CHAPTER 1

INTRODUCTION

The Association of South East Asian Nations, better known as ASEAN was set
up on 8 August 1967 upon the signing of Joint Declaration by the foreign
ministers from five Southeast Asian countries. When it was first established,
the members consisted of Indonesia, Malaysia, the Philippines, Singapore and
Thailand. Brunei joined the association in 1984 and the only socialist country
in the group, Vietnam, become a member of ASEAN in 1995. Members of
ASEAN are expected to increased in the near future. By the year 2003, it is
expected that all the countries in the South East Asian region would have
become a member of ASEAN. In other words, ASEAN will be having all the 10
countries in the region as its members (Cambodia, Laos and Myanmar).
ASEAN’s main objective is to "accelerate the economic growth, social
progress and cultural development in the region through joint endeavour in the
spirit of equality and partnership".! In the first few years of its existence,
ASEAN made little progress towards any substantial regional co-operation
beyond laying down the framework for the five member countries to work out

their consensus through periodic consultation. After about 28 years, this
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the members have agreed, to implement AFTA through the Common Effective
Preferential Tariff (CEPT) mechanism, which would become operational in
1993 and under which there would be tariff reduction to under 5 per cent on
15 groups of products by the year 2003. The mechanism would apply to
manufactured and processed agricultural products and capital goods, but not
to agricultural raw materials.

Basically, there are two programs of tariff reductions: The Fast Track
Program and the Normal Track Program. For the Fast Track program, tariff
on 15 product groups which are above 20 percent will be reduced to 0-5
percent over the next 10 years and tariffs at or below 20 percent will be
reduced to 0-5 percent within seven years. Under the Normal Track Program,
tariff on products which are above 20 percent will be reduced to 0-5 percent
within 15 years and tariff at or below 20 percent will be reduced to 0-5 percent
within 10 years.?> One should take note that CEPT is not a custom union.
This is because it does not apply a common tariff to imports from outside the
region. Instead it provides for common preferential tariff for products traded
within the region. In addition, products which have a local ratio content of 40%

will enjoy this benefit.

Objectives Of Study

The objective of the study is to analyze the rationale behind the creation

of ASEAN Free Trade Area. It will also look at the problems or internal and
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external challenges and prospects to further integration and to assess the
potential of AFTA in achieving its objectives. This study also hopes to see
whether the ASEAN Free Trade Area can be a role model for other Third

World Regional Economic grouping.

Hypothesis

AFTA is not a feasible proposition because of strong nationalistic
feelings which foster competition and conflict among member states which
inhibit their willingness to cooperate even when they share common interests.
AFTA will not be fully functional and will not achieve its objective of
establishing regional economic cooperation (free trade area). Therefore, AFTA

could not be the role model for other third world countries to follow.

Area of Study

The thesis would focus on the rationale of regional economic grouping
among developing countries and the possibility of achieving a free trade area
in South East Asia. The study shall attempt to answer the following research
questions.

The research questions are divided into two categories:

1. Politics

i. To what extent do the regional interest supersede national interest?

ii. What kind of political cooperation can take place in order to facilitate
AFTA?

. What are the political challenges faced by the ASEAN member




vi.

vii.

countries (internal and external)?

What are the West's strategic interests towards ASEAN?

Economics

What are the trends and prospects of intra-regional trade in ASEAN?

What are the factors affecting selection of trading partners
(geographical or market demand)?

What are the factors behind slow Intra-Regional trade?

What are the obstacles in Intra-Regional Market (particularly in
ASEAN)?

What are the efforts taken to achieve economic cooperation among the
members?

What are the advantages to be gained from the ASEAN joint projects?
What are the lessons that can be learned from the result of the

ASEAN joint projects?

Significance of Study

Regional economic grouping have at least five common objectives.

They are:-

Increased production and consumption resulting from specialization
according to comparative advantage.

Increased production due to exploitation of scale of economies not
previously possible because of small domestic market size.

Increased competition and efficiency as tariff are removed and market
expands, leading to the elimination of marginal firms;

Increased investment designed to take advantage of new opportunities
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and to avoid tariff barriers, and

V. Possibility of more rapid technological change and innovation.

From past experience, regional arrangements among developing
countries has raised questions about the future role of those in developing
country trade policies. This thesis will try look at the possible results that the
members of AFTA will gain from the grouping. If the possible result of the
grouping is trade diversion, Malaysia has to take steps to ensure that its

economic growth will not be affected by the move.

Methodology

This study covers both economic and political aspects. Therefore, the
study is very much dependent upon secondary data. The selection of relevant
books, journals, magazines, reports, and papers presented at Seminars will be
of primary importance in completing the study.

For political aspects, data will be collected from documented data
written by major theorists in international relations. Emphasis will be on the
historical background in terms of the cooperation achieved among the
members, particularly on how the conflicts are resolved. Examples will taken
from the experience of other regional cooperation.

In the area of economics, data will be collected by looking at the
documented data done by the International Strategic and International Studies

(ISIS), World bank, and United Nations Development Program.




Organization of the Study

Chapter 1 will give the introduction of the study. This includes the
objectives of study, hypothesis, area of study, significance of study, and lastly
the literature review.

Chapter 2 will emphasize the topic of regionalism in ASEAN. The origin
and the development of the organization are described. This will include the
current economic condition of the member states, the Pre-AFTA arrangement
and trends of Intra-regional trade.

Chapter 3 will focus on the political challenges, internal and external
challenges, that ASEAN states have to face in the years ahead in forming
AFTA. In addition to this, the chapter will analyze the national interest of each
member of the ASEAN states.

Chapter 4 will attempt to analyze the general economic challenges face
by the ASEAN countries in order to establish AFTA. It will also analyze on the
strategic economic interest of major powers likes European Community, United
States, Japan and China in the region. Chapter 4 will also conclude the study
by predicting the opportunities, giving recommendations on how establishment

of AFTA should improved and the future of the free trade area.




LITERATURE REVIEW

One significant feature of today’s world is the emergence and the
enormous expansion in the number of international organizations as a
response to the objective need for integration at both the global and regional
levels.® These organizations maybe in a form of a political or economic
integration. For most developing countries, the idea of having an economic
integration is most compelling. This is because of two main reasons. First,
newly independent countries, tend to protect their countries sovereignty.
Therefore, the idea of having a political integration is very unacceptable.
Secondly, the developing countries normally are left behind in terms of
economic growth. This may give the opportunity for the developed countries
to dictate the developing countries’ economic progress. In order to avoid this,
the developing countries will tie themselves together. The formation of
economic integration among them will allow them to increase the scale of the
internal market and simultaneously protect domestic producers against outside
competitors.

Economic integration can take several forms that represent varying
degrees of integration. They are: Free Trade Area, Customs Union, Common
Market, Economic Union and lastly, Complete Economic Integration. Out of
these five degrees of integration, the free trade area is the most loose

integration. Most of the developing countries will opt for this kind of

3Giuseppe, Schiavone. A Dictionary and Directory Second
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integration. In a free trade area, tariffs between the participating countries are
abolished, but each country retains its own tariffs against nonmembers.*
International organizations are only one segment of the larger picture
of global politics. A. LeRoy Bennett mentioned that because international
organizations are new in the international system, they have a minor rather
than a major influence on world relationships than shaping them.® Because
of these relationships, international organization theory will fit within the
framework of theories relevant to international politics. Theorizing about
international politics has always been marked by controversy. In a field so
vast and complex, a lack of agreement in approaches should not be too
surprising. Three arguments: realist, functionalism and the systems approach
relevant for an understanding of the global trends towards regional blocks are

discussed below.

Realist Theory

In the early 1950s, realism became the center of attention in
international politics. Hans Morgenthau, the most prominent scholar from the
realist school stressed that the essence of politics was a struggle for power.
He revived the balance of power concept because he believed that it provided
the basis for a general theory of International Relations, explaining why a

society of independent, autonomous, and amoral states has persisted. The

“Bela Balassa, The Theory of Economic Integration.(London: George Allen and Unwin,
1973), 70.
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persistence of the international society exist because all states are engaged
in a constant pursuit of power, at the expense of other members of the society:
yet despite outbreaks of war, the system never disintegrates - a balance, or
equilibrium, is always maintained or restored.®

A. LeRoy Bennett further mentioned that throughout history, the forces
of political fragmentation have been dominant and in today’s world, nation
states had to emerge and engage in competition before the climate for
increased cooperation could develop.” He argued that this competition
coupled with the forces of nationalism generally outweigh those of
internationalism. In newly emerging states, nation building is the primary
concern. Older states focus more on national security, prestige, and economic
interests. And the difference and cleavages between nations are more
pronounced factors than the forces of unity. This is because the world is
segmented by elements of ethnicity, economic rivalry, egoism, and suspicion.

In the case of ASEAN, the majority are newly emerging states with the
exception of Thailand. All of them are interested in developing their country
by competing with each other in attracting foreign investors. Thus AFTA
seemed to be moving towards another failed attempt at regional economic
cooperation, unable to function as set by its objectives because of political-
economic problems and the competition and rivalry for influence within the

region.

Trevor Taylor, ed. Approaches and Theory in International Relations (London:
Longman Group Limited, 1978), 190.

A. Leroy Bennett, Ol Principles and Issues, Fifth Edition.
(Englewood Cliff, New Jersey: Prentice Hall, 1991), 13.
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Eunctionalism

The functionalist believes in the gradualist approach to world order with
attainment of political federation by instalments. Such integration could then
be a cause for further integration. When states cooperate to solve socio-
economic problems, they build up trust that may eventually extend into political
relations. According to Mitrany’s vision, the gradual buildup of such functional
cooperative associations eventually create a global community capable of

accepting supranational governance:

If one were to visualize a map of the world showing economic and social activities, it
would appear as an intricate web of interests and relations crossing and recrossing
political divisions - not a fighting map of States and frontiers, but a map pulsating with the
realities of everyday life. They are the natural basis for international organizations: and
the task is to bring that map, which is a functioning reality, under joint international
government, at least in its essential lines. The political lines will then in time be overlaid

and blurred by this web of joint relations and administration.®

Since the political rivalry of states is so intense and since state
sovereignty is firmly entrenched, these areas must be bypassed and habits of
cooperation must be established and expanded in nonpolitical matters
especially in the economic and social patterns. Mitrany assumes that the
habits of cooperation learned in one technical area will eventually spill over
into another, especially if the experience proves to be mutual beneficial.

Many intergovernmental organizations (IGOs) like the ASEAN,
Economic Community of West African States (ECOWAS), Economic
Cooperation Organization (ECO), the European Community (EU) and several

others that were created to facilitate cultural, social and economic interactions

®David Mitrany, A Working Peace System.(Chicago:
Quadrangle Books, 1966), 164
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History of ASEAN Economic Cooperation

Economic cooperation is one of the most important agenda that featured
frequently for discussion at ASEAN meetings. All ASEAN members believe
that economic development is the fundamental key in establishing harmony
and stability in the member countries and in the region as a whole. Despite
of sharing the same belief, cooperative efforts in the field of economics were
slow during the first eight years of ASEAN's inception. This is because all
member countries were busy identifying practical areas of cooperation which
can be undertaken besides making essential internal adjustments. The
objective of identifying areas of cooperation and making internal adjustment is
to ensure that each member countries can protect their national economic
interests. .

Another problem that hinder economic cooperation within ASEAN in the
first few years of its establishment was that due to their economic similarity.
The member countries were actually competing with one another. They had
to compete against one another for securing the same markets for their raw
materials or manufactured goods. Furthermore, in the manufacturing industry,
most of the ASEAN countries had build up competitive industrial structures
with a high degree of protection since the 1960’s. Therefore, any attempts to
liberalize trade and create regionally based market for manufactured goods
were not favorable to many member countries especially to those who felt that
they are left behind in terms of economic development.

Though there were some problems in establishing economic cooperation
among the member states during the early years of ASEAN, the ASEAN
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banking matters. The major objectives of intra-ASEAN financial cooperation
have been (a) to facilitate the movement of financial resources within ASEAN;
(b) to harmonize the rules and regulations relating to customers and other
duties affecting intra-ASEAN trade; (c) to help eliminate double taxation within
ASEAN and to prevent tax avoidance by multi-national corporations with
production units and/or offices in more than one ASEAN country; (d) to provide
facilities for insurance and reinsurance cover for ASEAN customers and (e) to
provide financial assistance to members to tide over temporary international
liquidity problems.""

In the context of customs, the agreement which was signed in march
1983, set out the basic principles and standards on customs valuation,
classifiction, techniques, and related matters to be eomployed among ASEAN
member countries. Ininsurance, the ASEAN Insurance Commissioners (AICC)
meet regularly to update information on insurance law and life insurance policy
provisions in the region. The committee also gave recomendation of measures
to relax legal barriers which hinder free flow of insurance business witihn the
region.

In customs, an important achievement was the signing of the ASEAN
Customs Code of Conduct in March 1983. This understanding set out the
basic principles and standards on customs valuation, classification, techniques,
and related matters to be employed among ASEAN member countries. The
Committee on Finance and Banking had also initiated other cooperative

activities such as the organizing workshops and seminars on ways to gain

"Alison Broinowski. ASEAN into the 1990s. (London: MacMillan Press Ltd, 1994) 71
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access to capital markets. These workshops were aimed to strengthenig
ASEAN's capability to gain access to international markets, especially those

of the United States, European Union, Japan and West Asia.

Cooperation in Food, Agriculture and Forestry

Despite rapid development and structural changes in the ASEAN
member countries, agriculture continues to play important role in their
economies. In fact, one of the most important responsibilities of the ASEAN
government is to ensure that there is a stable food supply in the region. This
responsibilities was then transferred to the ASEAN Food Security Reserve
which was established in 1981. The main objective of this scheme is to
coordinate national stock holding policies, arrangement for mutual support in
times of emergency, and the establishment of a Food Information and Early
Warning System.

In 1986, a center which intended to help strengthen the applied
research, training and technical information services available to the timber
processing industry in the ASEAN region was set up.”? This center is called

the ASEAN Timber Technology Center.

Cooperation in Industry, Minerals and Energy

The members of ASEAN had agreed in their First ASEAN Summit that
they will established large scale ASEAN industrial plant to meet the regional
requirement. The agrement was formalized by the signing of the Basic

Agreement on ASEAN Industrial Project (AIPs) in March 1980. The scheme

2Annual Report of the ASEAN Standing Committee, 1985-86, p.26
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allocate one project to each country which cost about US$ 200 to US$ 300
million. AlPs are joint ventures with 60 percent of the equity capital allocated
to the host country and 10 percent to each of the other members.

Currently, the Indonesian and Malaysian AlPs, both urea project, are in
operation. The Malaysian plant is located in Bintulu, Sarawak and the
Indonesian plant in Aceh, Sumatra. Another on-going program is the ASEAN
Industrial Complementation (AIC) scheme. This scheme was introduced to
provide preferential tariff incentives to approved packages of complementary
products manufactures by the ASEAN countries for trade exchange with one
another. Automotive products is the first set of package approved under the
AIC scheme.

Recognizing the important role that the private sector played in
developing any particular country, they are encourage to embark on industrial
joint ventures like the ASEAN Industrial Joint Ventures (AlJV) scheme. In this
particular scheme, the private sector of two or more ASEAN member countries

may participate in AlJV.

Cooperation in Trade

During the First ASEAN Summit, the member countries realized that
with the exception of Singapore, they are heavily dependent on export of
primary products. Therefore, the member states stressed the need to
liberalize and expand intra-regional trading activities through Preferential
Trading Arrangement (PTA) scheme. PTA provides certain specific
instruments of preferential trading such as the liberalization of non-tariff
measures on a preferential basis, extension of tariff preferences, preference
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in procurement by government entities, finance support at preferential interest

rates and long-term quantity contract.

Conclusion

On the whole, ASEAN’s achievement in economic cooperation have
been significant. There has been an increase in terms of relaxation on tariff
barriers, an improvement in intra-ASEAN trade, a remarkable progress in
ASEAN industrial cooperation, and a strong sense of community in handling
with international economic issues and many external relations.

Though many achievement have been attained through the economic
cooperation, there is still wide potential for greater and closer ties among the
members of ASEAN. The main challenge that ASEAN has to formulate is a
new and imaginative practical programs of economic cooperation that can be
realized in the region. ASEAN had proposed to have another type of
economic cooperation namely ASEAN Free Trade Area by the year 2003.

Thus, the thesis examines the possibilities of the newly proposed
economic cooperation between the ASEAN member states to realized. It does
so in specific institutional context of AFTA which was officially launched in
1992. Like any regional organization, one must realize that in today’s world,
economics cannot be divorced from politics. Behind every economic activity,
political initiatives are at work. Therefore, in predicting whether this particular
economic cooperation will bear a fruitful result, a comprehensive study on the
political challenges that each member of ASEAN has to overcome need to be

done.



