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Abstract 
 
 

This paper intends to examine the ASEAN integration process during the last 45 years. It analyses 
the initiatives undertaken by ASEAN to foster closer regional economic cooperation towards 
integration in the fields of industry, banking and finance, trade and investments.  It also identifies 
and explains the different factors which have affected ASEAN. These include decision making by 
consensus, political commitment, institutional structure, regional initiatives, and national versus 
regional interests. Finally, it identifies and discusses ASEAN’s linkages with the global economy:  
at the multilateral level through the WTO, at the regional level through the Asia-Pacific Economic 
Cooperation (APEC), Asia-Europe Meeting (ASEM) the ASEAN Free Trade Area (AFTA) and 
the ASEAN Economic Community (AEC), and at the bilateral level through Free Trade 
Agreements.   
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1. INTRODUCTION 

The 8th of August, 2012 marks the 45th year of existence of the Association of Southeast 

Asian Nations (ASEAS). During this period, the ASEAN region has transformed itself 

from a region with enormous economic and political problems to one blessed with 

relative peace and prosperity. During the same period, the ASEAN region has been faced 

with various forms of disturbances and challenges which have affected their economic 

performance in both ways.  Figure 1 provides an overview of these disturbances. On the 

positive front, these factors include the primary commodity boom in the early 1970s, the 

significant expansion of ASEAN’s trade and foreign direct investments particularly in the 

1980s and 1990s. On the negative front, these factors include the two oil shocks first in 

1973-74 and again in 1978-79, the external debt crisis in the 1980s, and the 1997/98 

economic crisis (see Figure 2). In spite of these disturbances, the ASEAN region has 

remained resilient and has recovered and continued to grow. What then are the changes in 

the ASEAN economic landscape and the challenges facing the regional economies?  In 

section 2, I shall discuss these economic changes in ASEAN including rising income 

levels, improvement in the standards of living, and changing structures of production and 

trade, among others. I argue that these changes are due to national factors and policies to 

a larger extent, and to regional efforts to a lesser extent.  This is particularly true during 

the 1967-1992 period. However, when ASEAN announced in 1992 its intention to move 

towards a higher plane of regional integration through the creation of the ASEAN Free 

Trade Area (AFTA), the contribution of ASEAN’s regional economic efforts has 

increased.  This paper therefore focuses on ASEAN’s economic regionalism in terms of 
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discussing how ASEAN has proceeded from cooperation towards integration2 . What 

regional initiatives have been undertaken and how effective are they? These questions are 

discussed in sections 3 and 4.  How has ASEAN integrated with the global economy? 

This question is discussed in section 5 in the context of the multilateral, regional and 

bilateral linkages. This is then followed by a discussion of what lies ahead for ASEAN.   

 

2. Changing economic landscape 

2.1. Rising income levels 

The ASEAN economies have been transformed from low-income to middle- and high-

income levels. However, within the ASEAN region, there is considerable variation in 

their incomes per capita which reflects the disparities in their levels of economic 

development and in the living standards enjoyed by the people of Southeast Asia. 3   

Among ASEAN countries, Singapore, Brunei, Malaysia, Thailand, Indonesia and the 

Philippines have higher per capita incomes than Cambodia, Laos, Myanmar and Vietnam 

(CLMV).  Thus, across the ASEAN region, there is a wide income gap between the rich 

and poor countries.  The main challenge related to this issue is how to narrow the income 

                                                 
2  For a discussion of the role of national factors and policies, see T. C. Daquila and Y. Shimaoka, 
“Southeast Asia’s Changing Economic Landscape: Determinants and Challenges”,  Paper presented at the 
Joint Conference of the Association of Asian Studies (AAS) and the International Convention of Asian 
Scholars (ICAS), Hawaii, Mar 2011. 
3 Based on their per capita incomes, some of the East Asian economies are classified into four groups as 
follows. The first group of economies are those which had very low per capita incomes in 1960 and have 
experienced very modest growth rates since then; these include Cambodia, Burma, Laos and Vietnam.  A 
second group of low achievers include Brunei and the Philippines, as these economies  had relatively high 
per capita GDP in 1960 but have grown very slowly since then.  A third group comprises what perhaps are 
the true ‘Asian miracles’, those economies which had low per capita GDP in 1960 but which have grown 
rapidly since then: these include Indonesia, South Korea and Thailand. The fourth group includes high 
achievers in the growth stakes who started from rather higher per capita GDP levels, but have grown fast 
since the 1960s: these include Taiwan, Malaysia and Singapore.  See Anne Booth,  “Initial Conditions and 
Miraculous Growth: Why is Southeast Asia Different from Taiwan and South Korea?” World Development, 
Vol.27, No.2, 1999, pp.301-302. 
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gap between them. According to the development thesis model, this gap is not transitory, 

it will continue to exist and increase, as long as the superior group (the more developed 

ASEAN countries) does nothing about the conditions of the inferior group (the poor 

ASEAN countries).  There are several ways by which the richer ASEAN countries can do 

to help the poorer ones including providing financial and technical assistance (e.g. 

training and re-training programmes), and increasing trade and investments with the 

poorer ASEAN countries. 

2.2. Changing Structures of Production and Trade 

On the production front, ASEAN economies have experienced a rapid change in its 

structure in which the agricultural sector’s contribution to GDP has declined while the 

contributions of the non-agricultural sector (industrial and services sectors) have 

increased.  Consistent with the change in the structure of the production sector, the trade 

sector has also undergone transformation.  On the export side, the shares of primary 

exports have decreased while the shares of manufactured goods have increased. On the 

import side, the shares of imported manufactures have continued to rise.  

The change in the structure of production away from agriculture and towards 

manufacturing and services, and the change in the structure of trade away from primary 

commodities and towards manufactured goods have been attributed to the following 

factors. The prices of primary commodities including agricultural products and minerals 

have been uncertain and volatile, commodity substitutes have been discovered (e.g. 

synthetics for natural rubber, and artificial sweeteners for natural sugar),  and developed 

countries have imposed protectionist measures on primary exports from developing 

countries.  
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Second, the manufacturing sector has grown rapidly as it is considered as the 

prime mover of ASEAN economies. The dominance of the manufacturing sector has 

been largely due to the impact of the industrialisation policy which has shifted away from 

an inward-looking towards outward-oriented industrialisation policy which has depended  

on trade and foreign capital particularly on the manufacturing sector.  In 2009, electric 

machinery, equipment and parts constituted the largest share of about 22 percent of total 

ASEAN trade.  

Third, as the economy grows and as income per capita rises, the ASEAN people 

tend to increase their demand for goods and services. Thus, more services and institutions 

have been created to provide for their rising demand for goods and services. This is 

reflected in the growing importance of the services sector, particularly, financial and 

business sector as well as transport and communications sector. The services sector in 

Singapore has had the largest contribution ranging from 60-70 percent of the total output 

over the years. This is consistent with Singapore’s long-term plan of becoming a financial 

and business hub in the region. 

Thus, the ASEAN economies experienced a structural transformation away from 

agriculture towards non-agricultural sector, with the manufacturing sector providing 

substantial stimulus to economic growth. This is in line with the patterns-of-development 

analysis which focuses on the sequential process through which new industries are 

created overtime and that new economic, industrial and institutional structures have 

evolved over the years.4 

                                                 
4 See M.  Todaro, Economic Development in the Third World , New York: Longman, 1994 , p.67.   
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 Arising from the changing composition of production and trade, there are two 

main challenges. First is the need to continue diversifying their economic structure, and 

second is the issue of competitiveness – how ASEAN could compete with other countries 

in the world particularly with the increasing significance of China and India in the global 

economy.  Despite having a huge consumer market of 550 million people, abundant 

natural resources, and skilled and educated labour force, ASEAN economies are falling 

behind other emerging economies such as China and India. Because of the locational 

advantages they offer including a much larger consumer market and a low-production 

cost base, foreign investors have increasingly invested in these countries. For example, 

while ASEAN received the lion’s share of FDI in the Asian region during the 1990s, the 

emergence of China as an increasingly important economy and its entry into the WTO 

has attracted about 70% of FDI into China, with just 30% flowing into the ASEAN 

countries.5 This is particularly true in labour-intensive industries.   

 To restore ASEAN’s competitiveness, McKinsey, in its study entitled “Integrating 

Southeast Asian economies”6, recommends the removal of barriers to free trade to create 

a true single market where producers and consumers can benefit from economies of scale. 

Moreover, ASEAN government leaders must improve the productivity of the region’s 

workers and reduce costs across the production value chain. In the case of Singapore, to 

improve the competitiveness of its manufactured products, several cost-cutting measures 

have been implemented including cuts in CPF contribution rates, reduction in corporate 

                                                 
5 Straits Times, “ASEAN may become an East Asia grouping”, Oct 12, 2002, p.2 
 
6 The McKinsey Quarterly revealed that ASEAN could no longer compete on low labour costs alone. In 
2002, a civil engineer in Thailand earned an average of US$397 a month, compared with US$163 in China. 
A software developer in Thailand earned US$927 a month, compared with US$490 in India. See The 
McKinsey Quarterly, “Integrating Southeast Asian economies,” http://www.mckinsey.com. 
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taxes, and reduction in utility charges. Long-run policies include training and re-training 

programs for workers and more research and development activities for innovations and 

improvement in technology aimed at improving productivity.  

 

2.3. Improvement in living standards   

As countries become richer, on average the incidence of income poverty falls. 7  

Improvement could also be observed in the commonly used measures of the society’s 

well-being which include the state of current health, nutritional status, literacy rates, 

educational attainments, housing conditions, crime rates, divorce rates, as well as other 

aspects of social and cultural development. Economic growth and its relatively equitable 

distribution in the form of improved living standards, has assisted in the maintenance of 

political stability which has enhanced prospects for further growth.8  

The ASEAN countries have succeeded in improving the welfare of the general 

populace and have made dramatic improvements in social development9 in terms of (a) 

higher primary enrolment ratio (percentage  of school age population), (b) lower infant 

mortality rates (per 1000 livebirths), (c) longer life expectancy (in years), (d) reduced 

fertility rates (number of births per woman), (e) better access to health care (percentage 

of population), (f) better access to safewater (percentage of population), and (g) higher 

expenditures on social security (percentage of total government expenditures).  As 

expected, Singapore scores the most significant gains in all social indicators, and 

                                                 
7 See World Bank, “Growth, Inequality and Poverty,” World Development Report, Washington DC: World 
Bank, 2000/01, p.45. 
8 Department of Foreign Affairs and Trade, ASEAN Free Trade Area: Trading Bloc Or Building Block?,  
Canberra: Australian Government Publishing Service, 1994, p.55. 
9 Seiji Naya and Pearl Imada, “Economic Success of the NIEs and ASEAN: Some Lessons for Latin 
America?”, Southeast Asian Affairs, Singapore: Institute of Southeast Asian Studies, 1992,  p.44. 
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Indonesia, the least improvement.  Many studies have documented that as countries 

become richer, both fertility rates and mortality rates decline, on average. Life 

expectancy rose from a weighted average of 54 years during the 1970-75 period to 68 in 

2001 and to 73 in 2008. 

One of the challenges arising from the improvement in the social development 

indicators is how to cope with the ageing population. With the increase in life expectancy, 

many countries are now experiencing demographic ageing (defined as an increase in the 

percentage of a population aged 65 years or over) which would certainly impact on the 

mandatory retirement age and the social security expenditures including pensions and 

health services.  

Another issue is the rapid growth of population in some ASEAN countries which 

creates additional pressures for their governments particularly in terms of budgetary 

allocations for education, housing and other basic necessities. About 20-25 percent of the 

government budget has been allocated to education which reflects the emphasis of their 

respective governments on human development. As ESCAP (2001) stated, “education is 

one of the key components of human development, as it is a basic condition for human 

beings to develop their full capabilities.”10 As Sudipto Mundle pointed out, “few would 

disagree that the rapid development of human resources is a necessary, if not a sufficient, 

condition for sustaining high rates of economic growth.”11  However, a study by Oxfam 

International revealed that there was an uneven progress in providing access to education 
                                                 
10 ESCAP defines human development as the “process of enabling people to develop their full capabilities, 
thereby enlarging their choices as to what they can do in their lives and how they can participate in the 
development of their society.” See ESCAP, Reducing Disparities: Balanced Development of Urban and 
Rural Areas and Regions within the Countries of Asia and the Pacific. Bangkok: Economic and Social 
Commission for Asia and the Pacific, 2001, p.4. 
 
11 Sudipto Mundle, “Financing Human Development: Some Lessons from Advanced Asian Countries,” 
World Development, Vol.26, No.4, 1998, pp.659-672. 
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which has resulted in deep regional disparities within the countries of Asia and the 

Pacific.12    

 

3. Towards regional ASEAN integration 

To promote closer economic cooperation and move towards integration within the region, 

ASEAN has undertaken both widening and deepening economic activities.13  

3.1. Enlargement  

The ASEAN region 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 

income per capita 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.  

3.2. Trade Liberalisation 

On the trade front, the ASEAN economies have largely embraced free trade, but with 

varying degrees of openness as reflected by the differences in their tariff structures, the 

                                                 
12 See ESCAP, Reducing Disparities …”,  2001, p.27. 
13 For a discussion of these regional initiatives, see T. C. Daquila, The Transformation of Southeast Asian 
Economies, 2007, pp. 171-195). See also T. C. Daquila, “ASEAN Economic Performance: Revisiting the 
Past, Looking to the Future,” Harvard Asia Quarterly, Vol. 6, No.3, 2002, pp.9-14. 
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extent of protectionism, and trade liberalisation 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 

less open economies like Indonesia and Thailand. However, since most ASEAN 

countries have relied on tariffs as a major source of government revenues, tariff 

reductions have proceeded slowly. However, following the 1992 Singapore Declaration, 

the Common Effective Preferential Tariff (CEPT) scheme has been implemented a year 

after towards achieving an ASEAN Free Trade Area (AFTA).  The ASEAN Secretariat 

website reports that AFTA is now virtually established as member countries have made 

significant progress in the intra-regional tariff reduction measures, and that the average 

tariff for ASEAN-6 under the CEPT Scheme fell to 1.51 percent from 12.76 percent 

when the tariff-cutting scheme commenced in 1993.  

ASEAN has also undertaken measures to liberalise trade in services. The ASEAN 

Framework Agreement on Services was signed by the ASEAN trade and industry 

ministers in December 1995 to liberalise trade in services in the seven sectors such as 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 products and services by eliminating duties and non-tariff 
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barriers in three stages - 2003, 2004 and 2005 - for the original members. For Cambodia, 

Laos, Myanmar and Vietnam, the three stages would take effect in 2008, 2009 and 2010.  

3.3. Investment Liberalisation 

ASEAN has also undertaken measures to liberalise foreign direct investment (FDI). First 

is the ASEAN Investment Area (AIA) scheme which aims to 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 sub-regional cooperation scheme such as 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 labour. The success of the SIJORI growth triangle has 

generated positive spillover effects and hence expanded area coverage to include other 

parts of Indonesia and Malaysia. This is now known as the Indonesia-Malaysia-Singapore 

(IMS) Growth Triange. This sub-regional cooperation scheme 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. 
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3.4. Financial cooperation 

There are also developments arising from the 1997/98 economic crisis which provided 

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 capitalised 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, 

Malaysia’s former 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 Korea had 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. In Feb 2009, finance ministers from ASEAN, Japan, China and 

Korea decided to increase the fund from US$80 billion to US$120 billion (Ghosh, 2009: 

A8). 
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4. Explaining ASEAN’s economic regionalism 

Intra-ASEAN economic cooperation 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 summits 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 announce their intention of moving 

towards a higher level of integration through the creation of the ASEAN Free Trade Area 

(AFTA).  What then are the things that have worked in ASEAN, or the strong points of 

ASEAN economic regionalism? What are the things that did not work, or the weak points?    

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.14  This resulted in an organisationally 

loose structure which avoided the trappings of a strong regional organisation. 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 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, banking and finance, agriculture and other 

                                                 
14 For an excellent analysis of ASEAN’s organisational structure, see P. Davidson, ASEAN: The Evolving 
Legal Framework for Economic Cooperation, Singapore: Times Academic Press, 2002, pp.14-50. 
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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.  

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.15 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, 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 1997/98 Asian financial crisis, former 

ASEAN Secretary-General Rodolfo Severino had suggested that ASEAN needs to move 

away from a ‘relationship-based’ way of doing things and creating wealth to one that was 
                                                 
15 P. Davidson,  ASEAN: The Evolving Legal Framework…, 2002, p.41. 
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more rules-based and market-driven.16  Following the 40th ASEAN Minister`s Meeting 

in Manila in 2007, a draft of the ASEAN Charter was submitted. It was signed during the 

November 2008 summit in Singapore. The Charter is broadly viewed as a significant 

move as it would result in a rules-based regional group and helps speed up the process of 

economic integration. As political scientist Clarita Carlos of the University of the 

Philippines said: “Going forward, ASEAN must move from being a consensus-building 

body to one which actually binds member-states”.17  Singapore’s PM Lee Hsien Loong 

described the Charter as a “symbolic quantum leap” from being a loose regional 

organisation to become a more effective and cohesive grouping with clearer rules on 

decision making and dispute settlement.18   

Third is political commitment.  During the 1967-1992 period, there were only 

four irregular summits which took place in Bali (1976), Kuala Lumpur (1977), Manila 

(1987) and Singapore (1992). The holding of only four ad hoc summits within 25 years 

was an indication of the lack of political commitment. Having learned from this 

shortcoming, the summit has been institutionalised since 1992 to take place once every 

three years with informal meetings in between.  Former ASEAN secretary-general 

Rodolfo Severino had 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 programs and master plans.” 

                                                 
16 P. Davidson,  ASEAN: The Evolving Legal Framework…, 2002, p.43. 
17 Agence France-Press, “ASEAN at crossroads on its 40th birthday”, Philippine Daily Inquirer, 29 Jul 
2007. 
18 Warren Fernandez, “ASEAN leaders sign Charter, economic and environment pacts,” The Straits Times, 
21 Nov 2007, p.1. 
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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 such as the ASEAN Industrial 

Complementation (AIC) scheme and the ASEAN Industrial Joint Venture (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 Preferential Trading Arrangements 

(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 the creation of AFTA. 

 

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 foreign direct investment. 
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5. Towards integrating with the global economy 

In terms of its economic interactions with the rest of the world, 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 20-25 percent of its global trade.  ASEAN has been linked 

more to the global economy particularly in the areas of liberalisation, facilitation and 

cooperation through multilateral, regional and bilateral schemes.  The European Union, 

the United States and Japan had been ASEAN’s major trading partners. However, in the 

recent years, China has moved ahead of them. In 2009, the ASEAN Secretariat reported 

that China’s share of ASEAN’s global trade was about 11.6 percent vs 11.2 percent for 

EU-25, 10.5 percent for Japan, and 9.7 percent for the United States (see Table 19, 

ASEAN Statistics). The US position slipped to #4 and this has raised a call for the US to 

deepen its trade and investment ties with ASEAN in order to rectify the disconnect 

between its strategic and economic presence in the region (Chua, 2010: p.A1). The other 

countries in the top ten are Korea (5 percent), Hong Kong (4.4 percent), Australia (3 

percent), India (2.5 percent) and UAE (1.6 percent).  

5.1. Multilateral Links 

ASEAN member countries, except Laos, have become members of the World Trade 

Organisation (WTO). 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 
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Technology Agreement’ which would liberalise the information technology industry on a 

global scale. The WTO meeting was 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 (1986-

1993). It 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 would be dismantled, (d) that trade in textiles 

and clothing would be integrated into the normal GATT rules, and (e) that the dispute 

settlement mechanism would be strengthened. These trade liberalisation measures have 

certainly brought both benefits and costs to the ASEAN region as it competes with other 

countries in some products particularly agricultural and textile products and  

complements  in other products such as 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. The EU was the largest service exporter with a 

share of 46 percent. Accounting for a share of 17 percent, 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 ASEAN region accounted for 5.4 percent 

(US$67 billion) of the global exports of services. Singapore and Thailand were the main 
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beneficiaries as they shared 44 percent and 22 percent of the region’s service exports, 

respectively.  The Philippines, Malaysia and Indonesia accounted for 14 percent, 10 

percent and 9 percent, respectively.   

 

5.2. Extra-Regional Links 

ASEAN is also linked to the global economy through its membership in regional forums 

such as the Asia-Pacific Economic Cooperation (APEC) and the Asia-Europe Meeting 

(ASEM). Through APEC, the 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 that would pave the way for the successful achievement of the 

goal 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 would eliminate most tariffs on ICT 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 percent of the total trade. ASEAN should be proactive 

and should lead APEC in realising this goal. APEC should complement, and not compete 

with the WTO. 

 

ASEAN is also linked with the ASEM, which is a trans-atlantic and trans-pacific regional 

forum initiated by Singapore’s former Prime Minister Goh Chok Tong. The first meeting 

was held in Bangkok in March 1996. As it brought together leaders of the ASEAN, EU-
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15, China, Japan and Korea, it was an important step towards more meaningful and 

enhanced relationship between Asia and Europe. ASEAN is also considered as the 

cornerstone of ASEM and it should continue to do so.  

 

5.3. Bilateral Links through FTAs 

Given the slow pace of trade liberalisation undertaken by the WTO on a multilateral 

level19 and by ASEAN and APEC on a regional basis, and in light of the uncertainties 

arising from global developments, some ASEAN countries have undertaken or are 

considering bilateral Free Trade Agreements (FTAs) with countries outside the ASEAN 

for economic and strategic motives. Aimed at complementing her regional and global 

trade liberalisation policies, Singapore has concluded FTAs each with New Zealand, 

Japan, the European Free Trade Area (EFTA), Australia, United States, India, Jordan, 

China, Korea, Panama, Peru, Trans-Pacific Strategic Economic Partnership, Costa Rica 

and the Gulf Cooperation Council. Figure 3 clearly shows Singapore’s strategic interests 

in signing FTAs with them. Singapore also has on-going negotiations with other 

countries such as Canada, Ukraine, Pakistan and Mexico.  With the passage of time, it is 

interesting to observe that other ASEAN countries have also been forging FTAs. 

Malaysia, the Philippines and Thailand have signed bilateral FTAs with Japan. Moreover, 

                                                 
19 In his speech entitled “Regionalism in Place of or Together with Multilateralism” delivered before the 
Economic Society of Singapore on 9 July 1992, Professor Rolf Langhammer identified three strands of a 
weakening multilateralism. First, there was the decline of the American superpower in politics and of the 
loss of the functions of a “leading economy” in economics. Second, apart from lacking sanction 
mechanism, he cites two additional weaknesses: GATT mixes allocation targets and distribution targets by 
giving special and differential treatment to developing countries. Third, the heterogeneity of membership in 
the GATT has increased with the number of members increasing to more than one hundred, [which 
hampers decision-making]. 
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Malaysia has signed FTAs with Pakistan; while Thailand signed FTAs with Australia, 

New Zealand and Taiwan.  

 

As a grouping, ASEAN has also signed or has been negotiating FTAs with other 

countries including China, India, Korea, Australia & New Zealand, and the EU.  The 

ASEAN-China went into effect in 2010 creating the world’s largest FTA by population 

of 1.8 billion people.  Accounting for around 1 billion people, ASEAN and the EU 

formally launched FTA negotiations during the ASEAN Economic Ministers Meeting in 

Brunei in May 2007. 20    The ASEAN and Australia and New Zealand FTA has a 

combined market of around 600 million people. 

 

6. What lies ahead? 

In the future, the ASEAN regional grouping could form a common market to be known 

as ASEAN Economic Community (AEC) or an East Asian Economic Community (EAEC).  

Singapore’s former PM Goh Chok Tong proposed for the establishment of an AEC by 

2020 during the 8th ASEAN summit in Cambodia in November 2002.21 His proposal, 

along the lines of the European Union, received a strong support from Thailand’s former 

PM Thaksin Shinawatra.  Even external observers including EU’s foreign policy chief 

Javier Solana welcomed ASEAN’s plan to create a single market five years earlier than 

its original target. He said “ASEAN is important to us. What you continue to do in this 

period of time is fascinating and we follow with greatest interest the development of 

                                                 
20 See Czeriza Valencia, “Myanmar issue blocks EU-ASEAN trade pact”, Malaya, 2 Aug 2007. 
21 ASEAN and the EU are two different groups. For example, intra-regional trade in the former has hovered 
around 20-25 percent of ASEAN’s global trade in the last two decades, while in the latter, intra-regional 
trade historically has been around 50-60 percent of EU’s global trade. Despite this difference, ASEAN 
could learn from the EU on the different stages of its regional economic integration.  
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ASEAN and looking forward to 2015.”22 In 2005, the EU was ASEAN’s second largest 

export market and its third largest trading partner after the U.S. and Japan.23 As for the 

United States, Deputy Secretary of State John Negroponte, in his opening statement 

before the Post-Ministerial Conference between ASEAN and the US, said that “the 

American private sector has recognised this region as one of the fastest growing in the 

world and has put in US$90 billion in foreign direct investments in the area.”24 

 

As a single market with 550 million people, the AEC could 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 could serve as 

the end vision for all these agreements.  It is expected that the AEC could help in 

bridging the economic gap between and among ASEAN members which include high-

income countries such as Singapore, Brunei, Malaysia and Thailand on the one hand, and 

lower-income ones such as Vietnam, Laos, Cambodia and Myanmar on the other hand. In 

his commentary, Villacorta was very optimistic about the benefits of establishing the 

AEC: 

“It is estimated that economic integration will reduce production costs for consumer 
goods by up to 20 percent. ASEAN’s becoming a single market and production base will 
mean lower business transaction costs, greater regional synergies, higher value creation, 
and more competitiveness in the global supply chain. This will lead to more dynamism in 
the economies of the region and more employment and better quality of life for the 
peoples. In the envisaged ASEAN Economic Community, ASEAN investors will be 
permitted to invest in sectors formerly closed to foreigners. The services sector will open 
up, and the free movement of professionals and skilled labor will be made possible. 

                                                 
22 Veronica Uy, “EU fascinated by ASEAN plan to create single market,” Philippine Daily Inquirer, Aug 1, 
2007. 
23 Abdul Khalik, “World powers pledge closer involvement in Southeast Asia”, The Jakarta Post, 4 Aug 
2007. 
24 Veronica Uy, “US lauds democratic ideals in draft ASEAN charter”, Philippine Daily Inquirer, Aug 1, 
2007.  
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Customs clearance procedures will be streamlined and harmonised, with the ASEAN 
Single Window facilitating intra-ASEAN transactions.”25  

 

The second proposal is to form an East Asian Economic Community (EAEC), which is a 

wider regional economic grouping. Its formation could be justified based on several 

grounds. First, the integration of Southeast Asia with Northeast Asia could become one 

of the driving forces in the global economy as it provides a market of more than 2 billion 

people (a third of the world`s population) and a fifth of global trade. Second, with China 

being ASEAN`s fifth largest trading partner and an emerging giant, ASEAN`s economic 

ties with Japan and South Korea could be a means to counteract China`s growing 

economic power. Third, the ASEAN regional grouping could be losing its attractiveness 

to foreign investors in light of China`s rising economic might.26 While some countries 

have been supportive of an East Asian bloc,27 other ASEAN countries think that it will be 

more advantageous for them to maintain separate trade deals with China, Japan and 

Korea, instead of a joint agreement with them.28 The main reason is that ASEAN might 

be overwhelmed by the combined power of the three giant economies and this may lead 

                                                 
25 Wilfrido V. Villacorta, “Making ASEAN more relevant to its people”, Philippine Daily Inquirer, 27 Aug 
2007. 
26 In recent years, China’s buoyant economic performance has diverted FDI away from ASEAN. In 2001, 
ASEAN attracted only US$13.1 billion which paled in comparison with China’s US$47 billion. See The 
Straits Times, “ASEAN may become an East Asia grouping,” Oct 12, 2002, p.28. On the contrary, 
however, a study by Singapore’s Ministry of Trade and Industry reported that FDI in ASEAN and China 
have moved in tandem during the 1989 to 2001 period – that is, “the trends and patterns of global FDI 
flows to ASEAN and China have not shown that growth in China’s FDI has been at the expense of 
ASEAN. Moreover, Japan, US and the EU have consistently invested more in ASEAN than in China, 
except in 1998.” See The Straits Times, “China’s rise has not been at ASEAN’s expense,” November 
19,2002, p.A16. The results were also published by Friedrich Wu and Kok Keong Puah, “Foreign Direct 
Investment in China and Southeast Asia: Has ASEAN been losing out?” Journal of Asian Business, Vol.18, 
No.3, 2002. 
27 Having advocated the idea of an East Asia economic grouping long time ago, Malaysia’s PM Mahathir 
Mohamad  resurrected it further during the 1997/98 economic crisis when  he suggested the formation of an 
Asian monetary system towards a stable Asian currency. He brought up the idea again in Brunei in 
September 2001. See The Straits Times, “ASEAN may become an East Asia grouping,” Oct 12, 2002, p.28. 
28 The Straits Times, “ASEAN may become…,” p.28. 
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to the marginalisation of the ASEAN economies, particularly the smaller and poorer new 

members.  

 

What about a much larger pan-Asian community that brings together both Southeast 

Asian, Northeast Asian, and South Asian countries? During the 18th Asian Trade and 

Promotion Forum in Singapore in 2005, Professor Tommy Koh, Singapore`s ambassador-

at-large, predicted that this could happen in 15 to 20 years given that these regions have 

and will have significant economic links through a web of completed and future FTAs 

(Straits Times, Feb. 25, 2005). Once completed, the Asian Economic Community could 

be even bigger than the NAFTA and the EU. Unlike the EU, however, Professor Koh 

stated that Asia lacked visionary leaders that could lead the region forward.  

 

7. Concluding Remarks 

The ASEAN region has been one of the most dynamic regions in the world. Several 

changes have taken place including rising income levels, changing structure of 

production away from agriculture and towards manufacturing and services, and changing 

structure of trade away from primary and towards manufactured goods.  The ASEAN 

people have also experienced improvement in their living standards as evidenced by the 

improvement in the social development indicators including higher literacy rates, lower 

infant mortality rates, and longer life expectancy.   

 

As a consequence of the economic transformation in income, production, trade, and 

social development, several challenges have arose including the narrowing of the income 
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gap, the need to continue with the economic diversification policy, the need to improve 

the competitiveness of ASEAN’s goods and services in light of the increasing 

significance of emerging market economies such as China and India, and the need for 

governments to allocate more budgetary allocations to social security, education, 

population, and housing, among others.  

  

As an economic institution, the ASEAN regional grouping prior to 1992 has contributed 

less to intra-ASEAN economic cooperation because of the narrow institutional structure, 

lack of political commitment, ineffectiveness of regional economic initiatives, and the 

dominance of national over regional interests. However, with the signing of the 

Singapore Declaration in 1992 during the 4th ASEAN summit, economic cooperation has 

improved since then particularly with the increasing political commitment brought about 

by the institutionalisation of summit meeting once every three years, and regional 

policies aimed at liberalising trade and investments in the region including the creation of 

an AFTA and AIA. In the future, ASEAN looks toward a higher level as they integrate 

towards an ASEAN Economic Community by 2015, or even towards a much larger East 

Asian Economic Community. However, to achieve these goals, more political 

commitment is needed and economic reforms must be implemented in the production, 

trade, financial, and labor markets.  
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Fig. 1. –  Disturbances affecting ASEAN Economies 
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Fig.2 – The 1997/98 Economic Crisis 
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Fig.3 – Singapore’s Bilateral FTAs 
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