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1. Introduction

The governance of international trade on a multilateral level rests mainly with the GATT and its contracting parties, and now the WTO and its members. As the only international body which deals with the rules of trade between nations, the WTO is centred on its agreements, the legal ground-rules for international commerce and for trade policy. The agreements aim mainly to help trade flow as freely as possible, to achieve further liberalization gradually through negotiation, and to set up an impartial means of settling disputes.
  The multilateral trading system is based on a set of fundamental principles which include non-discrimination, freer trade, predictable policies, encouraging competition, and extra-provisions for less-developed countries.

Article 1 of the GATT establishes the central requirement that signatory governments shall extend unconditionally to all contracting parties (members) any advantage, favour, privilege, rules and procedures that they give to products originating in or destined for any other country.
 Thus, under this ‘most-favoured nation’ (MFN) clause, no country is to give special trading advantages to another or to discriminate against it: all are on equal basis and share the benefits of any moves towards lower trade barriers.
 However, there are exceptions to this MFN clause like Article XXIV of the GATT 1947, which is the principal agreement dealing with customs unions and free trade areas – a provision on regional trading agreements (RTAs). It provides a number of rules governing such agreements, including notification and review by the contracting parties acting jointly. Agreements must meet the “substantially-all-trade” requirement, and members of a regional agreement must have a trade policy with respect to third countries that is not on the whole higher or more restrictive than the individual policies prior to the agreement.

Multilateral trade liberalisation in the postwar period has been paralleled by a process of integration through regional agreements.
 Nearly all of the WTO members have concluded RTAs with other countries. In the period 1948-1994, GATT contracting parties notified 108 RTAs relating to trade in goods, of which 38 in the five years ending 1994.
  However, it has to be pointed out that during this period, West European countries were parties in 76 out of 108 instances. During the 1995-1999 period, 67 additional RTAs were notified, some of which in the area of trade in services. Out of 194 RTAs notified to the GATT/WTO, 107 are presently in force. These RTAs have at times been concluded by countries in the same geographic region, and in other cases, have involved countries in different regions. These RTAs include the European Community, the European Free Trade Area (EFTA), NAFTA, Mercosur, Australia-New Zealand CER, and the ASEAN Free Trade Area (AFTA).  

This paper broadly seeks to analyse the regional integration process that has taken place in ASEAN. The following section provides an analysis of the initiatives that have been undertaken by ASEAN to foster closer regional economic integration. Section 3 discusses ASEAN’s trade liberalization efforts leading to the establishment of AFTA. Section 4 identifies and explains the different factors which have affected the regional integration process in ASEAN. Section 5 identifies ASEAN’s linkages with the global economy, namely, at the multilateral, regional and bilateral levels including a discussion of the present and future schemes which may impact on the ASEAN regional grouping.  

2. ASEAN Economic Integration

To promote closer economic cooperation/integration, ASEAN has undertaken both widening and deepening economic activities.
 

2.1. Enlargement 

The ASEAN region has expanded from ASEAN-5 in 1967 to ASEAN-6 in 1984 to include Brunei. In 1995, the admission of Vietnam expanded the region to ASEAN-7 and then to ASEAN-9 in 1997 with the entry of Laos and Myanmar. The grouping saw its fifth enlargement in 1999 to ASEAN-10 with the inclusion of Cambodia. On a positive note, the expansion of the ASEAN region brings together some 550 million people and a regional income of about US$550 billion.  The huge regional market and the rising per capita income of the ASEAN people offer tremendous trade and investment opportunities for the rest of the world.   However, the enlargement of ASEAN to include non-democratic countries was met with criticisms and harsh attitudes from the other countries. Unlike the EU, which prescribes democratization as a prerequisite for membership admission, the ASEAN regional grouping does not impose this criterion following its policy of non-interference in domestic affairs.  

2.2. Trade Liberalisation

ASEAN has pursued efforts aimed at liberalising trade through tariff reductions and lessening/elimination of non-tariff barriers. These measures (to be discussed in section 3) include Preferential Trading Arrangements (PTAs), the Common Effective Preferential Tariff (CEPT) scheme, and AFTA.  

ASEAN has also undertaken measures to liberalise trade in services. As the region grows and per capita income increases, the ASEAN people demands more goods and services. More services and institutions have been created to meet this rising demand, which is reflected in the growing importance of the services sector, particularly, in financial services, transportation and communications. The ASEAN Framework Agreement on Services was signed by the ASEAN Trade and Industry ministers in December 1995 to liberalise trade in services in seven sectors: air transport, business services, construction, financial services, maritime transport, telecommunications and tourism.  During the 4th ASEAN informal summit meeting in Singapore in November 2000, the leaders signed the e-ASEAN Framework Agreement which provides for the liberalisation of intra-regional trade in information and communications technology (ICT) products and services by eliminating duties and non-tariff barriers in three stages - 2003, 2004 and 2005, for the original members. For Cambodia, Laos, Myanmar and Vietnam, the three stages will take effect in 2008, 2009 and 2010.  
2.3. Investment Liberalisation

ASEAN has also undertaken measures to liberalise foreign direct investment (FDI). First is the ASEAN Investment Area (AIA) scheme, which will encourage greater private sector participation in welcoming foreign investors. The second initiative is known as the ASEAN Industrial Cooperation (AICO) scheme, which allows joint ventures between ASEAN nationals and foreign investors, whose products or services will be given tariff preferences. Third is a type of Growth Triangle sub-regional cooperation scheme like the Singapore-Johor (Malaysia)-Riau (Indonesia) growth triangle, popularly known as SIJORI. This scheme exemplifies the positive synergy of factor endowments and comparative advantage, whereby Singapore provides excellent infrastructure and skilled labour, while Johor and Riau provide land and lower-cost labor. The success of the SIJORI growth triangle has led to its expansion to include other parts of Indonesia and Malaysia, which is an indication of its positive spillover effects. This concept has been replicated in other parts of the ASEAN region. including (i) the East ASEAN Growth Area (EAGA) scheme which involves Brunei, Indonesia, Malaysia and the southern Philippines, and (ii) the inter-state areas along the West-East Corridor (WEC) of the Mekong Basin in Vietnam, Laos, Cambodia and North-eastern Thailand under the ASEAN Mekong Basin Development Cooperation scheme.
2.4. Financial cooperation

There are also developments arising from the recent economic crisis which provide lessons for ASEAN in terms of the need to strengthen their financial co-operation. Some of the proposed strategies include the use of domestic currencies in trade settlements and the setting up of the Asian Monetary Fund (AMF) by Japan. The proposed establishment of the AMF, to be capitalized at US$100 billion, aims to provide immediate financial assistance to crisis-hit countries in the future. However, the United States dismissed the proposal, fearing that it would diminish the effectiveness of the IMF and its policies in Asia, and the AMF proposal was rejected in the fifth APEC meeting in Manila. However, PM Mahathir brought up the AMF idea again during the World Economic Forum in Singapore in 1999 and a modified version of the AMF proposal was discussed in the informal summit meeting of the ASEAN Finance Ministers in Manila in 1999. More recently, a network of bilateral swap arrangements among ASEAN countries, China, Japan and the Republic of Korea has been negotiated to assist ASEAN members in times of temporary balance-of-payments crises. Following the agreement on the Chiang Mai Initiatives (CMI), ASEAN agreed to enlarge the size of the ASEAN Swap Agreement to US$1 billion effective in November 2000. Substantial agreements on the bilateral swap arrangements have been reached between Korea and Japan, Malaysia and Japan, and Thailand and Japan. 

3.  ASEAN Trade Liberalisation 

The idea of trade liberalisation and economic co-operation in ASEAN began with the UN team’s report whose terms of reference was the promotion of free trade. The UN report recommended a comprehensive action plan, which consisted of trade liberalisation and industrial co-operation. Trade liberalisation can take either a maximal approach which envisaged a free trade area with total elimination of tariff barriers, or a minimal approach which involves a gradual item-by-item approach. The UN recommended the latter.

In 1974, Singapore’s former minister, Mr. S. Rajaratnam emphasised that trade was the logical framework for economic activities in ASEAN.  There was disagreement on the pace and method of trade liberalisation. Singapore favoured a free trade area via across-the-board tariff cuts to be implemented at a faster pace. This was supported by the Philippines. Indonesia and Malaysia, however, favoured a cautious step-by-step approach. Thailand was neutral, but tended to lean towards across-the-board approach.

Following the first ASEAN summit meeting in 1976, trade liberalisation measures were implemented since 1977 through a preferential trading arrangements (PTAs) that granted tariff preferences. Items covered were based on voluntary offers and product-by-product negotiations, followed by a sectoral approach. This was then changed to across-the-board approach in 1980, which provided for a minimum preferential tariff cut of 20 per cent to all intra-ASEAN imports. The implementation of PTAs, however, was not very effective and had very minimal impact on trade. It covered only 2 per cent of of intra-ASEAN trade in 1980 and 5 per cent in 1986.  Only 337 of 12,783 items offered in the PTA list were granted tariff preferences in 1987. This low utilisation rate was commonly attributed to various factors, including a long exclusion list, too detailed dis-aggregation and inclusion of irrelevant items. 

3.1. Intra-ASEAN Trade

With low utilisation rate, intra-ASEAN trade remained very low at around 15-20 percent mainly accounted for by trade between Singapore, Indonesia and Malaysia. Table 1 shows intra-ASEAN exports as a proportion of its global exports.  It reveals that intra-ASEAN exports increased from 12.7 per cent in 1970 to 18.5 per cent in 1999. 

Table 2 shows intra-ASEAN imports as a proportion of ASEAN’s global imports. It indicates that intra-ASEAN imports rates rose from 5.5 per cent to 18.8 per cent during the same period.  However, if we exclude Singapore from the picture, intra-ASEAN exports and imports would be extremely low, rising from 3.3 per cent to 6.5 per cent for the former and from 4.0 to 5.6 per cent for the latter.  Thus, the calculations would indicate the significant role of Singapore in intra-ASEAN trade. From this fact, we can understand why Singapore has been encouraging a faster pace of trade liberalization.

Table 1. Intra-ASEAN Trade: Merchandise Exports (% of exports)

	From\To
	INDO
	MSIA
	PHILS
	SPORE
	THAI
	ASEAN-5
	ASEAN-4

	Indonesia

1970

1999
	
	…

2.8
	2.4

1.2
	15.8

10.9
	0.02

1.70
	18.2

16.6
	2.4

5.7

	Malaysia

1970

1999
	0.63

1.40
	
	1.7

1.5
	21.6

16.5
	0.9

3.3
	24.8

22.7
	3.2

6.2

	Philippines

1970

1999
	0.15

0.30
	…

4.2
	
	0.7

7.0
	0.3

2.4
	  1.1

13.9
	0.4

6.9

	Singapore

1970

1999
	     n.a.

     n.a.
	  1.0

16.6
	0.3

2.5
	
	3.3

4.4
	   4.6

23.5
	

	Thailand

1970

1999
	2.3

2.0
	5.6

3.7
	0.1

1.6
	6.6

8.7
	
	14.6

16.0
	8.0

7.3

	ASEAN-5

1970

1999
	3.1

3.7
	  6.6

27.3
	4.5

6.8
	44.7

43.1
	  4.5

11.8
	12.7

18.5
	

	ASEAN-4

1970

1999
	3.1

3.7
	  4.5

10.7
	4.2

4.3
	
	1.2

7.4
	
	3.3

6.5


ASEAN-4 excludes Singapore. Source: Direction of Trade Statistics Yearbook.

Table 2. Intra-ASEAN Trade: Merchandise Imports (% of imports)

	From\To
	INDO
	MSIA
	PHILS
	SPORE
	THAI
	ASEAN-5
	ASEAN-4

	Indonesia

1970

1999
	
	1.0

4.7
	0.2

0.5
	…

8.9
	1.6

4.7
	   2.8

18.8
	2.8

9.9

	Malaysia

1970

1999
	4.8

2.7
	
	0.2

2.5
	  7.5

14.0
	3.6

3.8
	16.1

23.0
	8.6

9.0

	Philippines

1970

1999
	2.4

2.2
	…

3.1
	
	0.4

5.6
	0.04

2.60
	  2.9

13.5
	2.5

7.9

	Singapore

1970

1999
	     n.a.

     n.a.
	…

15.6
	0.4

2.6
	
	2.0

4.7
	  2.4

22.9
	

	Thailand

1970

1999
	1.5

2.1
	0.5

5.0
	0.3

1.5
	1.0

7.2
	
	   3.3

15.8
	2.3

8.6

	ASEAN-5

1970

1999
	8.7

7.0
	  1.5

28.4
	1.1

7.1
	  8.9

35.7
	  7.2

15.8
	  5.5

18.8
	

	ASEAN-4

1970

1999
	8.7

7.0
	  1.5

12.8
	0.7

4.5
	
	  5.2

11.1
	
	4.0

8.9


Note:  n.a. = not available. ASEAN-4 excludes Singapore.  

Source: Direction of Trade Statistics Yearbook.

Other factors were responsible for the low intra-ASEAN trade. First, ASEAN imports from developed countries faced lower tariffs as these were mostly producer/capital goods while imports of manufactured goods from ASEAN faced higher tariffs as these were mainly final consumer goods Second, ASEAN countries have historically depended on countries outside ASEAN for its trade, FDIs and technology. Third, there were differences in the pace of industrialisation. During the 1950s and 1960s, ASEAN countries adopted an import-substitution policy, which restricted imports through high tariff rates. The Philippines had the longest IS policy experience while Singapore, the shortest. Given a limited market size, scarce financial resources, massive unemployment, and lack of domestic entrepreneurs, Singapore has shifted to outward-orientation of its economy in the late 1960s through an industrialisation policy which relied heavily on export-oriented labour-intensive FDIs. Since 1979, however, Singapore has re-directed its industrialization policy by encouraging more capital-intensive, highly-skilled, high-tech and high-value added industries.  Since the 1970s, having learned from the successful experiences of Singapore, other ASEAN countries have switched to export-oriented industrialization policy, which are dependent on FDIs.

3.2. Towards an ASEAN Free Trade Area (AFTA)

The need for a greater intra-ASEAN trade was identified as early as 1967. During the late 1980s, the issue of free trade was discussed again. The idea of free trade was proposed during the Manila summit in 1987 but was not well-received.  However, the idea was revived in 1991 by Thailand’s former Prime Minister Anand Panyarachun and was supported by Singapore’s Prime Minister Goh Chok Tong. Some feasibility studies were undertaken by some sectors in the regional economy. The academe recommended the use of a differentiated approach to provide grace periods for countries not ready yet for fast-track liberalisation. The private sector proposed a 40 per cent ASEAN content rule. On the government side, committees were set up to consider the idea and to develop a practical working scheme. Discussions and deliberations were conducted through formal and informal dialogue sessions. 

During the 22nd ASEAN Economic Ministers meeting, Indonesia proposed a trade instrument known as the Common Effective Preferential Tariff or CEPT, which was adopted during the 1992 summit meeting in Singapore. The most significant step to promote ASEAN trade was the decision of this summit to establish AFTA by the year 2008. The ASEAN member countries agreed in September 1994 to accelerate the establishment of AFTA by shortening the initial time frame from 15 years to 10 years. 

Having been implemented since 1993, the CEPT scheme covers manufactured products, capital goods and agricultural goods. There are two groups of  commodities covered, namely, the ‘priority goods’ and the ‘other goods.’ The 15 priority products included in the fast-track scheme are  pulp, cement, fertiliser, vegetable oil, gems and jewellery, rubber products, pharmaceuticals, copper cathodes, leather products, wooden and rattan furnitures, plastics, textiles, chemicals, electronics, and ceramics and glass products.  For priority goods, tariffs should be reduced to 0-5 per cent at a faster pace than the other goods.  

The original members of ASEAN are expected to achieve the AFTA required tariff rates of 0-5% by the year 2003. The CEPT scheme has provided the most comprehensive coverage with the inclusion of more than 90% of total ASEAN tariff lines and the coverage of more than 85% of intra-ASEAN trade values and about 86% of the overall trade of ASEAN member countries. By 2003, ASEAN will experience a tariff regime of not more than 5% tariff rate. During its 15th meeting, the AFTA Council announced that each of the original six members (Indonesia, Malaysia, the Philippines, Singapore and Thailand) had reduced tariffs to 0-5% on at least 90% of its tariff lines in the inclusion list. The newer ASEAN members are given a longer period to achieve this reduction in light of their current level of economic development. Each member of ASEAN has a 10-year time frame of tariff reduction program under AFTA. Vietnam is targeted to fully implement the AFTA in 2006, while the target year for Laos and Myanmar is 2008, and 2010 for Cambodia. 
The formation of AFTA offers several benefits. First is trade creation which exists when a member country imports  products or inputs from a more efficient exporting member country  rather than from a less efficient non-member country.  However, a negative effect is also possible in the form of trade diversion which refers to the condition when a member country imports  products or inputs from a less efficient exporting member country  rather than from a more  efficient non-member country.

Second, it provides for a free flow of goods and services.  The ASEAN region offers a large market size as it has some  500 million population. Third, AFTA will generate economies of scale. Regional producers will produce commodities according to comparative advantage which will lead to greater specialization, increased  production and cost reduction. Fourth, AFTA will attract more foreign direct investments particularly those which are trade-related given that there will be reduced tariffs ranging from 0 to 5 per cent.  More multinational corporations will invest in the region to avail of the huge consumer base and reduced tariffs.

The achievement of AFTA is not without problems. First, there is a lack of commitment from the private sector. Second, it will generate unemployment from the inefficient industries. Third, there is a lack of harmonised safety and technical standards and customs clearance regulation. Fourth, there are differences in tariff structures, with Indonesia, the Philippines and Thailand having higher tariff rates. A reduction in tariffs will result in loss of revenues.

4. Factors Affecting Regional Integration
Intra-ASEAN economic cooperation has proceeded very slowly particularly during the 1967-75 period.  However, during the 1976 to 1992 period, some changes in the ASEAN machinery and more frequent summit meetings had improved the extent of economic cooperation.  It was also during this period that specific areas and actions of economic cooperation were identified. However, it was only in 1992 following the Singapore Declaration that ASEAN heads of government formally decided to achieve AFTA and agreed on the enhancement of economic cooperation. 

What then are things that have worked in ASEAN, or equivalently, the strong points of ASEAN economic integration? What are those things that did not work, or equivalently, the weak points of economic integration?
   

First is the ASEAN institutional machinery.  In 1967, the individual member states of ASEAN were hesitant to accord it with strong powers over the members, preferring a high level of individual sovereignty.
 Thus, this resulted in an organizationally loose structure which avoided the trappings of a strong regional organization. The supreme decision-making authority was vested on the Foreign Ministers of the five ASEAN states during the annual ministerial meetings held in the capital cities of member countries on a rotational basis. The initial structure consisted of the Annual Ministerial Meetings, the ASEAN standing committee, ad hoc and permanent committees and the national secretariats. The decentralized and overlapping bureaucratic structure generated some obstacles for ASEAN as an organisation like delays, and many suggestions were never considered nor realized. Moreover, there was no high level body directly in charge of making decisions and executing economic policies. Thus, the narrow structure of the initial ASEAN machinery was one of the contributory factors to the low level of economic cooperation particularly during the 1967-1975. Having realised this, the institutional structure was expanded in 1976 during the Bali summit to include economic and other ministers, as well as the establishment of an ASEAN Secretariat in Jakarta to provide a central administrative and coordinating body. The ASEAN Economic Ministerial Meetings  has been the decision-making organ for economic matters. Since 1976, the supreme decision-making authority is the ASEAN Heads of Government Meeting, also known as the ASEAN Summits, which were held as and when necessary. 

Second is the consensus style. As ASEAN was established on loose foundations, it has developed and evolved through a cumulative, gradual process whose decisions and actions have been carried out on a consensus style, popularly known as the ‘ASEAN way” of doing things which relies to a large extent on the personal approach in contrast to the more legalistic and structural ways in the western countries. The consensus approach is embodied in two Malay terms: musyawarah, the process of decision-making through discussion and consultation, and mufakat, the unanimous decision that is arrived at.
 The consensus approach is viewed as a weak point of ASEAN as decision-making has been delayed due to differences in attitudes and views of member countries, and differences in their levels of development and economic structures. However, some have argued that the consensus approach brings the ASEAN member countries closer and that direct conflicts have been avoided. But even when a consensus has been reached, not all members are obliged to participate in the decision since ASEAN allows bilateral and other types of cooperative arrangements (like sub-regional growth areas). In other cases, ASEAN provides for a membership-minus-x principle in which only able members can implement the agreement at the time while other members may join when they are able to do so. In light of the impact of the Asian financial crisis in 1997/98, outgoing ASEAN Secretary-General Rodolfo Severino has suggested that ASEAN needs to move away from a ‘relationship-based’ way of doing things and creating wealth to one that was more rules-based and market-driven.
 Within ASEAN, a rationalization of the framework for economic cooperation and the development of rules to set the guidelines within which this cooperation can take place is occurring.
 

Third is political commitment.  During the 1967-1992 period, there were only four irregular summit meetings which took place in Bali (1976)), Kuala Lumpur (1977), Manila (1987) and Singapore (1992). The holding of only four and irregular summits within 25 years was an indication of the lack of political commitment. Having learned from this shortcoming, the summit meeting has been institutionalised since 1992 to take place once every three years with informal meetings in between.  Outgoing ASEAN secretary-general Rodolfo Severino has called for more political commitment within ASEAN in order to achieve greater economic integration. He said that ASEAN “seems to have stuck in framework agreements, work programmes and master plans.”

Fourth, the problems associated with various schemes and instruments of economic cooperation in industry, banking and finance, agriculture and trade.  The early scheme of industrial cooperation through the ASEAN Industrial Projects (AIP) was relatively ineffective because of lack of feasibility studies, lack of financing, lack of political commitment, lack of private sector participation, and rigidity in equity requirements.  Given these shortcomings, other schemes like AIC and AIJV had evolved through time providing for flexibility in the requirements allowing the participation of foreign investors and the private sector.  On trade cooperation, the low utilisation rate and hence the ineffectiveness of the PTAs was attributed to various problems such as a long exclusion list, too detailed disaggregation and inclusion of irrelevant items.  With these shortcomings and having realised the need to enhance economic cooperation in the midst of rising protectionism in other parts of the world (like EU and NAFTA),  the ASEAN heads of government agreed and committed in 1992 to carry out deeper and meaningful trade liberalisation measures through CEPT to pave the way for AFTA in the year 2003.

Fifth, the dominance of national interests over regional interests also accounts for the low level of regional economic integration. ASEAN’s economic performance has been shaped to a large extent by the national economic policies of their respective governments particularly on trade and FDI.

On the trade front, ASEAN economies have largely embraced free trade, but with varying degrees of openness as reflected by the differences in their tariff structures, extent of protectionism and trade liberalization measures. Being a highly open export-oriented economy, Singapore has the lowest tariffs. Thailand has the highest tariffs, due to its ISI policy which protects domestic manufacturing industries. Indonesia, Malaysia and the Philippines have tariff structures somewhere between Singapore and Thailand. More open economies like Singapore have preferred a faster pace of tariff cuts than the more closed economies like Indonesia and Thailand. However, since most ASEAN countries rely on tariffs as a major source of government revenues, tariff reductions have proceeded slowly.

On the investment front, ASEAN governments have opened their economies to FDI to various degrees. With no natural resources and a limited domestic market, Singapore is the most reliant upon FDI. The Philippines, Indonesia, Malaysia and Thailand have natural resources and much larger domestic markets, and therefore could afford to be less dependent upon FDI. Indonesia and Malaysia are oil and gas producers and have benefited substantially from the oil price hikes in the 1970s. However, declining oil prices combined with the fact that oil is a non-renewable resource have convinced both Indonesia and Malaysia to diversify their economies and increase their dependence on FDI. Over the years, ASEAN governments have imitated Singapore by relaxing regulations on investments and foreign equity ownership for export firms. Most ASEAN governments now allow 100% foreign ownership as long as the business produces mainly for exports.

5. ASEAN and the Global Economy

ASEAN has been more historically dependent on countries/groupings outside the region particularly Japan, the United States and the European Union for trade, FDI, technology and foreign aid.  For example, while intra-EU trade hovers around 50-60 percent of its global trade, intra-ASEAN trade has been around 15-20 percent of its global trade. As such, ASEAN has been linked more to the global economy particularly in the areas of liberalization, facilitation and cooperation through multilateral, regional and bilateral schemes. 

5.1. Multilateral links

ASEAN has been linked to the WTO. In ASEAN, Singapore hosted the first WTO meeting in December 1996. It brought together ministers and representatives of  member countries. It was a very significant gathering as they came up with a crucial document known as the ‘Information Technology Agreement’ which will liberalize the information technology industry on a global scale. The WTO meeting is a victory of consensus and compromise between the North and South. 

The WTO replaced the General Agreement on Tariffs and Trade (GATT) as a result of the Uruguay Round multilateral trade negotiation which lasted for seven years. WTO aims to implement the results of this round, namely, (a) that member countries implement tariff reductions commitments in industrial products, (b) that quotas on agricultural imports and imports of textiles and apparel are replaced with less restrictive tariffs, (c) that the Multi-Fibre Agreement will be dismantled, (d) that trade in textiles and clothing will be integrated into the normal GATT rules, and (e) that the dispute settlement mechanism be strengthened. These trade liberalization measures have certainly brought both benefits and costs to the ASEAN region as it will compete with other countries in some products particularly in agricultural and textile products but can complement in other manufactures. 

The WTO has also taken initiatives to liberalise trade in services. In 1995, the export of services was valued at US$1,234 billion. Accounting for a share of 17%, the United States offered to liberalise its financial sector by giving foreign companies unrestricted market access not only to existing operations of foreign companies but also to all foreign institutions and to new or expanded financial services. The EU is the largest service exporter with a share of 46 per cent. The ASEAN region accounted for 5.4% (US$67 billion) of the global exports of services. Singapore and Thailand were the main beneficiaries as they shared 44% and 22% of the region’s service exports, respectively.  The Philippines, Malaysia and Indonesia accounted for 14%, 10% and 9%, respectively.  

5.2. Extra-regional links

ASEAN has been linked to the global economy through its membership in regional fora like APEC and ASEM. Through APEC, ASEAN countries have been involved with two of its major trading and investment partners namely, Japan and the United States. In APEC, ASEAN has been considered as the cornerstone for the successful implementation of an open-regionalism strategy to pave the way for the successful achievement of the goals of Bogor Declaration which is to free trade and investments in the region in 2010 for developed countries and 2020 for developing countries. In 1996, APEC leaders agreed to back a global deal which will eliminate most tariffs on information technology products by the year 2000 including computers, semi-conductors, software and telecommunications equipment. The global information technology package is worth US$500 billion on a global scale, with APEC members accounting for 80% of the total. ASEAN should be proactive and should lead APEC in realising this goal. APEC should complement, and not compete with the World Trade Organisation (WTO).
ASEAN has also been linked with European Union through the Asia-Europe Summit Meeting (ASEM), which is a trans-atlantic and trans-pacific regional forum initiated by Singapore’s Prime Minister Goh Chok Tong. The first meeting was held in Bangkok in March 1996. As it brought leaders of the ASEAN, EU-15, China, Japan and Korea, it is an important step towards more meaningful and enhanced relationship between Asia and Europe. ASEAN has also been considered as the cornerstone of ASEM and it should continue to do so. ASEAN should push for the institutionalisation of the summit meeting to put a greater political commitment and dedication from all leaders involved.  

5.3. Bilateral links

Given the slow pace of trade liberalisation undertaken by the WTO on a multilateral level
 and by ASEAN on a regional basis, and given the uncertainties arising from global developments, some ASEAN countries have undertaken or are considering bilateral Free Trade Agreements (BFTAs) with countries outside the ASEAN. Singapore has concluded FTAs with New Zealand, Japan, EFTA and Australia. Singapore also has on-going negotiations with Mexico, Canada, United States, China and Korea. In addition, Singapore is planning to make free trade agreements with India and the European Union. Other countries are also interested in FTAs. As for Malaysia, its Minister for International Trade and Industry announced that the Malaysian government is already studying the costs and benefits of forging bilateral FTAs, but those which focused on services like telecommunications. The United States has also proposed BFTAs each with Thailand and the Philippines. Australia is also working towards commencing negotiations for an FTA with Thailand. Inspired by Japan-Singapore FTA, President Gloria Arroyo has officially proposed the establishment of an FTA during her third visit to Japan on 4 Dec 2002.
 

5.3.1. Singapore’s BFTAs

In his meeting with the editors of 11 Asian newspapers at the Istana, Singapore’s Prime Minister Goh Chok Tong said that “we would like ASEAN to move faster; I’m impatient because I believe ASEAN is taking a lot of time in just looking at ASEAN, whereas it should be looking outside ASEAN”.
  PM Goh’s view is valid given that trade outside the regional grouping (extra-ASEAN) has been far more significant at around 70-75 percent of ASEAN’s global trade during the past 2-3 decades.  Also, according to Ms Ng Bee Kim of Singapore’s Ministry of Trade and Industry (MTI):

We argued that with the worldwide trend towards FTAs, we could not afford to be left out of the game. The EU, already a huge FTA in itself, was in the process of enlargement. The EU also has FTAs with many Central and East European, African and South American countries. The US, Canada and Mexico have NAFTA. And then you have the massive and ambitious Free Trade Area of the Americas (or FTAA), whereby more than 30 North and South American countries intend to form the world’s largest FTA. We felt that these compelling developments merited a refinement of our trade policy. If, through FTAs, everyone else was part of a selective club where the members got special trading privileges, then Singapore had better ensure that we had membership too. Otherwise, our companies would be seriously disadvantaged.

Moreover, given that Singapore has no natural resources and has a small domestic market of 4 million people, trade and FDI have provided Singapore with the means to continuously grow and survive. Its trade to GDP ratio reached 2.96 in the year 2000, even much higher than Hong Kong’s and Malaysia’s ratios of 2.54 and 2.02, respectively.  Although small in size (660 sq.km), Singapore is large in presence having been ranked by the WTO as the world’s 15th top exporter and 16th top importer, which makes it the top trading nation in ASEAN.  Malaysia ranked 18th both as exporter and importer.

Singapore has remain committed to pursue both multilateral and regional initiatives. In addition, it has undertaken bilateral free trade agreements (BFTAs) with other non-ASEAN countries with the view that these FTAs act as catalyst for global trade and investment liberalisation. These FTAs are expected to serve both economic and strategic interests of Singapore. On the economic front, FTAs will provide certain predictability for Singapore businessmen and investors, to lower barriers to trade and investment and open up considerable opportunities for Singapore’s business community, to promote the liberalisation and integration of regional markets, and to hasten global free trade within the context of the WTO. Thus, the WTO-consistent and WTO-plus FTAs would reinforce multilateral trade policy, and help hasten the pace of trade liberalisation globally. Moreover, Singapores FTAs are supportive of the APEC principle of open regionalism to help achieve the Bogor goals of free trade and investment by 2010 for developed member countries and 2020 for developing members.  In the words of Ms Ng Bee Kim:

FTAs could achieve the following: Reduced tariffs would save costs for our exporters. Our companies could be guaranteed access to the services markets of other countries. All other sorts of barriers that our companies faced in selling goods and services to foreign markets could be reduced or eliminated. Having solid investment rules would also be an added attraction for MNCs to set up shop and invest in Singapore, creating jobs for our people in the process. 

FTAs also contain the strategic angle.  Establishing FTAs with various countries around the world “would help to anchor these countries’ presence in the region, and keep Singapore and ASEAN on their radar screen. This is especially important for a small nation like Singapore.”

Singapore’s Concluded FTAs: 

The Agreement between New Zealand and Singapore on a Closer Economic Partnership (ANZSCEP) was the first FTA concluded by Singapore in August 2000 after six rounds of negotiations. It was signed by New Zealand PM Helen Clark and Singapore’s PM Goh Chok Tong on 14 Nov 2000. It provides a comprehensive agreement covering trade in goods and services (including professional, financial and environmental services), investment and government procurement, among others. It was the second FTA for Singapore after AFTA.

Launched in October 2000, the Agreement between Japan and the Republic of Singapore for a New-Age Economic Partnership (JSEPA) was concluded in Oct 2001 after 12 rounds of substantive negotiations. It was signed on 13 Jan 2002 by Japanese PM Junichiro Koizumi and Singapore’s PM Goh Chok Tong. It comprises provisions for liberalization and facilitation, partnership and cooperation, and dispute settlement, among others. JSEPA will benefit Singapore as 94% of Singapore’s exports to Japan will enjoy zero-tariff treatment, and that nearly 4,000 additional products will enjoy zero-tariff treatment, as compared to before the JSEPA. Moreover, JSEPA was estimated will lead to an annual cost savings for Singapore exporters to grow from about S$60 million now, to S$330 million within 5 years.

With the initiative floated in Dec 2000, the EFTA-Singapore Free Trade Agreement (ESFTA) was signed on 26 June 2002 by Singapore’s Trade and Industry Minister BG George Yeo and Ministers of EFTA, after three rounds of negotiations. EFTA is an arrangement which consists of Switzerland, Iceland, Liechtenstein and Norway. The agreement is expected to came into force on 1 Jan 2003. The ESFTA is EFTA’s 19th FTA and Singapore’s 3rd after FTAs with New Zealand and Japan. It is a historical achievement given that it is the first FTA between Europe and Asia which is expected to hasten economic linkages between the two continents.

Launched by Singapore PM Goh Chok Tong and Australia’s PM John Howard during the APEC Leaders’ Summit in November 2000, the Singapore-Australia Free Trade Agreement (SAFTA) was concluded after 10 formal rounds of negotiations. SAFTA is a comprehensive agreement which consists of key areas such as trade in goods, trade in services, investment, telecommunication and financial services, movement of business persons, government procurement,
 intellectual property rights, competition policy, e-commerce and education cooperation. 

Singapore’s On-going FTAs:

On 13 Sept 1999, President Ernesto Zedillo Ponce de Leon and Prime Minister agreed in-principle approval to negotiate Mexico-Singapore Free Trade Agreement (MSFTA) which would draw the two regions (Latin America and Southeast Asia) closer together. Having completed four rounds of negotiations since July 2000, progress has been made covering areas like trade in goods and services, investment, and government procurement.

On 5 June 2000, Canadian International Trade Minister Pierre Pettigrew and Singapore Minister for Trade and Industry BG George Yeo announced the possibility of negotiating a BFTA between the two countries. Three rounds of negotiations have been completed on a range of issues such as trade in goods, services, financial services, investment, government procurement, dispute settlement, and competition.  Having been asked about the relationship between APEC and FTAs, BG Yeo stated that the proposed Canada-Singapore FTA will help both sides of the Pacific closer together to achieve the APEC’s Bogor vision of free trade and investments by 2010 for developed economies and 2020 for developing economies.


During the APEC Summit in 2000 in Brunei, President Bill Clinton and PM Goh Chok Tong agreed to commence negotiations towards the establishment of the United States-Singapore Free Trade Agreement (USSFTA). It will be modeled after the US-Jordan FTA. Like other Singapore’s FTAs, the USSFTA will be WTO consistent, WTO-plus and supportive APEC’s open regionalism. 

Singapore’s BG George Yeo and Korea’s Minister for Trade, Hwang Doo-Yun made a joint press statement on 14 Nov 2002 towards the creation of Korea-Singapore Free Trade Agreement. The first meeting is expected to take place in January 2003. 

Singapore’s Other FTA Plans: 

India’s PM Atal Behari Vajpayee and PM Goh Chok Tong agreed to set up a study group to look into establishing a comprehensive Economic Partnership Agreement between the two countries which is set to be far more wide-ranging than regular free trade deals. Other areas will also be covered like customs operations, intellectual property and financial sector links.  Trade between the two countries has been growing rapidly and hit an all-time high of S$6.9 billion last year.  PM Goh stated that The EPA is expected to provide a stronghold for Indian companies in the ASEAN region while giving greater confidence to Singapore companies that want to invest in India. The agreement is expected to be sealed between the two countries within a year. 

Danish PM Anders Fogh Rasmussen told PM Goh Chok Tong during his visit to Copenhagen that he is in favour of a free-trade agreement between Singapore and the EU. Denmark is one the 15 EU countries which is now studying the possibility of a Singapore-EU FTA. PM Goh explained to Mr Rasmussen Singapore’s interest in such an FTA from the perspective of strategic interest and economic benefits. 

5.3.2. ASEAN’s Bilateral FTAs

ASEAN-China Free Trade Area

During the ASEAN-China summit in Nov 2000, Premier Zhu Rongji first proposed the establishment of the ASEAN-China Free Trade Area (ACFTA). At the November 2001 ASEAN+China Summit, the Leaders agreed to start negotiations for the ACFTA, and to establish it within 10 years. After six rounds of negotiations, the Framework Agreement on Comprehensive Economic Cooperation between ASEAN and the People’s Republic of China was signed by Leaders at the ASEAN+China Summit on 4 November 2002 in Phnom Penh, Cambodia. The agreement includes provisions for cooperation in economic liberalisation as well as economic cooperation.  The central liberalisation element in the agreement is the "early harvest" in which ASEAN and China are committed to reduce tariffs for early harvest products which are mainly agricultural products. For these early harvest products, tariffs will be eliminated over three years, beginning no later than 1 Jan 2004. When concluded, ACFTA will be the largest FTA in the world with a regional GDP of US$2 trillion. It is expected that ASEAN would be able to attract FDI in the region to serve the Chinese market. Moreover, with a huge market of 1.2 billion people, China promises an export boom for ASEAN as the latter’s exports to China was estimated to grow by almost 50 percent.

The Enterprise for ASEAN Initiative

The Enterprise for ASEAN Initiative (EAI) is a new initiative by the United States aimed at giving ASEAN countries broader access to the US market. This initiative will be based on the high standards set in the US-Singapore FTA which is expected to be completed this year, for action by the US congress next year. So for Singapore, the benefits of the EAI will only be reaped upon completion and implementation of the US-Spore FTA. The EAI offers prospects of bilateral free trade pacts between the US and ASEAN countries which are WTO members. Should the EAI be implemented, then ASEAN countries will be able to penetrate the US markets more for its goods and services. But, the effectiveness and success of this initiative is very much dependent on how weak or strong the US and ASEAN economies, that is, will there be demand for American goods and services in the ASEAN region and will there be demand for ASEAN goods and services in the American market? If these economies show strong recovery, then the EAI will become successful. 

ASEAN-Japan Comprehensive Economic Partnership

Japanese PM Junichiro Koizume and the ASEAN leaders signed the deal during the 8th ASEAN summit in Cambodia on 10 Nov 2002. Japan and ASEAN have a combined population of 590 million (11 percent of the world’s total population) and a combined GDP of US$4.9 trillion (18 percent of the world’s total GDP). Unlike China’s push for free trade, the AJCEP focuses on human resource development and investment promotion. With negotiations expected to commence in Jan 2003, issues to be discussed include trade and investment promotion and facilitation measures.  Unlike ASEAN-China FTA, Japan’s proposal will be implemented based on bilateral deals as any ASEAN member may commence talks with Japan to form a bilateral pact. Japan has already concluded an  FTA with Singapore, and intends to form similar arrangements with Thailand, the Philippines, Indonesia and Malaysia. 

ASEAN-India Free Trade Area

India’s PM Atal Behari Vajpayee offered to commence and have FTA with ASEAN which would be completed in 10 years. His made this announcement on 5 Nov 2002, a day after the signing of ASEAN-China FTA. It was a surprised but welcome offer given that India is a relatively closed economy with high tariffs for its imports. Using an analogy, PM Goh Chok Tong said that the ASEAN jumbo jet is now ready to take off with one wing in the making in the East through agreements with China and Japan, and with India providing the second wing.  Bilateral trade between India and ASEAN is expected to double within ten years from its present level of US$10 billion.  Moreover, ASEAN is a strategic partner for India as it would provide a link to Northeast Asia. India would somehow provide a balance between ASEAN and Northeast Asia.

5.4. Expanded Regionalism

ASEAN Economic Community?

On 4 Nov 2002, Singapore’s PM Goh Chok Tong proposed transforming ASEAN into a common market by 2020. His proposal for an ASEAN Economic Community, along the lines of the European Economic Community, was made during the 8th ASEAN summit in Cambodia, and received a strong support from Thailand’s PM Thaksin Shinawatra.  As a single market with 500 million people, the AEC would allow the 10 member countries to enjoy free movement of goods and services, and a free movement of factors of production including capital and labour particularly professionals. Having had a number of economic initiatives on trade, tourism and services, the AEC would serve as the end vision for all these agreements.  It is expected that the AEC would help in bridging the economic gap between and among members of ASEAN which include high-income countries like Singapore and Malaysia and lower-income ones like Laos and Myanmar.

East Asia Free Trade Zone? Asian Free Trade Zone?

ASEAN, China, Japan and South Korea provides a market of more than 2 billion people. The integration of Southeast Asia with Northeast Asia to form an East Asia Free Trade Area (EAFTA) can become one of the driving forces in the global economy as  it accounts for a third of the world’s population and a fifth of  global trade.

6. Concluding Remarks

The regional integration process in ASEAN has evolved gradually during the past four decades. To move towards closer economic integration, ASEAN has undertaken both widening and deepening economic activities. While the enlargement process from five to ten members has resulted in a two-tier grouping, the development gaps between the higher and lower income countries can be narrowed down through several mechanisms including the provision of financial and technical assistance to the lower income countries and by encouraging more trade and investments in them. 

ASEAN has also followed trade and investment liberalisation measures aimed at improving the competitiveness of their economies and increasing the pace of regional integration.  On the trade front, these measures, which include PTAs and CEPT, have been implemented towards achieving AFTA.  While the PTAs proved to be ineffective because of the low utilisation rate, the CEPT has enabled ASEAN to move towards a higher plane with the reduction of tariffs to 0-5 percent for ASEAN-6 on at least 90 percent of its tariff lines in the inclusion list.   However, intra-ASEAN trade has remained low at 20-25 percent of its global trade, with much of this being accounted for by trade between Singapore, Malaysia and Indonesia. This fact is attributed to various factors including the favourable treatment given to imports of capital goods from developed countries, the different pace of industrialisation among ASEAN countries, and the greater significance of extra-ASEAN economic ties particularly with Japan, the US and the EU. 

On the investment front, ASEAN has undertaken measures to promote and encourage FDI including regional initiatives like the ASEAN Investment Area (AIA) and the ASEAN Industrial Cooperation (AICO) and sub-regional schemes like growth areas. Past regional schemes like AIP, AIC and AIJV had proved to be less successful.

Thus, despite regional and sub-regional initiatives, ASEAN economic integration has proceeded at a snail pace because of some factors which include, among others, a weak organisational structure, the consensus decision-making approach, lack of political commitment, the ineffectiveness of regional economic initiatives, the dominance of national over regional economic interests, and  the significance of outside linkages.

With extra-regional being more significant than intra-regional economic linkages, ASEAN has implemented various multilateral and regional strategies to support the principles and objectives of the WTO, APEC and ASEM. However, with the growing importance of bilateral FTAs, some countries in ASEAN have completed or are planning to form FTAs with countries outside the grouping. Even the ASEAN grouping has also entered or plan to enter into FTAs with other countries like China, Japan, the United States and India. Aimed at promoting trade and investments between the bilateral partners,  these FTAs are and must be consistent with the WTO, can be WTO-plus and pursue open regionalism to achieve open and free trade and investment in the future. 

From a loose foundation, the legal and institutional framework of ASEAN is gradually evolving with the signing of various agreements within and beyond the grouping.  This is expected to lead towards the improvement in the governance of the ASEAN grouping.
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