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INTRODUCTION

The Association of Southeast Asian Nations (ASEAN) is an association originally formed by Indonesia, Malaysia, the Philippines, Singapore, and Thailand.  Brunei and Vietnam eventually became members of ASEAN.  In 1991 ASEAN countries hold a population of over 322.7 million (not including Vietnam’s population) that is approximately the same size of the European Union (EU) countries or the North American Free Trade Agreement (NAFTA) countries.  ASEAN does have a smaller per capital GDP than the other associations.  However, ASEAN’s economic growth is one of the highest in the world.  Most of its members have increased in prominence in world’s fora.  ASEAN has been successful in promoting political stability and diffusing ethnopolitical and territorial disputes.  It also has allowed its members to present a common interests in foreign policy.  However, members of this association are very protected in terms of tariff and nontariff barriers.  As a result, ASEAN has been less successful in trade liberalization and industrial cooperation.  ASEAN has also been unsuccessful in fostering a regional integration arrangement (RIA).  The RIA was designed to lead its members to agree on a preferential trading agreement (PTA).  This agreement would reduce tariffs among the members on manufactured goods.                                                                                                          
In 1992, ASEAN passed the ASEAN Free Trade Area (AFTA).  AFTA was designed to solve some of the problems between the members that have not allowed ASEAN to become a free trade area (FTA).  Some of the problems that AFTA is likely to face are the inconsistent industrial polices of economies, the unbalanced macroeconomic, the different levels of inflation, the misaligned exchange rate, the prominence of international trade taxes in government revenue, and the unbalanced distribution of the cost and benefits of the RIA.  AFTA is offering solutions

to these problems.  Members wish to reduce trade barriers and tariffs through AFTA the by    year  2008.

                                                                                                                                          HISTORY

In the 1960's a different set of regional initiatives between Asian countries emerged as an attempt to create inter-regional cooperation.  One organization that emerged from this initiative was the Association of Southeast Asia (ASA) which was established in 1961 by Thailand, the Philippines, and Malaya.  Several other organization followed ASA.  Namely the Maphilindo in 1963 and ASPAC in 1966.  These initiatives failed because the political climate of the times did not foster there growth.  Though these organizations did not succeed, they indicated the desire to create increased regional interaction among Southeast Asian states in political and economic affairs. 

ASEAN FORMED

In 1967, ASEAN was formed as an extension and amalgamation of prior attempts to create regional institutions.  These included Colombo plan, the UN Economic Commission for Asia and the Far East (now the UN Economic and Social Commission for Asia and the Pacific (ESCAP), the Anglo-Malayan Defense Agreement, and the Southeast Asia Treaty Organization (SEATO).  These early associations fostered regional cooperation.   ASEAN was seen by many as just an extension and enlargement of prior agreements which helped them gained shared organization structure, goals, and membership interests.  ASEAN was established by Indonesia, Malaysia, the Philippines, Singapore, and Thailand.  Brunei Darussalam joined ASEAN in 1984 and Vietnam in 1995.  ASEAN’s main objective was to foster regional security and peace (Crone 36-37).


ASEAN became the second major component of the shared Southeast Asian strategy of development among other Third World regional organizations.  While most of these organizations appear to limit their objectives to regional economic rationalization in order to permit greater growth of transactions among themselves, ASEAN became an important instrument of its members’ international economic bargaining in the market.

ASEAN AGREEMENTS

The original five ASEAN states also agreed on a common strategy to maximize their ability to participate in the international economic system and to minimize their dependence on other regions once united.  The members focused on diversification of their economic partners as a means of controlling the political influence of one another.  Their strategic plan attempts to foster economic growth while increasing their political dependence on each other.


The ASEAN members also shared an economic vision which revolved around growth through exports.   Although a large measure of state control and involvement exits, each member is committed to some version of an open economy,.  Currently they are highly dependent on the outside world for economic growth and investment substantial wealth.  A high percentage of their collective GDP comes from goods and services they export and from direct foreign investment in ASEAN countries.  They are, with the exception of Singapore, consumers of loans from foreign banks.  The Philippines, Indonesia, and Thailand are among the most heavily in debt of all these developing countries.  The international economic system is clearly of great importance to them.

AFTA
 
Under Asean tariff cuts have been insufficient, and so, ASEAN decided to launch AFTA in January 1992 to seek and establish a free trade area by 2008.


On January 1, 1992 members of ASEAN, with the exception of Vietnam signed and frame worked AFTA to further establish economic cooperation among the member states.  It was expected to be implemented in a January 1, 1993.   But due to protracted negotiations and a slower than anticipated implementation scheduled, AFTA’s agreements became its implemention cycle until January 1, 1994.

GOALS

AFTA’s goal is not to generate trade, but to create a larger market that will attract foreign investment through the lowering of tariffs and other barriers.  In order to create such a market, ASEAN members must first concentrate and offer more to one another than to outsiders to speed up and broaden AFTA.


ASEAN’s goal is to reduce intra-regional tariffs and remove non-tariff barriers over a 15-year period through the Common Effective Preferential Tariff (CEPT).  Their main goal through CEPT is to reduce tariffs on all manufactured goods to levels of 0-5 percent by 2008.  ASEAN members will have common effective tariffs through AFTA.  

Manufactured products which include capital goods and processed agricultural products will fall into the Fast Track Program or the Normal Track Program for tariff reductions.

FAST TRACK PROGRAM

This program includes 15 product groups: oils, chemicals, vegetables, fertilizer, pulp and paper, rubber products, wooden and rattan furniture, gems and jewelry, cement, plastics, pharmaceuticals, textiles, leather products, ceramic and glass products, electronics, and copper cathodes that will reduce tariffs above 20 percent to 0-5 percent within 10 years and tariffs at or below 20 percent will be reduced to 0-5 percent within seven years.

THE NORMAL PROGRAM

Under this program, tariffs above 20 percent will be reduced to 0-5 percent within 15 years and tariffs at or below 20 percent will be reduced to 0-5 percent within 10 years.

CEPT SCHEME

The CEPT scheme also provides, in addition to tariff reduction, the elimination of quantitative restrictions and non-tariff barriers, the harmonization of standards, the reciprocal recognition of tests and certification of products, the macroeconomic consultations, the removal of barriers to foreign investment, provides rules for fair competition, and promotes of venture capital.

TRADE LIBERALIZATION

Records indicate that the percentage of intra-regional exports among ASEAN have been nearly the same from 1970 to 1990 (about 20 percent).  Tariff cuts and barriers have been insufficient.  As a response to this mediocre performance, the Asian community is fired up about lower barriers.  The Normal track has been shortened form 15 years to 12 years.  The Asian community must settle on a real exchange rate and must have integrated economic policies in order to make any progress on this initiative.

INDUSTRIAL COOPERATION

ASEAN has attempted three schemes to accelerate growth in the industrial cooperation area: the ASEAN Industrial Project, the ASEAN Industrial Complementation, and the ASEAN Industrial Joint Venture.  All of the three schemes failed because of inconsistent industrial 

policies, and uncoordinated of economies.  One of the major problems is that privileged companies were selected and given special advantages.  This did not allow for fair competition.  Other problems were labor mobility and poor policy coordination .

FACTORS THAT WILL AFFECT AFTA

Factors that are likely to affect the implementation of AFTA include external and policy 

related domestic factors among the member states.


Macroeconomic imbalances will result in real exchange rate overvaluation, thereby 

making trade liberalization more difficult.  Adjustments in macroeconomic policy in Indonesia 

and the Philippines reduced budget rate variability.  However, Indonesia’s and 

Malaysia’s fiscal positions are still relatively weak.  A fiscal disequilibrium produces large real 

exchange rate variances, overvaluation, and payment crisis.  


High and variable levels of inflation in some member states of AFTA will generate 

instability and stagnation on the association.  High and variable inflation reduces the dynamic 

gains of market integration by increasing real exchange rate variability, hindering the 

development of capital market, and increasing the risk of longer term projects.


Exchange rate misalignments may hamper integration by distorting the functioning of 

clearing and payment systems of AFTA.  Foreign exchange shortages are due to inconsistency 

between the monetary and fiscal policy mix and the exchange rate regime in unsuccessful RIAs.  

In the mid 1980's various devaluations by Indonesia, Malaysia, and Thailand were needed to 

alleviate payment imbalances created by inconsistent macroeconomic policies.


Losses in fiscal revenue from intra-regional trade by fiscal administrations with 

inadequate taxation capacity will also have a negative affect on AFTA.  Singapore derives 2.5 

percent of its fiscal revenue from international trade levies, while Thailand and the Philippines 

obtain about a quarter of their fiscal revenue from them.  In 1991 average tariff rates in 

Singapore were below 4.5 percent while in Indonesia the rate was 22 percent, the Philippines had 

26 percent, and Thailand had 44 percent.


An unbalanced distribution of the costs and benefits adjustment may cause AFTA to 

be unstable.  In case of rapid trade liberalization, may cause unemployment rate to go up.   

Training programs will be necessary to retain the displaced workers.  Wealthier ASEAN 

members will have to offer compensations to weaker members to offset imbalance in the 

distribution of costs and benefits of the RIA.


The absence of adequate institutions will make AFTA’s objectives more difficult to 

accomplish.  Institutions and rules produce stability in the process of regional integration by 

increasing the probability that future policy makers will have a stable structure by which to 

base actions.  A comprehensive development and time table are needed.  For example, the 

European Union (EU) evolved from a FTA and went into a Common Market (CM), developing 

at each stage the institutions necessary to reduce time-inconsistency problems.  In ASEAN, the 

need for this institutions are great in order to harmonize safety and technical standards, create an 

effective dispute-settlement mechanism, and standardize customs regulations and policies 

among.  These issues must be resolved before a smooth integration of the region can take place.  

It will require price and wage flexibility and factor mobility which are not currently very good 

attributes of ASEAN members.


ASEAN, must deal with external pressures that could limit its success.  Domestic policy 

decisions can reduce or magnify the impact of negative shocks on the integration process.  The 

formation of AFTA would be easier if it were not burdened by restrictions to international 

market or if it did not face so much competition for international financing from other economies 

in transition.  However, sound macroeconomic policies could facilitate market integration by 

increasing the economy’s flexibility so it can deal with both international and regional adversity.


Intra regional trade is affected negatively by excluding agricultural raw materials and 

unprocessed products from CEPT.  However, the most important thing on the final product 

coverage will depend on the countries’ use of the exclusion lists which can significantly reduce 

trade liberalization.  Since governments have eight years to solve the problems posed by 

comparability, exclusion criteria, and duration, the uncertainity of the final outcome reduces 

AFTA’s credibility.  A time table has been set for each member nations to give up a percentage 

of its exclusion list.  We must wait and see if members nations will abide by the time limit.


AFTA is not meeting the expectations that the ASEAN PTA delivered, and it is not 

increasing trade nor is it promoting growth as promised.  Despite this, it is still reasonable to 

expect the ASEAN RIA to evolve.

AFTA STILL ATTRACTIVE

AFTA will still remain meaningful in some sectors as the margin of preference for 

ASEAN trade ( the difference between the CEPT and external tariff rates) will increase in 

specific products.  Another potential medium-term opportunity lies in the ASEAN Industrial 

Joint Venture Scheme (AIJV) which existed before the advent of AFTA.  Under this scheme, the 

product of a joint venture with at least 40 percent ASEAN equity that can enter countries with a 

stake in that venture under 90 percent margin preference.  This means that a tariff that is set at 10 

percent of the CEPT scheme for a period of four years should remain frozen by the host country 

at that specific rate.  It is a restriction that has come into conflict with the CEPT if the product in 

question is included in the scheme and scheduled to be reduced.  Binding tariffs via GATT also 

would increase the cost of reintroducing trade barriers, thereby raising AFTA’s credibility.


The prospects of AFTA evolving into deeper forms of sustainable market and policy 

integration are very remote with its current structure.  Cooperation among members of 

common interest seems possible, and it is essential for the advancement of AFTA .

ESTABLISHING REGIONAL SECURITY

Recently, ASEAN members have talked about establishing an effective economical 

group.  Economical grouping has proven to be a more effective way of battling regional security 

issues.  ASEAN’s economic security is being threatened and troops have rallied for a new battle.   

ASEAN’s members find that they need to plan together in order to acquire negotiating strength.  

They want to establish a group that is as competitive as the (NAFTA) and the (EU).  It is not 

surprising then that the ASEAN grouping should be introduced in discussions to improve 

negotiating position.

THE 1995 5th ASEAN SUMMIT

In December 1995 the leaders of ten Southeast Asian states gathered together for the 5th 

ASEAN Summit in Bangkok.  In this Summit ASEAN leaders agreed to turn Southeast Asia into 

a nuclear-weapon-free zone; they also want to speed up trade liberalization and foster closer 

economic ties with China.


In the summit the leaders endorsed a plan to liberalize key service industries like in 

banking, telecommunications and tourism.  They want to make them more open to intra-ASEAN 

investment.


They also discussed major tariff cuts under AFTA to be completed by 2000, instead of 

2003.
They finally initiated a plan to invite China, Japan and South Korea to join ASEAN in the 

development of the Mekong River basin.  The plan would present Thailand monopolizing 

access to the emerging markets of Burma, Cambodia and Laos.  It will also give Beijing a stake

in the Mekong subregion.  These two important strategics will serve to constrained China in 

security terms and hopefully China would engage into ASEAN.  They will continue to meet 

every year to assure progress on all their plans.

ASEAN Conclusion

Many thought that ASEAN was going to be just another Asian association seeking to establish regional cooperation and eventually failing like the rest.  Until now, ASEAN has shown a great effect in the economy of the Southeast Asian countries.  This association has created a strong foundation from which to grow.   Other countries are seeing that advantages of the association.  Last year a new member joined the association, and three other Asian countries are also in progress of becoming members.  The economic growth of the members is among the highest in the world.  If AFTA manages to lead ASEAN into a FTA, this countries will have greater market and investment opportunities.  But there are still many negative factors that need to be worked out in order for AFTA to reach its goals.  If other countries like Laos and Cambodia who are in the process of joining the association succeed, this association will have a larger market population than the EU and NAFTA.  Members will also have a stronger trade and investment linkage among the new members and ASEAN will have a grater chance in fostering a RIA.

