre for transter of science and technolos:
including applications for agrniculture, hortienlture, ammal hugbandry. rural deselopmen
and mdustrial development, (v) Teehmieal and management education, (v Manazemen
contracts, (vin) Regronally manned consultaney services, (v Sotware development. i
iy Eaploymient exchange programmes for skills mtensive professional expertsane

i) Telecommumieation,

11 can be concluded that the jomt venture mandy depends on the cost bene it anal- -
ASEAN countries. particularly Smgapore, Malavsicand Fhanland are tormmg o nds Sonrh

Astan countries especrally Indi for explonag possiilities ol exports and jomt ventures

8. Conclusion

India is a sectoral dialogue partner of ASEAN and s actively cooperating i the ares
of trade. investment, tourtsm and technology, The economie and trade relations beiw e
India and ASEAN have grown rapidly since late 19705 ASEAN countries enjoved hiyt
cconomic growth during the last two decades. Thgh forcign directimvestment b D ha
contributed to high level of investment and employiment generation. nisig produactivts ar

Gill development and sharply improved export performance.

Flow of FDIs not very high i India as compared to Chinaand ASTAN Tn Tdi e
per cent of the total FDThave been i the priority sectorand only 6 percent m consin,
eoods seetor. In ASEAN countries, DI has been mereasing i farge scale durmy 1o
46. The ratio of FDIin gross (ixed capital tormation s as mgh as 20 per cent 1D
promoted exports of manufactured goods and there s lurge intlow ot toreren Jires

mvestment m trade and commerce. The exports ol manutactured products were ai-
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governed by other factors such as technological capability of the country, existing
of the manufacturing sector, the type of sectors where FDI flows, etc. Joint
between India and ASEAN have gone up during the last decade. Out of the total
Joint ventures in production around the globe, 42 per cent were located in ASEAN
1996. In terms of equity participation, nearly 55 per cent of the total equity of all Indug
Joint ventures were held in industrial ventures in ASEAN. In addition to the industrial jouf’
ventures, Indian entrepreneurs from the private sector have also set up joint ventures i
scrvices in the ASEAN region including construction, consultancy, leasing and uﬁq
The Government of India is promoting joint ventures in exports and for foreign cxchange
gencration. India can improve its economic relations with ASEAN through FDI and joug
ventures,




INDIA-ASEAN INVESTMENT FLOWS

a4
TARLE |
GROWTH RATES OF INDIA AND ASEAN COUNTRIES
- N
. 1981-90 199] 1992 1993 1994 juus 1944, 1997 IS
5.6 0.8 5.1 6.2 1.2 7.1 0.8 70 T
- 10 7.0 4.1 4.0 7.6 6.0 0. T
58 8.9 1.2 7.3 7.5 8.2 7.8 K. Pl
- 14 7.1 5.2 5.0 7 0.9 7.2 T4
5.2 8.7 80 9.0 y1 10,1 8.8 ~B5. Ao
0.1 06 9.7 5.9 .8 7.7 6.0 NA WA
Pbppincs 10 06 03 21 44 48 S5 60 o-
.- g0 7.3 7.3 6.2 1004 1.5 K5 7.4 7.3 T
Poaslend 79 85 81 83 89 KT 67 61 o
Viewun 81 6.0 86 B 8.8 95 95 ys oy
Sowce: ADB, Asian Development Outlook, 199798,
TARLE 2
GROWTH RATE OF M-2 IN INDIA AND ASEAN
 Comntrics 1991 1992 1993 1994 1995 1996 1997 oo
da 19.3 15.7 18.4 222 132 165 160 loo
Cambodia 28.0 24.0 344 RE ] 443 330 200 2o
Indonesia 17.0 20.2 22.0 20.2 27.0 260 240 A
Laos 15.7 49.0 64.6 19 64 202 145 14
Malaysia 14.5 19.1 221 14T 240 2300 22
Myanmar 66.0 356 268 339 215 NA  ONA N1
- Mulippines 15.7 11.0 24.6 268 252 220 200 Mo
* Sangaporc 12.4 8.9 8.5 14.4 85 107 106 iu:
Thailand 19.8 15.0 18.4 12.9 170 136 140 14
© Viemam 78.8 337 19.0 278 226 223 20 22
Source: ADD.
: TABRLL 3
'CPIINFLATION RATE (PER CENT)
Countries 1981-90 1991 1992 1993 1994 1995 1996 I‘JfJ? __]_'i'r
India B8 135 9.6 15 81 12.2 89 K4 A
Cambodia = 1970 750 1143 -01.5 7.8 1.0 5.0 .
Indonesia 85 0.4 7.6 9.6 8.5 2.4 749 75 >
Laos - 13.4 9.8 6.3 6.7 19.4 14.0 80
Malaysia 32 44 4.7 EX( 37 14 s 17
Myanmar 18 323 219 318 24 252 225 NA N
FhiIippincs 134 18.7 8.9 T6 RY] 8.1 8.4 70
Singapore 22 34 23 23 3 17 14 27
Thailand 4.4 5.7 4.1 3.4 5.1 58 59 50
Vietnam 182.7 818 3706 8.d 14.4 12.7 6.0 70

Source. ADB.
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TABLE 4

GROSS DOMESTIC INVESTMENT AS A PER CENT OF GNP

Countrnies 1981-90 1991 1992 1993 1994 1995 1996 1997 199
I 228 231 244 214 244 267 288 M5 My
Cuambodia - G4 98 179 194 213 198 198 M
Indonesia 0.4 335 339 345 337 348 377 392 e
Malaysia 324 393 3701 398 425 454 451 456 45%
Myanmar 154 153 136 120 1201 130 NA NA N\A
Philippines 224 199 208 236 235 21.0 239 255 ¢
Singapore 41.8 342 353 380 323 330 348 3R oW
Thailand 311 434 408 413 42.0 442 438 441 a4
Vicinm - 156 183 260 260 275 300 MO Wy
Souwrce: ADB.
TABLE S
GROSS DOMESTIC SAVING AS A PER CENT OF GNP
Countries 1981-90 1991 1992 1993 1994 1995 1996 1997 199
India 214 22.4 22.8 22.0 25.4 285 271 277
Cambodia - 8.4 6.7 5.3 39 5.7 5.7 6.8 £
Indonesia 38 304 3213 328 319 14 337 3852 wT
Malavsia 29.1 299 4.1 153 355 364 88 412 4w
Myanmar 1.4 139 12.8 10.9 11.0 121 - -
Philippines . 18.2 19.4 18.1 19.0 19.0 205 21.0 e
Sinpapore 424 458 46.5 459 492 499 497 513 s
Thaland 26.2 354 345 42 352 350 353 350 o
Victnam 6.7 109 11.2 16.0 17.4 18.0 19.6 h?
Semire s ADT,
TABLE 6
CURRENT ACCOUNT DEFICITS AS A PER CENT OF GNP
Countries 1991 1992 1993 1994 1995 1996 1997 190n
Inda (1.7 1.5 -0.6 -1.1 -1.8 -1.7 -1.8 21
Cambodia -1.5 -2.5 -12.6 -15.5 -15.6 -14.1 -13.0 -127
Indonesia -5 -2 -1.4 -1.6 36 -4.1 -4.0 -1
Laos -10.8 -8.8 1.0 -14.3 -11.3 -16.7 -15.8 151
Malaysia 9.2 -3.9 -4.6 0.0 -9.0 -0.3 -4.7 42
Myanmar -1.2 -0.7 0.5 -0.5 0.4 NA NA NA
Phitippines -2.2 -1.8 -5.5 -4.5 -3.3 -4.1 -4.5 44
Singapore 1.2 11.1 7.3 159 17.6 15.3 12.6 121
Thaland -7.8 -5.8 -5.2 -5.8 -8.1 -8.1 -7.3 -14
Victnam -2.8 -(1.8 -1.8 -B.5 -10.2 -12.2 -11.4 -0}

Sonree: ADB.
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TABLE?
ANNUAL GROWTH OF EXPORTS IN DOLEAR TERMS ('ER CENT

Countries 1991 1942 19493 P94 1995 19 1':'1'; T
iy -1.1 13 22 |54 Ny IRRY w2 Tu
Cambodia 1477 24.5 7.2 727 % B B O B B ~
ndoncsia s 4.0 8.1 U 131 KR s N
Laos 227 73 1.4 RAR 154 8 a1 -
Malaysia T 174 181 1od 231 254 410 7Y fa
\fyanmar i BV ir2 178 164 250 g A Y
Phalippines 8.0 1.1 15,8 I8 5 204 175 22 24
Smgapore 121 8.5 i1 7.0 AT 215 67 S0 e
Thailand ' 238 137 134 222 247 0 13 .
Victnam : . 180 212 RIHRO) 15§ 28.2 d 20 I
Source: ADB.
TABLE S
INDIA'S TRADE WITH ASEAN AND WORLD
N 1% anllee
Year ASEAN World Percentage ol .
o ASEAN

Exports [mports  BOT Exports  Tmports BOT Faports  Tmpes
1990 754 1,623 -koY 17813 23900 6177 44 ‘
1991 1,014 938 76 F7.872 19500 -1 637 A7
1992 ) 1,222 1.542 =320 15 498 232327 4724 [FXR
1991 1,561 1.132 424 20,258 21482 124 T -
1194 ' 1,779 1,761 I8 240195 250981 <1780 74
1995 SRR V| 2485 -114 MLSAT O MASe i TN
1996 3403 4030 ST 14,407 400U SN Yy i

Sonrce: IME, Direction of Trade, 1997,



TABLE @
INDEA'S TRADE WITH ASEAN COUNTRIES
(S million)
Brune Cambodia Indanesia Malaysia Myanmar Philippines Singapore Thailand Viemam Total
Exports to

1990 92 126 1 21 ins- 201 8 754
{12.2) (16.7) (- (2.8) (40.5) (26.7) (an (100.0)
1991 145 203 4 64 386 199 13 1,014
(14.3) 120.0) (04) (6.3) (38.1) {19.6) .3 (100.0)
1992 143 222 4 77 s15 242 19 1,222
(1.7 (18.2) (03) (6.3) (42,0 (19.8) i1.6) (100.0)
1993 200 232 14 48 727 318 22 1,561
(12.%) (149) (0.9) 3.0 (40.6) (20.4) (1.3 (100.0)
1994 | 10 =) 253 250 24 %5 738 374 413 1,779
(14.3) (141 (.3 (5.3) (41.5) 2en) 24)  (100.0)
1995 5 2(-) S04 355 21 122 807 461 97 2.371
(0.2) (21.1) (15.0) (0.9) (3. (34.0) (19.5) i4.2) (100.0)
1996 7 2(-) 610 582 27 741 770 570 124 3.403
0.2y (17.9) (16.2} (0.8) (21.8) (22.7) (16.7) (3.7) (100.0y

Imports from
19990 173 546 90 4 689 62 59 1,623
{10.7) (33.0) (5.5 (0.2) (42.5) (3.8) 37 (100.0)
1991 67 191 51 31 LIN} 49 kH 938
(7.1) (41.7) (5.4) (33) (33.2) (5.2) {4.1) (100.0)
1992 3 73 534 104 13 689 67 59 1,542
(0.2) 47) {34.6) 6.7 (0.8) (44.7) (4.4) (3.9 (100.0)
1993 2 83 227 117 i 593 54 44 1132
(0.1 (78 (20.1) (10.3) (0.6) {32.4) (4.8) (1.9) {100.0)
1994 283 432 120 10 720 146 50 1.701
(l6.1) 124°5) (6.8) (0.6) (40 9) (8.3) 2.8) (100 .0)
1995 29 354 770 160 15 9060 146 15 2.4NS
(L) (15 5) (31.0) 16.4) (061 (33 9) (59 061 (00 0)
1996 33 411 1,228 182 196 1,785 2od (R 4.1
(GRS} 119 £) (297 44 4 EENT] ind) 42.l_l___‘|_:’_-"-2:

Nore Fagures m paranthesi andicate percentage &
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TABLE 10
FDEINFLOWS BY HOST COUNTRY - 1986-97
(S mn
Commtrics 98691 1992 1993 1994 T S T
i"ﬂnﬁntliil u\'crngc] L L
e . - 4 14 0 7 9
() (-) (-1 (-} () LM
Cambodia . - 33 54 o9 151 2494 2un
(0.3) (1.3) (0.4) (07) (11) fur s
adoncsia 74.6 1777 2,004 2,104 4. 148 AN APRA
(9.4) (14.7) (12.9) (11.3) (193 (231 (2
Laos 3 8 30 59 95 fon
(-) (=) (1.2) (0 (0.4) (] (T
Malaysia 1,605 SI83 5,006 4,342 4,132 1672 e,
{20.3) {42.8) (32.3) (23.2) (18.3) (174 i1
Myanmar 68 171 149 91 15 ({0 .
(0.9) (1.4} (1.0} (0.5) (0.5) (4 (o
Mibhippines 50] 228 1,238 1,591 1,459 1.520 2
. (6.3) (1.9) (80) (8.5) (6.5) (57 {4
Sngapore 1,592 2,204 4,680 8368 82100 440 IR
(45.4) (18.2) (30.2) (44 %) (36 5) (s (39
Thailand 1,325 2114 1,804 1,122 2,002 2.268 3w
(16.8) (17.5) (11.0) i7.1) (&0 I8 3 g
\setmam 68 385 523% 742 2,000 2,156 IM
(10.9) (32 {3.4) (4.13) (80 EXi] 1
ASEAN ' 7.908 12107 15.508 18,699 22509 RN E 258
(100.0) { 1Oy {1on oy (10 0y { Oy {10 1) RIGK
Indta 177 233 574 Y7l 96 1AR2 i
Sote  Figures in paranthesis indicate pereentages
Sewrce. UNCTAD, World Investment Report, 1998
TARLE 1]
THE MODEL RESULTS
Country Constant Ih, i, i, ---—-i-{- o l:t“-'. o _t. “i"l
India ’ 3128 0.63* 543 150,12 93 1 IS TR S
(0.48) (7.32) {(251) (1,500}
Indonesia 8515.3 0.13* 125 4363y Kl 7% 141 1
(2.73) (2.58) {1.53) (631
Malaysia 4312.7 1.15% .12 A1 71 92 891628 e
. (4.34) (13.25) (057) (8.12)
Thaland 31432 0.67* 1.32¢ 143632 08 92 78141
(3.12) (8.12) (3 15) (432}
Singapore -078.3 0.75¢ 142 -01.35 98 9% 6203
{0.51) (5.33) {3.68) (0.97)

Note: Figures in brackets arc t-ranios.
* indicates siznificant at 5% level
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