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ABSTRACT

After two decades ol ASEAN, there iz disappointment over
its lack of economic integration aleng the line of the European

C-;}mu.l::itjh

The. paper reviews reécent proposals for improving freer
irade in ASEAN that have come from private sector Eroups or DoD—
government organizations. ASEAN itself has drawn up its own
agcheme for pfgmuting ASEAN trade.

The paper argues that the new ASEAN initiatives on trade
and investment also attain the free trade aspects of integration.
What would make it mors acceptable and concrete is that it

provides for more systematic interventions and allows for their

phaze. cut.



ASEAN FREE THRADE AREA OB IMPROVED PTAY WHAT'S IN A& NAME?

by FLORIAN A, ALBURO™

1. Introduction

Two decades after the establisbment of the Association of
Southeast Asian HNations (ASEAN) an emerging consensus aAmong
"ASEAN-watchers" is that there has not been much in the way of
coonomic fhtcgruLiuﬂ along the line of the Euvropean Community.
Whatever economic arrangements have been. entered into by the
ASEAN governments these have not been as substantive as one might
gxpect In those two decades.

It iz to be admitted however that what has sustained ASEAN
over  these years has been its continuing solidarity in many
political and security issues ranging from South African matters
to Vietnam and Kampuchea. In fact the group's stability in these
contexts has made ASEAN a permanent institution Proving an
exception to a number of Third World groupings that have emerged
and £floundexred within a short period of time.

The many criticiszms on the lack of solid economic squﬂrt
to  ASEAN; if not failure to promote economic integration, stem
from iw& factors. One iz a perception that despite the numerous
economic committess, the increasing mobility of ASEAN economic

afficials around the capitals, and the expansion of official and

independent studies on the group, there has not been an
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acceleration oI intra-ASEAN trade. T[he other, and related to the
earlier wpoint, is the expectation of & signifticant economic
potential of ASEAN, ihese do not reflect an ambitiouns rererence
to the European Community and the Common Harket but a simole and
practical ‘recognition of patential eaconomiss o s=Scale: market
exXpansion, and industrial complementarities amony the? 'ASEaN
‘mations.

After two .decadeﬁr there is now a greateér urgency to
initiate bolder measures at accelerating the integration of ASEAN
economies at the trading front. Perhaps eéven a relative shift is
calied for from a political and security cooperation to a strong
economic interaction. Within this framework mich work has been
carried out to propose specific actions aimed at achieving the
economic integration of ASEAN.

lne purpose of this paper is to reéeview some of the various
proposalé for economic integratidn. the subsequent reactions' or
Tesponses from the ASEAN countries themseives, and their
implications for the attainment ol economic goals. A Bubtle
distinction is made here between ASEAN initiatives and
initiatives Zfor ASEAN economic fntegration. What we' want to
consider as the former are those that reflect the' unigue cultural
or official character of ASEAN economic discussions Es they have
evoived over time. The latter perhaps should be those that are
purely economic in nature or those a step or two removed from ‘the
normal conduclt of ASEAN economic affairs. In faet weuargue that
the emerging ASEAN initiatives will achieve similari results

within the context of existing ASEAN economic environment. %While




it can be argued that these may not be most—efficient (in the
sense that a superior alternative is available) they appear to be

acceptable operationallv.

Accordingly, the next section reviews some of the more
prominent proposals for ASEAN economic integration. The ‘third
seclion summarizes the salient points of what can be considered
ag the emerging ASEAN initiatives reflected in the recent
meetings of ASEAN economic ministers. The last section draws out

=
several implications from the latter ipitiatives.

The theoretical underpinning for a regional integration is
the mnotion  in international trade that a partial move +towards
freer trade improves welfare among the joining . nations. The
removal or reduction of tariffs among member couniries should
improve resource allocation and expand markets. Where they
produce similar products there would be greater scope for
efficiency. Thus whether the integration is only beginning (free
trade area} or will move along higher forms (customs wunion,
common market or economic union) freer trade will be beneficial.

1 .

In the theory of second-best however we are warned that

not every move towards free trade is welfare-improving i “the

2
sense - that +trade diversion may. outweigh trade creation.

Indeed,if the integration movement leads to trade deflection away

from efficient partner source, a misallocation of resources 1is

&2
taking place.

[



Ihe ASEAN countries are not hobogseneous BConomies.
Singapore and Brunei have virtually no agricultural ‘base “while
the ofher four have a significant trade in agriculturaly produts.
Indonesia 1is .a Falrly large couniry with a Jdomestic market <o
reap economies of scale from. On the other hand #inﬁapﬂrﬁ and
Brunei. have low tariff walls to begin with in comparison with the

other four.

Dittering levels and pace of development, disparities in
protective structures, and size of individual cpuntries dndicate
4

that integration benefits may not be uniform across tThem.

Moregver not all these six countries may have similar productiaon

atructures from where etficiencies can be reaped.

Economic cooperation in ASEAN has ranged from commodity
reserves {(the ASEAN Food Security HFeserve, ASEAN Emergency
Petroleum Sharing Scheme) to swap arrangements for standby credit
to an ASEAN Customs Code of Conduct. "ITn additien ASEAN has taken

common positions on international economic issues ‘such ‘as the

T

mzltilateral trade negniiuLiUﬂS.J

But, by anpd iayge. the major mechanism o ASEAN for
promoting’ economic “integration is the Preferentidd Trading
Arrangements (PTA) whereby the ASEAN countries agreed to margins-
of-preference (MOP) on intra—-ASEAN imports ranging hfrnm- 10
percent to 50 percent. Within the PTA, trade preference=z began
with vn]untnfy affers whereby each coehtry: extends regulax
preferences. This was later on expanded to an acrnas—tha—ﬁpﬂrd

approach whereby automatic preferences were given for certain

4




Tevels ol S imporl values,

It would seem then that the institution of PTA in ABEAN i:
close tol our-Snetieon cel o cecononic | Antegrations In actual
experience and since the PTA began in 1977, it has been plagued
by a -number of diffieulties. First, becanze of tThe volupntary
nature of ‘the items offersd for tariff preferences, produacts
listed under PTA were those of no cansemisncs: o the ASEAN trade.
There was no correspondence between the increasing number of
items  listed wunder PTA and the value of trade  taking place.
SEﬂﬁnd. with the use of across-the-board items for preferences,
the increase in the ceiling of imports from US 550,000 te U3 £10
million opened up a stronger basis for integration. Yat  dts
potential impact is nullified by allowing countries to put up .an
exclusion “list for "sensitive! product impeorts. I TackAhe
number of itemszs excluoded ‘rapged from 2 percent of all items. Lfor
Singapore +to 63 percent of ali items  for TInailand. Finaliy,
azgociated with the inetitution of the PTA iz.a rules—oi-orligin
requirement “which also effectively limits the scope for intra-

ASEAN trade with margins of preferences.

It is in this context that new proposals for Iimproving
ASEAN economic integration have been advanced. Part of the
raticnale stems from the weaknesses pointed out earlier and part

from a serious copnsideration of real new initiatives.

1I. Various Proposals
We focus our attention here on specific proposals related

to ASEAN economic integration in the theoretical sense summarized



previcusly and not on the whole gamut of  economic measures
regarding particular problem areas such as food reserves or
standby credit. In other words,the review here is on  proposals

intended to promote general trade in ASEAN.

The ASEAN FEconomic FResearch Umit of the Institute of

f
Southeast Asian Studies in Singapore Ceollogquium ProposSes &

hvbrid system +that recognizes the inherent varying taciff
structures of the ASEAN countries and differing levels of
development. Thus the initiative would call for the formation of
a customs union among the four countries of Indonesia, Malaysia,
Philippines and Thailand and a free trade area linking the union
with Singapore and Brunei. By reducing tariffs among +the {four
toward some average (e.g. Malaysia) intra—-ASEAN trade would be
promoted. Since +the common tariffs would mean a general
reduction for the high—tariff countries (Indonesia, Philippines
and Thailand)} trade diversion can be reduced. ©m the other hand
free trade arrangements with Singapore and Brunei would likewise
reduce trade diversion in as much as both countries would
maintain their respective tariff levels.

The Colloguium suggests complementary measures related o
increasing intra—-ASEAN investments including further support fto
ABEAN Industrial Joint Ventures {(AIJV), natiomal treatment to
ASEAN investments, preferences for AIJV products, and™ financing
facilities.

- .

Seiji Nava's recommendations to improve ASEAN ‘starts

from +the need to have quantifiable targets to achieve what is

termed an "ASEAN Trde Area" by the year 2000, This essentially




means some 920 percent of total ASEAN trade under preferences.,
reduction in the exclusion list to 20 percent of import volume,

and, differential elements for Singapors and Indonesia. The
iatter mechanism reflects a practised principle of "6-x" which
has. been applied to rules of origin as regards Indonesia and an
tarlier, move by  Singapore. not Lo, participate. im, the  ASEAN

o

Industrial Complementation Eﬂhemﬁa-a
_Eumplem%hting the trade area meansures. Haya suggestis  more
cooperation in industrial joint ventures and the establishment of
o Development Bank of ASEAN.
|

The Group. of Fourteen of the ASEAN Chambers of Commerce
and. Industry urges an "ASEAR Market Liberation Imitiatiwe®, which
proposes putting a 30 percent wminimum margin of preference (MOP)
and applving it across—the-board for all non—agricul tural
products on a six-minus—x principie. This means the eliminatiom
of execlusion lists and allowing only waivers in emergency cases
where, injury is certain in some specific sectors of a country.
For agriculture the Group suggests continuing a product-by-

L

praduct approach to liberalization.

The suppnr{ing measures include strengthening the AIJV
{e.g. MOP on AHEAN  sourced intermediate inputs, national
treatment), 5treum£ined. institutional machineries through
consolidation of existing committees and the creation of new
ones, and improving the infrastructure for ASEAN trade in such
areas as transport; mopnetary and financial machineries,

education, etc.



Theas nmon=gFovernment s for only’ ' indirectly Fovernmant
sponsored) proposals have a clear connotation of leaving the
private sectors to adjust to new conditions after the policies
have ©Deen put in place. They déd not 'envision an 'elaborate
btureaucracy 'to overzee the arrival of an  ASEAN trade area.
ATthough they do not contaln detailed steps in the process they
suggest a large amount of automaticity. For instance the Group
of Fourteen suggests an across-the-board MOP to all (industrial}
products which means an lmmediate act despite allowing for
exceptionsa. The same can be said of the Collogquium proposal
wherein the four countries aim for a union-external-tariff target
along Malavsia's levels and an immediate free trade area. But
even 1f we allow for a transitorvy phased implementation what is
implied are pre-determined rules and then leaving the private

sectors in the ASEAN countries to adjust accordingly.

On. the other band, the governments of ASEAN have mobilized
existing structures and committees as issues groups also in order
to come up with new initiatives for economic cooperation or
integration. In ?he case of trade syxpansion, the Committees on
Trade and Towrism {(COTT)} has its own package of proposals which
partly is supportive of the Naya proposals. Th;- Committee on
Industry, Minerals and Energy (COIME) has looked at measures to
increase investmenlts through more or better incentives such as
allowing non-ASEAN investments in ATIV within o time frame,

extending the period of effectivity of preferences in AIJY a&s

well as their lewvels and =ao on. Other Committees and




Subcommeities have similarly come up: with iniftiatives in
agricualture, Esurism, transport and communications, and banking
and  finance. Méreover the machineries of ASEAN have come under
close review in order to arrive at propesals  for ‘alternative

mé¢chanieme for ASEAN cooperation.

i summary, the wvarieus proposals that have been put
forward and briefly reviewed here depict alternative scénarios of
ASEAN economic integration and cooperation. They range from
I ASULE S f:r more. autonomouns free frade to specific targeitting
exercises via existing or strengthened mechanisms. In all these
the implied goal is economic integration in the sense of aiming

for wider markets, industrial ‘efficiency and thus regional

wel Fare.

The =scenarios Lhe wvarious propeosals foresee come with
appreciation of certain existing culture or characteristic within
ASEAN. But b3y ‘and large they have Dbeen put Tforth, whether
independently pursued, commissicned or governmeént—-initiated, in
&ntiiipﬂtiun of renewed commitment to the economiec integration of

the region.

IIT. An ASEAN Alternative

Botween the i18th ASEAN Economic Ministers Meeting (AEMY in
1986 (Manila) and the 19th AEM in 1987 ({Singapore}, 'profcund
changes have taken ‘placte in the framework of “ASEAN K ecomonmic
cooperation and integration. For' one, this vear®'s work has '‘had
{E;E rhetoric than the broad pronouncements of ASEAN's economic

goals made last wear. For another several concrete dJdocuments,



papers and monographs have evolved since then focusing on
initiatives for regiomal cooperation. Finaily, individual ASEAN
governments and Committees have buckled down to work on proposals
for the ASEAN Summit along broad fronts including economics.

The distinction of ASBEAN alternative propasals, mulled in
part by the region's economic officials, is that it captures what
iz feasible and within the culture and practice of the regional
circuit. For sure, ASEAN has had to seek external views in order
fﬂ formulate its own versions. In a sense, such initiatives
would then be uniguely ASEAN.

1i

From a mnumber of indicators , ASEAN's thrust does not
geem to De in the abstract notion of 4{integration or trade
preferences i.e. where general trade barriers are removed and
market forces are allowed to determine net trade effectz. Rather
the ASEAN .alternative begins with and is anchored on +the PTA.
The thrust  -then is sirengtheniog this system from where

integration or free itrade area will be realized.

Jeveral features of this ASEAN alternative claarly
manifests a concrete direction. First there is an obiective of
increasing the share (volume and value) of trade covered by FIA
at the "turn of the century.” T;is objective, while not cast in
quantitative terms, reflects a schedule and a timetabls uEd when

viewed n: khe .context. . of the . other | features ._is equal v

contemplative as a pronouncement for the year 2000,

Secund; eiforts will be made in the next 5 yvears to reduce

the size of the exclusion list to 10 percent of traded items

10
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12
(using a standard trade classification scheme and aggregation)

and 50 percent of intra-ASEAN ftTrade walue. At the szames tTime the

countries will harmoenicse their exelusion lists.

Third, HOP" e are sexpeclted Yo be deepernied [rom its presant
25 percent as minimum MOP to 50 percent for those enjoying some
tgriff’,;tduct{uu under the existing PTA.” We  expect ASEAN  To
determine and come tTo an agreement on the manner of phasing in

itemes for PTA.

et
Fourtn, there is a realization on the need to allew some

countries a differential treatment in the enhancement of the PTA.

Finally, there is acommitment in ASEAN to a standstill 1in
the imposition of further trade barriers and their rollback in

terme of non—tariff barriers.

There ars other features of these ASEAN +trade enhancing
mgasures  such as conltent requirements apd rules - of origin. The
point _is that this alternative is more circumscribed than how
the PTA was practised before. Moreover, it is attumed +to

i

existing mechaniszms.

Aside From the trads -aspect of ASEAN industrial
development through regional efficiency is also an ASEAN response
to investment initiatives. Here it seems that the region views
the ASEAN Industrial Joint Ventures (AIJV) as effective conduits

] 13
for soliciting private sector participation.
There is an emerging acceptancs of a 90 percent MNOP for

ATIY products among particﬁpating countries, greater automaticity

11
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in the approval process for joint ventures with a Tis¢ put out by
individual countries, naticnal treatment in the 1dcation of ATJIV
plants, local _content accreditation, tariff binding. and
provigion  of non-ASEAN equity participation within a prescribed
time period. in addition efforts will  continge towards some

coordination of industrial Plans im each ASEAN country.

Thie ASEAN alternative we have outlined has been borne out
of considering various proposals. Trade and investwent
constitute a two—pronged approach at economic integration and an
aim towards a free trade area empnasizing the feedback between
expanded +Erade and induced investments to reap the economies of

wider markets.

Apart from trade and investment, ASEAN haz also proposed
other initiatives in agriculture and food, tourism, and transport
and communications, ameng others. These are meant to suppoart or
create an environment for an enhanced trading and investment
syst-ms in ASEAN, Then there are a variety of alterpative
ingtitutional arrangements which can increasze +he effective

channels for economic cooperation.

What seemz to underlie this ASEAN alternstive i mnot so
mach a search for new directions for Lhe ASEAN economies “out moTe
of renewing a faith that as long as our ‘trade 'policies are
consistent and have a common théme ACCe8S countries, private
sector motivation, comparative advantage, and . efficient

infrastructure will move us towards economie integration,

Lz




IYV. Implications

I'm' Tthe final asmalvslis, ourrevaloaltion' of “the  ‘sarious

propogsals and the ASEAN alternative hinge on' answers to  many

questions. Can (and will) the benefits of economic integration
?ii- improved resource allocation, market expansion, an:dl
efficiesncy, he Achieved? Are initiatives around the PTA iInstead
of, say, cugtoms wunion cum free trade, the “befter way to

initegration?  -Are the propozals realistic and  achievable under

the ASEAN culture of the past two decades?

3k

There are two overriding Tactors that shapa the
attractiveness of an ASEAY alternative. First. there iz a
continuing general trend towards global liberalization. This
seems to be the case for the high—tariff countries in ASEAN like
Indonesia, Philippingés and Thailand., Global liberalization would
tend to reduce +trade diversion despite an ongoing regional
grouping. Second, there is a tendency in ASEAW to avoid abstiract
or politically zengitive conditions. 1In the lazt AEM references
to - "frees trade™ area or “customs union” ware cavoided . -although

14
they apparently are the alluded direction.

A sericusly pursued and strengthened PTA with its
associated features as described earlier will definitely expand
the sebpe of intrea=ASEAN trade. A4 harmonized sand limited
exclusion list to the PTA pguarantees that exemptions would not be
fragmented aven though their identification and determinatien are

subject +to mnegotiations. An agreed—upon depth in MOP will

L3
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certainly induce efficiencies in import substitution.

The faect that such PTA improvement is proposed to have a
S=year schedule will allow ineremental phasing—in to be rational.
The review process will allow adjustments to the details of the
PTA. And because the implementation of PTA is spread over time
it can allow for différential speeds for certain countries as may

be agreed upon by ADEAN.

Ih short, increasing MHOPs exercised through PTas are close
substitutes to a purely free trade area, even closer the greater
the share of intra-ASEAN trade through it {which is envisioned in
the ASEAN proposal). This is different from a collective
declaration of all six countries as a free +rade area or
eventually a aunion. A standstill and rollback of non-tariff
barriers (NTB) Is a commitment not to put discretion in the way
of increased {race. Indeed a iree trade area will have less
meaning without reducing NTBs as well. Thus the ASEAN proposal

in the previous section takes into account NTHs.

Un the other hand the proposals for investments complement
trade initiatives. The automaticity of listings for ATIV
products gives greater confidence to potential investors. A 90
percent MOP, which' is clese to free trade, improves market access
and’ 'efficiency. Various dimensions of natiopal tEEutment are
likely to Ipcrease inveisiment prospects since this includes local
content ' accreditation for inputs of AJEAN origin and access . to

retribution for unfair trade practices such as dumping.
In short, the investment imitiatives are likelwy to lead to

14
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freer movement of capital. Coupled with significant MiPsz for the
products among the participating countries; flows will net only

bte enhanced within ASEAN but alse from cutside:the region.

It isg therefore apparent that given this set of PTA-
related meaSures it is possible to achieve ecomomic integration
and move towards a free trade area. But what makes this more
acceptable and uniguely ASEAN other than having been mulled over

by the AEM and the region’'s officialdom?

Because of the more systematic nature of the
measures, signals to the private sector will obviously be clearer
and previde: 4t awikth  the  amount  of certainty for stable

1)
planning. Similarlv a specified schedule and timetable also

give the wvarious governments parameters for the design of

domestic policies and programs in support of ASEAN.

Perhaps what this proposal preserves is much of the ASEAN
bureacracy +that has grown over the years. In fact the proposal
can give both more meaning and directiom to it. In particular
the various  arena [or negotiations will become more focussed.
For example, instead of coming up with only separate exclusion
lists  substanktive work can be done in harmonizing such lists

across countries.

& bureaucracy is required to help put'individual countries
at par with each other. In the case of the Philippines which has

more items wunder PTA a task regquired is to arrive at a common




number of items. Similariy bureancrats have to determine common
and standard commodity classifications especially since ASEAN

preferences require a good tariff base.

In-countryv exercises will be spent on arriving at specific
targets such as the number of items for exclusion (which is not
ta exceed I0 percent) and for negotiation for harmenization.
Prioritization of products for deeper MOPs will become a
substantive piece of work for country bureaucrats. Of course it

may be that "committees beget subcommittees which beget working

15
groups"” but the tasks will have been clear and may lead +to a
streaml inad bureaucracy. Put differently. the "travelling
17
circus™ may remain but it shall have been more specialized

with specified work programs that are consistently followed

through over time.

Then there is a review process at the end of the first 5
years of implementation. Again this provides a juncture within
which the ASEAN machinery is put to work and the AEMs meeting is

to set corrective measures mid-way.

In =ummary the pursuit of ASEAN proposals. cregquires a
certain amount of intervention within the frame of referemce of
much of +the existing regional capacities if not machineries.
While it is true that other alternatives such as the Colloguium’s

proposal also reguire intervention in the transition, the ASEAN

alterpative seems to require the least disruption.

There is also the element of delavs in getting the

economic cooperation or integratiom going given the required

16




bureaucratic movements. This is an accepted eriticism but mavbe
the incremental "benafit" may this time outweiph +the inherent
“eosts!  in terms of a circumscribed task. Besides this is what

makes such a proposal acceptable and indeed ASTAN,

The proposed measures set cut at the AEM are to be  placed
before the- Heads of Stales feor conzsideration. But with the
emphasis on economic cooperation (since integration is associated
more with independent market forces dominating) and minus Veryv
apEcigiﬂ dates and the free-trade-and-related jargon they may  be
viewed positively and pave the way for a real economic backbone

Lty ASEAN.

One ean of course argue that all these are not really
#ssential in a situation where trade adjustments are left
to individual economic agents. Indeed a bureaucratic laver' omly
invites inefficiency. But the point is that the proposed ASEAN
alternative puts order inte the bureaucracy, determines a
systematic  procedure for promoting trade, and paves the way for
its BxTi or phase—oul as a L[rade area comes ¢loser in  fruition.
Maintaining a wmore meaningful PTA s¥stem also achieves the

character of an ASEAN Tree trade parea.

From & purely economic viewpéint, this scheme provides a
feasible program [or regional integration except ' that "3I%' is

guided by a more visible hand.

§ i
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