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GROWTH TRIANGLES IN ASEAN

Lee Tsao Yuan*

INTRODUCTION

The Association of Southeast Asian Nations (ASEAN) is one

of the most economically dynamic regions in the world today.

Indonesia, Malaysia, and Thailand in particular have been achiev-

ing record growth rates in the last four to five years, largely as a

result of deregulation, export orientation, and foreign investment

inflows. More recently, intercountry institutional arrangements

which will only accelerate the growth process have also been

established. One of these arrangements, agreed upon at the

ASEAN Summit meeting in Singapore in January 1992, is the

commitment to establish an ASEAN Free Trade Area (AFTA) within

fifteen years_ The other arrangement is the formation of sub-

regional economic zones, more commonly known in ASEAN as

"growth triangles."

These fresh, new initiatives towards enhancing intra-ASEAN

trade and investment reflect the increasingly open, market-oriented

philosophy of the ASEAN member-states. They also constitute

tangible steps in approaching the goal of the ASEAN Founding

Fathers to foster resource pooling and market sharing in the

region. Of course, these steps toward greater economic integra-

tion have important positive implications for foreign investors, as

these initiatives render ASEAN as a region rather than just a

* Lee Tsao Yuan is the Deputy Director, Institute of Policy Studies.
The views expressed in this paper are entirely those of the author.



series of nations—a more attractive market and production base,

In short, the "whole is greater than the sum of the parts."

Coined by the then Singapore First Deputy Prime Minister

Goh Chok Tong in December 1989, the phrase "triangle of growth"

was used to refer to the cooperation to utilize the economic

complementarity which exists between Singapore, Batam Island,

and the Malaysian state of Johor,' On the Indonesian side, there

was a subsequent extension to other islands in Riau pro-

vince—Bintan, Bulan, Galang, Karimun, Rempang, and Sing-

kep—so that one popular name for this subregional economic

zone is the Johor-Singapore-Riau (JSR) Growth Triangle, or the

Southern Growth Triangle (Figure 1). Other such subregional

economic zones in ASEAN that have been mooted include: the

"Northern Growth Triangle" comprising the northern states of

Malaysia (including the island of Penang), northern Sumatra

(including Medan), and southern Thailand; and Davao in the

Philippines, Manado in the Sulawesi island of Indonesia, and

Sandakan in Sabah, East Malaysia. So far, the JSR Growth

Triangle, being the first in operation, has made the most substan-

tial progress; thus, the remainder of this paper will focus on this

particular growth triangle.

The JSR Growth Triangle offers exciting investment opportu-

nities for both multinational (MNCs) and ASEAN companies alike.

As will be discussed later, political commitment to facilitate cross-

border investments exist at the highest level in all three countries.

' Straits Times , December 21, 1989.
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In addition to the investment incentives offered in the three

countries, trade between Batam-Singapore and Johor-Singapore

is also facilitated by the bonded warehouse status of Batam Island,

and similar arrangements for specific areas and companies on the

Johor side. Communication is also easy, because of geographical

proximity as well as the existence of road and telecommunication

links. In other words, key ingredients for success are present in

the JSR Growth Triangle. From an interview base comprising 13

MNCs, 12 local companies, business associations, as well as

personal research, a list of essential factors for the successful

operation of such subregional economic zones has been compiled

and is reviewed in the present study.2

KEY FACTORS IN THE SUCCESS

OF THE JSR GROWTH TRIANGLE

In October 1989, the development of Batam Island was first

discussed at a meeting between President Suharto of Indonesia

and then Prime Minister of Singapore, Lee Kuan Yew. 3 Following

this discussion, the Indonesian Cabinet decided to relax the rules

governing foreign investment on Batam. Unlike for the rest of

Indonesia at the time, 100-percent foreign ownership was to be

2Some of these interviews were conducted for an earlier paper
(Kumar and Lee, in Tsao Yuan Lee, ed., Growth Triangle: The
Johor-Singapore-Riau Experience , Singapore: Institute of South-
east Asian Studies, 1991); others are part of on-going research.

'Straits Times, October 7, 1990.
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allowed for the first five years, after which there need only be a

divestment of 5 percent to Indonesians for firms which produced

solely for export. Private sector companies were also allowed to

develop infrastructure. These two major policy changes were

instrumental in the subsequent development of Batam, which had

already been designated a duty-free zone. In June 1990, during

a visit by President Suharto. to Malaysia, both the Prime Minister

of Malaysia, Dr. Mahathir, and President Suharto endorsed the

concept of the JSR Growth Triangle and agreed that the three

parties should work together in what was a mutually beneficial

project." In August 1990, two landmark bilateral agreements

between Indonesia and Singapore were signed at a ceremony

officiated by President Suharto and Prime Minister Lee Kuan Yew.

One agreement provided the framework for the joint development

of Riau province, while the other was an investment guarantee

agreement designed to increase investor confidence. A subse-

quent agreement on the joint development by Indonesia and

Singapore of water resources in Riau was signed in June 1991,

under which Singapore is guaranteed water for at least fifty

years. 5 This political commitment to the Growth Triangle at the

highest levels is a key factor behind its success. In addition, other

factors have contributed to the success of the JSR Growth

Triangle.

'Straits Times , June 5, 1990.

5Straits Times , June 28 and 29, 1991.
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Economic Complementarily

Like the Hong Kong-Guangdong subregional economic

zone, the JSR Growth Triangle is successful because it combines

two geographically proximate areas which have disparate factor

endowments, and in so doing, taps the latent synergies which can

be gained from such cooperation." Singapore, after two-and-a-

half decades of rapid economic growth, now has a per capita

income of about US$14,000, relatively high labor costs, and a tight

labor market. In fact, the domestic labor force must be supple-

mented by foreign workers, the increasing numbers of which could

become a potential social and political issue. In spite of the inflow

of foreign workers, many companies have, however, been facing

problems of labor shortage and high labor turnover, particularly of

unskilled workers. Property prices have also been on the increase

in Singapore due to a scarcity of land. On the other hand, there

is an ample supply of both labor and land in two neighboring

areas the state of Johor in the north, and the Riau islands,

particularly Batam and Bintan, in the south. The redistribution of

some of the labor-intensive processes from Singapore to Johor

and Batam/Bintan could result in mutual benefit to all.

"See Yuan Tsao Lee, "Subregional Economic Zones in the Asia-
Pacific: A Conceptual Overview" (Paper presented at the Interna-
tional Symposium on Regional Cooperation and Growth Triangles
in ASEAN, organized by the Centre for Business Research and
Development and Centre for Advanced Studies, National University
of Singapore, Singapore, April 23-24, 1992) for a comparison of
the Hong Kong-Guangdong subregional economic zone and the
JSR Growth Triangle.
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For the firm engaged in manufacturing, such vertical

specialization of activity could bring about positive results to the

bottom line_ For example, those processes for which the most

cost-effective production method is manual assembly could be

located in Johor and Batam/Bintan, while the activities requiring

more knowledge and skill inputs, such as engineering develop-

ment, marketing, supply acquisition, finance, and even newer and

more complex production lines, could be situated in Singapore.'

At the macroeconomic level, each area also benefits. Both

Johor and Riau stand to gain from the accelerated development,

for new Investments would result in increased employment,

training opportunities, technological transfer, and spillover into

services such as commerce and tourism. Singapore also gains as

the island will be able to transcend its physical limitations of land

and labor shortage, and by making Singapore a part of a larger

region of prosperity.

The JSR Growth Triangle has great potential not only in

manufacturing, but also in tourism and agro-business. For

'See also Shin Liat Liew, "Charting a Global Strategy: Creating
Competitive Advantage through the Growth Triangle," Economic
Bulletin Special Report (November 1990): 14-18; Chee Yuen Ng
and Wong Poh Karr, "The Growth Triangle—A Market Driven
Response," Asia Club Papers 2 (1991): 123-52; Martin Perry, 'The
Singapore-Riau-Johor Growth Triangle: A Reality in Search of a
Model or a Model in Search of a Reality?" Singapore Journal of
Tropical Geography 12:2 (1991): 138-51; Caroline Yeoh, Lau Geok
Theng, and G. Ray Funkhouser, "Summary Report: Business
Trends in the Growth Triangle," mimeo, Faculty of Business
Administration, National University of Singapore.
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example, the Growth Triangle has been likened to the "Caribbean

of the East" because it combines Singapore's urban sophistication

with the beach resorts of both Johor and Riau. It can be seen,

therefore, as a positive-sum game

Geographical Proximity

The second key success factor is geographical proximity.

Batam and Bintan are a mere 40 and 60 minutes ferry ride,

respectively, from Singapore, while a 1.2 km causeway separates

Singapore from Johor. A return trip between Singapore and Johor

or Batam/Bintan can be done easily within a day, thereby

facilitating meetings of personnel as well as the transportation of

raw materials and end products. Geographical proximity becomes

an important consideration when there is a competitive need to

minimize transportation, time, information, and cultural costs.

Although modern technology enables effective communication to

occur anywhere in the globe, there is still no perfect substitute for

face-to-face interaction. Moreover, the similarity in language and

culture between Malaysia (Johor) and Singapore contributes

toward mutual understanding and the forging of close business

relationships.

Infrastructural Development

Political commitment to the Growth Triangle led to acceler-

ated joint infrastructural development, the largest projects of which

are Batam Industrial Park and the Bintan Integrated Development
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Project. (For information regarding investment in the JSR Growth

Triangle, see Appendix 1.)

Batam Industrial Park . One of the first to take advantage of the

new ruling enabling private sector development of infrastructure on

Batam was the joint-venture project between Indonesia's Salim

Group and two Singapore government-linked companies—Singa-

pore Technologies Industrial Corporation (STIC) and Jurong

Environmental Engineering (JEE)—to develop Batam Industrial

Park. Two companies were formed: the Batamindo Investment

Corporation, which invests in logistics, communications, and other

services and acts as the developer and manager of the park; and

Batarnindo Industrial Management, which is responsible for the

master planning, design, and marketing of the Park. The

objective of the industrial park is to provide investors with a one-

stop business center and minimum hassle in setting up produc-

tion. The S$600 million (US$347.3 million), 500-hectare Batam

Industrial Park is self-sufficient and fully equipped with its own

utility center, commercial center, workers' living quarters, and

network of internal roads, Ready-built standard factories as well

as lease land for custom-built plants are available. A unique

feature of the Park is that workers are brought in from Java and

other parts of Indonesia on a contract basis. Most of the workers

for the predominantly electronic-based companies in the Park are

young females with a senior high school education. These

workers are housed in the Park. The Batam Executive Village,

which is to house expatriate staff of the Park, is also being

9



planned, complete with golf courses, swimming pool, and other

facilities.

To date, all 23 factory buildings in Phase 1A are occupied.

Existing tenants include leading Japanese, American, and Euro-

pean MNCs such as Sumitomo, Seagate, Thomson and Philips, as

well as Indonesian and Singaporean companies such as Astra

Microtronics, UIC Electronics, and Singatronics. Phase 1 B is due

for completion in mid-1992, and Phase 2 is due in mid-1993. (See

Appendix 2 for a list of the existing tenants in the Park.)

Bintan Integrated Development Project . The ground-breaking and

stone-laying ceremony, held in March 1991, heralded the joint

development of the largest of the Riau islands, Bintan. A consor-

tium of major Indonesian and Singapore industrial and financial

services companies are the key players in the Bintan Integrated

Development Project, of which the first and second projects are

the Bintan Beach International Resort and the Bintan Industrial

Estate.

Bintan Beach International Resort occupies 19,000 hectares

with 18km of coastline in northern Bintan. At an estimated cost

of S$3.5 billion (US$2.03 billion), the giant resort development

project is intended to be an integrated community of beach hotels,

condominium complexes, villa clusters, golf courses, marinas, and

theme parks. There will be regular ferry services from Singapore

and a mini-airport that caters to the tourist traveling through Singa-

pore as well as Singapore residents.

10



Bintan Industrial Estate will be developed along the same

lines as the Batam Industrial Park, with its own infrastructure and

facilities. It will complement Batam Industrial Park which is

intended for electronic-based industries, by providing facilities for

light and medium industries, such as textiles and garments,

woodwork, footwear, food processing and packaging, toy

manufacturing, and electronics. Work on the infrastructure is

currently underway. For example, contruction of the new ferry

terminals in both Singapore and Bintan began in April 1992.

Phase IA of Bintan Industrial Park is scheduled for completion in

1993, with the hotels in the park coming onstream in 1994.

Cooperation in Customs and Immigration Procedures

Cooperation in customs and immigration procedures also

helps to avoid long delays and facilitates cross-border movement

of people and goods. For example, one very useful time-saving

device which was introduced in October 1991 is the "smart card"

for Singapore-based executives working in Batam Industrial Park,"

The size of a credit card, the smart card enables computerized

processing of immigration procedures so that the processing time

is halved. Smart card holders can also use a special "green lane"

at the Batam immigration checkpoint which allows them to clear

customs with minimum delay. It is also being proposed that the

smart card be used for frequent travelers at the Johor immigration

checkpoint.

'Straits Times , October 23, 1991.
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Joint Investment Promotion

To date, two high-level Indonesian-Singapore joint invest-

ment promotion missions have been organized to promote the

investment opportunities available in Batam and Bintan. The first

mission was to Osaka in December 1990, and the second mission

was to Hong Kong, Korea, and Taiwan in September 1991. Such

widely publicized trips serve an important marketing function, not

only because foreign investors may not have comprehensive

knowledge of the JSR Growth Triangle, but also because it signals

enthusiastic government support of the joint development_

Private-sector Participation as the Engine of Growth

Although governments can spearhead and initiate infra-

structural development, the ultimate engine of growth of regional

economic zones is the private sector. The next section describes

the growing volume of investments which are utilizing the competi-

tive advantages of the JSR Growth Triangle.

PRIVATE SECTOR INVESTMENTS IN THE GROWTH TRIANGLE

The rise in labor costs and the tight labor market in Singa-

pore in the 1980s have been significant push factors causing the

relocation of labor-intensive production processes to neighboring

areas by both MNCs and local companies alike. From data on

foreign equity in approved projects in Johor including those which

12



originated from Singapore, 9 it is clear that even before the use of

the term "triangle of growth," companies were already relocating

from Singapore to Johor, and that this outflow increased from

1988 (see Appendix 3)• 10 At year-end 1991, total foreign invest-

ment in Batam exceeded US$1 billion: about one-half of these

investments originated from companies based in Singapore

(Table 1). The United States is the second largest investor with a

15 percent share.

At the company level, two case studies of MNCs—Sumi-

tomo and Thomson—illustrate how companies have distributed

their activities within the Growth Triangle. Their rationale for doing

so is fairly typical of other companies.

P.T. Sumitomo Wiring Systems Batam Indonesia"

The Sumitomo Electric Industries (SEI) Group was the first

company to be committed to the Batam Industrial Park (BIP) on

Batam Island, which is part of the Johor-Singapore-Riau Growth

Triangle. While other companies adopted a wait-and-see attitude,

"'T'hese probably include MNCs located in Singapore as well as
local companies.

'°At about the same time, Japanese and Taiwanese investments
also rose sharply, due to such factors as tight domestic labor
markets and currency appreciation.

"This case study was based on an interview with Mr. Hidehiko
Takeuchi, Managing Director, Sumitomo Electric Automotive
Products (S) Pte Ltd., on March 4, 1992, as well as on company
information which Mr. Takeuchi supplied.

13



Table 1 Total PMA Investment in Batam as of December 1991

Country

Total
Investment

(US$ m)
Share

(%)

Singapore 531.8 50.5

United States 159,0 15.2

Japan 119.8 11.4

Hong Kong 88.7 8.4

The Netherlands 35.6 3.4

United Kingdom 31,5 3.0

France 24.0 2.1

Taiwan 18.8 1.8

Switzerland 16.3 1.5

Thailand 10.0 0.9

Bahamas 8.6 0.8

Korea 4.0 0.4

Panama 3.0 0.3

Malaysia 3.7 0.3

Total 1,054.8 100.0

Note: PMA refers to private limited companies with foreign
equity.

Source: Batam Industrial Development Authority, Development
data as of December 1991, p. 35.
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the SEI Group took the plunge and became the pioneer in BIP

with the incorporation of P.T. Sumitomo Wiring Systems Batam

Indonesia.

The SEI Group is a giant manufacturing multinational

conglomerate with 67 companies, about 65,000 employees, and a

turnover of US$15 billion. Approximately one-fourth of total sales

is accounted for by the Sumitomo Electric Automotive Business

Group, which produces a wide variety of automotive components

ranging from wire harnesses to tires, brakes, and high-tech

automotive electronics. The Sumitomo Electric Automotive

Business Group has operations in the United States, Europe

(United Kingdom), Brazil, India, and Malaysia, mainly to supply

components to local automobile producers.

Wiring harnesses are electric wire circuit network systems

composed of wires, cables, connectors, tubes, tapes, etc., in one

compact package which can be easily attached to the automobile

body. Since these wiring harnesses are specially designed to fit

the body of each car model, automation becomes difficult because

of the numerous designs and frequent design changes, and

flexibility of labor is necessary for cost efficiency. The labor-

intensive nature of the production process is the single largest

problem facing the company in Japan today. A member of the

SEl Group, Sumitomo Wiring Systems Ltd. has 40 factories spread

throughout Japan, but the labor shortage is a serious constraint to

further expansion in the country. The company has therefore

devised two strategies to cope with this difficulty. The first is to

engage in the innovation of labor-saving production technology,

15



and the second is to relocate wiring harness production to areas

where labor is relatively abundant.

This search for alternative production sites constituted a

"push" factor for the eventual establishment of the Batam factory.

There were, in addition, various "pull" factors. First is the realiza-

tion of the future potential of the ASEAN market and the desire to

promote local supply within ASEAN. Although it is generally

believed that the current size of the market is small, the rapid pace

of economic development augers well for the expansion of the

regional market for automotive components. Part of the com-

pany's global strategy is therefore to expand its production

capabilities in ASEAN.

The second "push" factor—the commitment by both the

Indonesian and Singapore governments to the development of the

Riau islands, including Batam—partly explains why Batam was

chosen by the SEI Group. SEI's experience in Singapore goes

back a long way. Two SEI factories, Sumitomo Electric (S) Pte

Ltd_ and Sumitomo Electric Interconnect Products (S) Pte Ltd.,

were established in Singapore 18 and 14 years ago, respectively.

The Chairman of SEI, Mr. Tetsuro Kawakami, is the Vice-Chairman

of the Kansai Singapore Association. Thus, when the Singapore

government approached Sumitomo regarding the possibility of its

being the first BlP tenant in December 1989, the invitation was

taken seriously.

Third, the company's confidence in the capable manage-

ment of BIP and the infrastructural development on Batam as a

whole, including a well-designed program for the provision of

16



power, water supply, and communication, and well-equipped living

facilities for the workers was key. The duty-free status of Batam

for exports to Singapore, its carefully designed harbors, and its

transportation system were also important considerations, Last

but not least was the understanding of the Japanese government

for the need for new workers to be trained for six months in

Japan.

The decision to invest in Batam took about three months.

Sumitomo Electric Automotive Products (Singapore) Pte Ltd. was

incorporated in May 1990, and P.T. Sumitomo Wiring Systems

Batam Indonesia was incorporated in December 1990. Both

companies are majority-owned by Sumitomo Electric Industries

and Sumitomo Wiring Systems, with the Salim Group holding 10

percent and 5 percent, respectively, in these companies, The

Singapore company is responsible for (1) the general management

of the Batam project, (2) the import/export of raw materials and

finished goods from/to Japan, (3) financing, and (4) planning of

the automotive business development in Southeast Asia. The

Batam company, with an investment of about S$12.5 million

(US$7.24 million), presently has 630 workers, with a target size of

1,000. Expected sales are about S$2.5 million (US$1.45 million)

per month initially, with a doubling expected eventually.

The atam factory has been in operation for about one year,

with full-scale operation only since October 1991. The problems

which the company faces have "not been so serious" according to

Mr. Takeuchi. Productivity of the Batam workers, almost all of

whom are high school graduates, is quite satisfactory. What is a
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source of concern Is that the two-year contract of the first group

of about 250 operators is due to end in March 1993. Since the

cost of training is very expensive, the hope is that this first group

of operators will stay. In fact, the company is considering offering

the operators special incentives, such as improving their living

conditions, but there is a limit to what can be done to retain

workers.

Establishing a wire harness factory in Southeast Asia was a

logical next step for Sumitomo, because of the need to fulfill

obligations to the Group's long-established customers. Sumitomo

has been supplying wire harnesses to Toyota for over 30 years,

and to Honda as well (although for a shorter period of time since

Honda is a more recent automobile manufacturer). In fact, the

Batam factory currently produces wire harnesses for the Toyota

Cressida and the Soarer (which is sold in Japan). Even though

the cost of labor is cheaper in Singapore than in Japan, transpor-

tation costs are expensive (with the company importing almost all

of its raw materials from and exporting the finished product back

to Japan), so that at present, the total cost of operation is higher

than for a comparable factory in Japan. In the future, however,

the possibility exists of purchasing components locally, which

would lower costs. The long-term plans of the company include

exporting wire harnesses to the United States, and producing and

exporting its own wires.

18



Thomson Consumer Electronics Asia12

In order to understand Thomson Consumer Electronics'

operations in Southeast Asia, one must first see Thomson in a

global perspective. Apart from niche players, there are at present

approximately 10 companies which dominate the consumer

electronics market in the world today. Thomson is fourth, after

Matsushita, Sony, and Philips. The business is extremely competi-

tive. For example, the only major European companies left in the

industry are Philips and Thomson, and there are now no U.S.

companies except Zenith, which is not in the big league. General

Electric's consumer electronics business, which included RCA, has

been bought out by Thomson; other businesses such as Tele-

funken, Nordmende, SABA, and Ferguson have also been bought

out It is predicted that the competition, which is based on both

price as well as product quality, will further reduce the number of

survivors in the future. The constant pressure to cut costs and

bring out new products and product designs means that the

companies must be large. Thomson Consumer Electronics, a

French company, has a work force of about 30,000 in Asia, 20,000

in the Americas, and 20,000 in Europe. Half of its US$6-7 billion

annual turnover is generated in the United States and the other

half is generated in Europe.

' 2This case study is based on an interview with Mr_ Yvon Mace,
Vice-President, Human Resources, Asia and Representative in
Singapore, Thomson Consumer Electronics Asia, on March 9,
1992.
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Globalization is one of the key strategies used by Thomson

to remain competitive. In the consumer electronics industry, the

short product life cycles and the need for flexibility and manual

dexterity are two reasons why it is most cost-effective for some

assembly-type processes to be labor-intensive. Thomson therefore

established a television factory in Singapore in 1975 to produce

tuner boxes. At about the same time, RCA's and General Elec-

tric's consumer electronics divisions moved to Taiwan and Hong

Kong, respectively. This was the first wave of "delocalization" for

Thomson.

The second wave occurred about 10 years later in the

1980s, when limited manpower availability and rising labor costs

became serious constraints in Singapore, Taiwan, and Hong Kong.

At that time, Thomson established factories in Malaysia, Shenzhen

(China), and Thailand.

Thomson's Batam factory (as well as the factory in Shen-

zhen) belongs to the third wave, the move of the 1990s. Opera-

tions in P,T. Thomson Television Indonesia began in January 1991,

the first factory to do so in Batam Industrial Park. Again, the

rationale was the availability and cost of labor, Other possible

sites which offer labor at attractive rates are China, India, and

Indonesia.

In spite of these "delocalizations," Thomson's operations in

Singapore did not shrink. To the contrary, Thomson's regional

headquarters—which is responsible for such management

functions as the development of regional strategy, industrial

planning and sourcing for various manufacturing locations, finance
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and treasury operations, legal administration, as well as human

resource development is located in Singapore.  R&D and

technical support to the group's regional operations are also

provided from Singapore. Manufacturing in Singapore is now

geared towards more higher-range, newer, and more complex

products. The television factory today has about 2,000 employees

producing over 100 different models of color television sets per

year, and operations have expanded to include a moulding facility

in Aug Mo Kio (Singapore). Thomson's only video manufacturing

facility in Asia, and its largest worldwide, is located in Singapore.

It is an integrated manufacturing plant complete with R&D, product

development, and engineering units. Although the advanced R&D

is performed in Europe and the United States because of the

availability of research engineers and historical reasons, the

Singapore research facility in video, audio, hi-fi, communication

equipment, and television is fairly large, with about 350 technical

personnel and planned operating expenditures of S$55 million

(US$31.84 million) in 1992.

Why was Singapore chosen as the regional headquarters,

instead of Hong Kong or Taiwan? Although the last two countries

were suitable locations, the key factors were familiarity and

infrastructure. Thomson, after all, had been in Singapore since

1975. A third reason was geographical proximity to its factories in

Malaysia and Thailand, as this facilitates frequent interaction

between engineers and production personnel, which is important

when lead times for product development are short.

21



Thomson's operations are distributed all over Asia. There are

more than 18,000 employees in Malaysia, with over 9,000 in the

two factories at Muar and Kota Tinggi In Johor. These two

factories manufacture audio and communications products. The

Batam factory, which presently has about 700 workers with a

planned expansion to 1,500, manufactures television devices which

are sent to the Singapore factory for further assembly. The factory

in Thailand, when fully operational in 1992, will employ about 2,500

workers. The factory in Shenzhen with about 6,000 workers is

managed by a team in Hong Kong and manufactures audio

products for both the European and American markets.

It is interesting that utilizing the economic complementarity

of the JSR Growth Triangle was already part and parcel of

Thomson's regional network strategy even before the concept was

officially declared in December 1989. Its first factory in Johor (and

in Malaysia) was established in Muar in 1979, and it was even

using a subcontractor based in Batam as early as 1987-1988.

Having been in Singapore since 1975 and possessing an intimate

knowledge of the region, Thomson saw the advantages of cross-

border expansion very early on. In fact, for companies of this size,

production networks that extend beyond the Growth Triangle to

the entire ASEAN region are not uncommon. It is therefore timely

that the ASEAN governments are facilitating such cross-border

investments by cooperating to establish growth triangles and the

ASEAN Free Trade Area.
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CONCLUSION

The JSR Growth Triangle offers manufacturing companies

the possibility of vertical specialization in areas within easy

geographical reach; that is, labor-intensive processes can be

located where labor and land are relatively cheap, and projects

which require managerial and technical expertise can be located

where skilled labor is available. Numerous firms have already

moved to exploit the potential of the JSR Growth Triangle.

It is, of course, not all rosy for companies operating in the

Growth Triangle, and a number of problems have been noted.

Some individuals in the private sector have pointed to the

increasing shortage of workers now being experienced in Johor,

resulting in high labor turnover and increasing wages. Delays in

customs procedures for goods also occur.  With respect to

Batam, several comments have been made regarding the high

cost of freight charges between Batam and Singapore.

Nevertheless, on the whole, companies have been positive

about the Growth Triangle. For example, companies are quite

satisfied with the quality of workers found in Batam Industrial Park,

pointing to their relatively high educational qualifications and

productivity. Some social and political issues—such as com-

plaints about the rising cost of living and property prices as a

result of rapid growth, as well as interstate and Federal-state

issues—have surfaced. These will need to be sensitively

managed by the respective political leaders, all three of whom

remain firm in their endorsement of the Growth Triangle and of the

mutual benefits that it brings to each country.
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The JSR Growth Triangle is here to stay. In fact, the

economic integration now being experienced in the Growth

Triangle is already being extended to other Malaysian states

beyond Johor, such as Melaka, Pahang, and Trengganu, as well

as to other Riau islands. Bulan has been earmarked for agro-

business and already has large orchid and pig farms. Indonesia's

Bangun Cipta Group and Singapore's Sembawang Group plan to

build a multimillion dollar shipyard and petroleum processing

center on Pulau Karimun.' 3 Singkep, which is 180 km southeast

of Batam, has also been earmarked for joint development.

There is also a high possibility that other growth triangles in

ASEAN, such as the Northern Growth Triangle, will become

operational. These other growth triangles may have a greater

emphasis on tourism and agro-business than on manufacturing.

However, whatever the concentration, one can foresee a merging

of these various subregional economic zones into one larger

entity, ASEAN. The commitment to an ASEAN Free Trade Area

points towards not only the formation of a larger area of economic

integration, but also a rapidly-growing market. With all of these

institutional arrangements which further enhance competitiveness,

ASEAN's economic dynamism is likely to be sustained throughout

the 199Os.14

13Straits Times , August 23, 1991.

14A list of contacts in Johor, Singapore, and Riau is provided in
Appendix 1.
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Appendix 1

JOHOR

Malaysian Industrial Development Authority (MIDA)

Kuala Lumpur Office
Ground, 3rd-6th & 9th Floor
Wisma Damansara
Damansara Heights
Jalan Semantan
50490 Kuala Lumpur
Tel: (03) 255 3633
Fax: (03) 255 7970

Johor Office
Biiik No. 5, Tingkat 7
Kompleks Tun Abdul Fiazak
Peti Surat 179
80720 Johor Bahru
Johor
Tel: (07) 242 550
Fax: (07) 242 221

Singapore Office
5 Shenton Way #26-05-07
UIC Building
Shenton Way
Singapore 0106
Tel: (65) 221 0155
Fax: (65) 225 4406

Johor State Economic Development Corporation (JSEDC)

Kota Raya P.O. Box 307
80730 Johor Bahru
Malaysia
Tel: (07) 232 692
Fax: (07) 230 795
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SINGAPORE

Economic Development Board

250 North Bridge Road #24-00
Raffles City Tower
Singapore 0617
Tel: (65) 336 2288
Fax: (65) 339 6077

Batamindo Industrial Management Pte. Ltd.

3 Lim Teck Kim Road #01-02
Singapore Technologies Building
Singapore 0208
Tel: (65) 221 5374
Fax: (65) 222 1994/225 0893

Bintan Resort Management Pte. Ltd.

19 Keppel Road #06-01/04
Jit Poh Building
Singapore 0208
Tel: (65) 221 2328
Fax: (65) 221 1800

Bintan Industrial Estate Management Pte. Ltd.

c/o Riau Projects Division
3 Lim Teck Kim Road #02-01
Singapore Technologies Building
Singapore 0208
Tel: (65) 320 4966
Fax: (65) 225 1989
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INDONESIA - RIAU

Riau Development Co-ordinating Office (RDCO)

JI. Jend_ Gatot Subroto Kay. 52-53, Jakarta
Tel: 62 (21) 520 0700/516 458
Fax: 62 (21) 520 1604

Capital Investment Coordinating Board
[Badan Koordinasi Penanaman Modal]

Jalan Gatot Subroto No. 44, P.O. Box 3186, Jakarta
Tel: 62 (21) 512 008/515 401/510 023
Fax: 62 (21) 514 945

Batam Industrial Development Authority

Chandra Building, 7-8 Floor
Jalan M H Thamrin Na 20, Jakarta
Tel: (21) 325 828/324/324 483
Fax: (21) 320 590
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Appendix 2
Tenants of Batam Industrial Park

N
W

S/No Company Name Foreign Shareholding

% of
Foreign
Share Business Activity

I AT&T Consumer Products Indonesia, PT AT&T Investments Pte. Ltd. 100% Manufacturing of telephone sets

2 AVX/Kyocera (Indonesia), PT AVX/Kyocera (Singapore) Pte. Ltd. 100% Manufacturing of electronic Components,
filters and buzzers

3 Astra Microtronics Technology, PT Forbidas inv. Pte, 25% Integrated circuit packing and testing
Receptive Inv. Pie. 10% semiconductor subcontract assembly

4 Bowater Bulk Packaging, PT Rowater Overseas Holdings Ltd. 100% Producing woven cloth bags

5 Epson Batam, PT Seiko Epson Corporation 100% Manutacluring of watch casings

5 Evox S.R., PT Evox Singapore Pte. Ltd. NA Manufacturing of passive components and
accessories

7 Foster Electric Indonesia, PT Foster Electric Pte. Ltd. 100% Audio products

8 Glken Precision Indonesia (Gatam), PT Olken Sakala Singapore Pte. Lid. 100% Tape recording, mechanisms

9 Hontoong Plast#c Industries, PT Hontoong Plastic Industries 100% Plastic Injection moulding

10 Integrated Display Technology (Si PT Integrated Display Technology (Sf Pte. Ltd. NA Telephone components

11 Kyotronics {Indonesia), PT Kytronlcs (S} Pte. Ltd. 100% Speakers/calls, transformers of plastic and
metal components

12 Natsteei Electronics Indonesia Natsteel Electronics Pte. Ltd. 100% Manufacturing of computer peripherals

13 Philips Industrial Salem, PT Philips Singapore Pie. Ltd. 100% Channel selectors

14 Sanipak (Indonesia), PT Sanipak Company of Japan, Ltd. 100% Manufacturing of disposable plastic bags

15 Sanyo Energy Corporate (Balam) PT Sanyo Energy (Hong Kong) Co. Lid. NA Nickel cadium batteries



16 Seagate Technology, PT Seagate Technology International 100%

17 Shlmano Bat am MFG, PT Shimano (S) Private Limited 100%

18 Shintom Electronics Batem Shintom Electronics (S) Pte. Ltd. 100%

18 Singamip Coll Winding, PT Sngamip Enterprises Pie. Ltd. 100%

20 Singatronics Ba;am, PT Singatronics Limited 100%

21 Smith Corona Balam, PT Smith Corona Pte. Ltd. 100%

22 Sumitomo Wiring Systems Balam Indonesia, PT Sumitomo Wiring System Japan 75%

23 Surya Teknik, PT Singapore Technologies Ventures 100%

24 Telemecanique Manufacturing Balam, PT Telomecanlque S A 100%

25 Thomson Indonesia, PT Thomson Consumer Electronics Pie. Ltd. 100%

25 UIC Electronic, PT UIC Electronic Pie. Ltd. 1009G

27 Vane Batteries (Indonesia), PT Varta Batteries Pie. Ltd. 100%

Assembly of SMT PCBs

Bicycle parts/fishing reel casings

Manufacturer of car audio and stereo tape
players

Manufacturing of typewriters

PCB assembfles

Su•assemblies/key boards

Wire harness

PCB assemblies, manufacturing of
electfonics precision and moulded
products and testing of inlegrated circuits

Assemblying electromechanical
automation components

Television tuners/modulalors

PCB assembly

Assembled batteries

Note: NA = Not available.
Sources: Batamindo Industrial Management Nd. Ltd.; Batam Industrial Development Authority Data as of December 1991.



Appendix 3
Johor: Sources of Foreign Equity in Approved Projects

1982 1983 1984 1985 1986

Country M$m Share (%) M$m Share (%) M$m Share (%) M$m Share (%) M$rn Share (%)

Japan 0.3 0.6 1,4 4.2 9.9 13.9 2.9 5.8 28.5 28.0

Taiwan - 0.0 0,5 1.4 1.1 1.6 5.5 11.0 0.7 0.7
Singapore 4.8 9.2 9.2 28,4 22.1 31.0 17.6 34.8 42-6 41.7

United States 5.3 10.1 0.7 2.3 0.4 0.6 - 0.0 0.5 0.5

Korea - 0.0 0.3 1.1 0.7 1.0 - 0.0 - 0.0

United Kingdom 1919 38.1 0.6 1.7 0.4 0.6 1.7 3.4 1.0 1.0

Indonesia - 0.0 - 0.0 - 0.0 - 0.0 - 0.0

Hong Kong 0.0 0.1 1.1 3.5 2.4 3,4 3,2 6.3 6.4 6.3
Netherlands - 0.0 - 0.0 0.1 0.2 - 0.0 - 0.0

France - 0.0 0.0 7.1 10.0 - 0.0 - 0.0

West Germany 12.8 24.5 - 0.0 - 0,0 0.3 0.6 - 0.0

Australia 0.5 1.0 - 0.0 0.4 0.5 0.0 0.9 0.9

Sweden - 0,0 - 0.0 - 0.0 - 0.0 - 0.0

India - 0.0 0.2 0.5 2.1 2,9 - 0.0 7.4 7,2

China - 0,0 - 0,0 - 0.0 - 0.0 - 0.0

Canada - 0.0 - 0.0 - 0.0 - 0.0 - 0.0

Belgium 3.4 6.5 - 0.0 - 0.0 - 0,0 - 0.0

Italy - 0.0 - 0.0 - 0.0 0.1 0.2 - 0.0



Switzerland - 0.0 - 0.0 0.3 0.4 - 0.0 - 0.0

Thailand 0.3 0.6 - 0.0 0.0 - 0.0 - 0.0
Austria - 0.0 0.0 - 0.0 - 0.0 - 0.0

Denmark 0.1 0.2 - 0.0 - 0.0 - 0.0 - 0.0

Philippines - 0.0 - 0.0 - 0.0 - 0,0 - 0.0

Sri Lanka - 0.0 - 0.0 - 0.0 - 0,0 - 0.0

New Zealand - 0.0 - 0.0 0.2 0.2 0.0 0.1 - 0.0

Arab 0.6 1.2 - 0.0 1.4 1.9 3.0 5.9 - 0.0

Others 4.2 8.0 118.4 57.0 22.6 31.8 1 6.1 31.9 14.1 13.8

Total 52.1 100.0 32.3 100.0 71.0 1 00.0 50.5 100.0 102.1 1 00.0



1987 1988 1989 1990 1991 (Jan-Nov)

Country M$m Share (%) M$m Share (%) M$m Share (%) M$m Share (%) M$n1 Share (%)

Japan

Taiwan
Singapore

United States

Korea

United Kingdom

W Indonesia
tU 

Hong Kong
Netherlands

France

West Germany

Australia

Sweden

India
China

Canada

Belgium

Italy

Switzerland

Thailand

43.6 21.9 49.8 8.9 282.7

54.4 27.3 98.3 1 7.6 98,9

41.7 20.9 1 01.9 1 8.3 131.5

10.5 5.3 1 23.8 22.2 15.6

- 0.0 7.5 1.4 18.3

0.0 45.4 8.1 31.5

- 0.0 4.8 0,9 1.4

6.5 3.3 1 9.1 3.4 36.3

- 0.0 1.6 0.3 -

5.0 2,5 - 0.0 0.1

1.2 0.6 1.1 0,2 58.0

- 0.0 5.4 1,0 -

- 0.0 10.0 1.8 -

25.0 1 2.5 16,9 3.0 -

- 0.0 - 0-0 -

0.0 - 0.0 2.5

0.0 - 0.0

0.0 - 0.0 1.5

0.0 3.6 0.6 1.0

0.0 10.2 1.8 0.3

41.2 507.7 31.4 221.1 10.4

1 4.4 212.4 13.1 395.7 18.7
1 9.2 406.9 25.2 294.5 13.9
2.3 145.1 9.0 32.0 1.5

2.7 89.2 5.5 307.5 14.5

4.6 36.4 2.3 36.3 1.7

0.2 21.1 1.3 24.3 1.1

5.3 74.0 4.6 65.6 3.1
0.0 17.5 1.1 - 0.0

0.0 - 0.0 4.0 0.2

8.5 32.4 2.0 8.4 0.4

0.0 20.0 1.2 288.8 13.6

0.0 6.7 0.4 - 0.0

0.0 13.0 0.8 9.3 0.4
0.0 2.9 0.2 0.0

0,4 6.0 0.4 10,0 0.5

0.0 - 0.0 - 0.0

0.2 3.7 0.2 - 0.0

0.1 14.7 0.9 - 0.0

0.0 - 0.0 - 0.0



Austria - 0.0 3.4 0,6 - 0.0 - 0.0 - 0.0

Denmark - 0.0 - 0,0 - 0.0 - 0.0 6.0 0.3

Philippines - 0.0 - 0.0 - 0.0 13.0 0.8 - 0.0

Sri Lanka - 0.0 - 0.0 - 0.0 - 0.0 - 0.0

New Zealand - 0.0 0.4 0.1 - 0.0 - 0.0 - 0.0

Arab - 0.0 0.0 5.4 0.8 - 0.0 2.1 0.1

Others 11.6 5.9 54.4 9.7 0.7 0.1 -5.1 -0.3 412.7 19.5

Total 1 99.7 1 00.0 557.6 1 00.0 685.7 100.0 1,617.6 100,0 2,118.3 100.0

Source: Data from Johor State Economic Development Corporation (JSEDC).
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THE INSTITUTE FOR ECONOMIC DEVELOPMENT AND
POLICY (IEDP) conducts cooperative research on issues of sus-
tainable national economic development and international eco-
nomic cooperation in the Asia-Pacific region. IED? pursues this
broad agenda through four programs: international trade and in-
vestment; regional economic cooperation; public policies and pri-
vate economic initiative; and policies, politics, and economic
change.

The program on international trade and investment examines
trade in goods and services, and the flows of private capital in
the Asia-Pacific region. Special emphasis is given to understand-
ing the causes and consequences of expansion in international
trade and finance. The program on regional economic cooperation
focuses on improving understanding of rising regional economic
interdependence and how this interdependence can be most ef-
fectively managed. The program studies the performance and
prospects of existing regional cooperation arrangements (includ-
ing ASEAN, PECC, APEC, and SAARC) as well as explores the
potential for new arrangements. The program on public policies and
private economic initiative focuses on the development of private
economic initiative in the Asia-Pacific region. It assesses how
different policy designs and implementation environments can im-
prove the scope for private economic initiative; and how the eco-
nomic, social, historical, and political characteristics of different
market systems influence the scope for private initiative. The pro-
gram on policies, politics, and economic change examines the politi-
cal economy of structural change and policy reform in the region's
economic development experience. The program analyzes the
characteristics of politically and socially sustainable economic re-
form strategies that are consistent with broad development pat-
terns and structural change.



THE EASTWEST CENTER was established in Hawaii in 1960 by
the United States Congress "to promote better relations and un-
derstanding between the United States and the nations of Asia
and the Pacific through cooperative study, training, and research"

Some 2,000 research fellows, graduate students, and profes-
sionals in business and government each year work with the
Center's international staff on major Asia-Pacific issues relating
to population, economic and trade policies, resources and the en-
vironment, culture and communication, and international rela-
tions, Since 1960, more than 27,000 men and women from the
region have participated in the Center's cooperative programs.

Officially known as the Center for Cultural and Technical
Interchange Between East and West, Inc., the Center is a public,
non-profit institution with an international board of governors.
Principal funding comes from the United States Congress. Sup-
port also comes from more than twenty Asian and Pacific govern-
ments, as well as from private agencies and corporations.


