Reproduced from The ASEAN Economic Community: A Work in Progress (Singapore: Institute of Southeast Asian
Studies, 2013). This version was obtained electronically direct from the publisher on condition that copyright is not
infringed. No part of this publication may be reproduced without the prior permission of the Institute of Southeast
Asian Studies. Individual articles are available at <http://bookshop.iseas.edu.sg>

THE
ASEAN ECONOMIC
COMMUNITY



Masiah
Text Box
Reproduced from The ASEAN Economic Community: A Work in Progress (Singapore: Institute of Southeast Asian Studies, 2013). This version was obtained electronically direct from the publisher on condition that copyright is not infringed. No part of this publication may be reproduced without the prior permission of the Institute of Southeast Asian Studies. Individual articles are available at <http://bookshop.iseas.edu.sg>

http://bookshop.iseas.edu.sg

ADB'’s vision is an Asia and Pacific region free of poverty. Its mission
is to help its developing member countries reduce poverty and improve
the quality of life of their people. Despite the region’s many successes,
it remains home to two-thirds of the world’s poor: 1.7 billion people
who live on less than $2 a day, with 828 million struggling on less than
$1.25 a day. ADB is committed to reducing poverty through inclusive
economic growth, environmentally sustainable growth, and regional
integration. Based in Manila, ADB is owned by 67 members, including
48 from the region. Its main instruments for helping its developing member
countries are policy dialogue, loans, equity investments, guarantees,
grants, and technical assistance.

The Institute of Southeast Asian Studies (ISEAS) was established as
an autonomous organization in 1968. It is a regional research center
dedicated to the study of sociopolitical, security and economic trends
and developments in Southeast Asia and its wider geostrategic and
economic environment. The Institute’s research programs are the
Regional Economic Studies (including Association of Southeast Asian
Nations and Asia-Pacific Economic Cooperation), Regional Strategic
and Political Studies, and Regional Social and Cultural Studies.

ISEAS Publishing, an established academic press, has issued more
than 2,000 books and journals. It is the largest scholarly publisher of
research about Southeast Asia from within the region. ISEAS Publishing
works with many other academic and trade publishers and distributors
to disseminate important research and analyses from and about Southeast
Asia to the rest of the world.
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FOREWORD

by Tan Chin Tiong, Director, Institute of Southeast Asian Studies, Singapore

As 2015 approaches, that year, at least in the more knowledgeable
parts of the countries of the Association of Southeast Asian Nations
(ASEAN), is increasingly associated with the creation of the ASEAN
Community. After all, ASEAN’s leaders had declared in 2007
“ASEAN’s strong commitments towards accelerating the establish-
ment of an ASEAN Community by 2015”.

In 2009, the leaders issued the Roadmap for the ASEAN
Community (2009-15) containing blueprints for the ASEAN Economic
Community (AEC), which they had adopted in 2007, and the
Political-Security and Socio-Cultural Communities.

The AEC Blueprint comes with a matrix called “Strategic
Schedule”, most of which lays down very specific measures to
be taken in 4 two-year tranches until 2015. With the support and
collaboration of the Asian Development Bank, the Institute of
Southeast Asian Studies (ISEAS) engaged experts, most of them
leading authorities in their fields especially with respect to ASEAN,
to examine the prospects of the AEC’s achievement by 2015, identify
the domestic political obstacles to that achievement, and suggest
policy measures to address them.

The experts found that, if the commitments were to be taken
literally and at face value, and if the obstacles were to be taken into
account, it would be very difficult for the AEC measures to be
carried out by 2015. While the ASEAN vision of creating an
economic community marked by the free flow of goods, services,
foreign direct investment and skilled labor and the “freer flow
of capital”, is far-sighted, courageous and ambitious, too much
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political opposition and inadequate institutional infrastructure lie
in the way of their effective implementation.

However, if the measures in the AEC Blueprint are to be regarded
as ASEAN aspirations and commitments pointing in the general
direction of creating the region as a single market and production
base, and if the year 2015 is to be seen as a benchmark of progress
in that direction, the AEC 2015 should be taken seriously not only
by the ASEAN states but also by businesses and by not-for-profit
organizations.

It is in this spirit that we at ISEAS consider the findings and
conclusions of the prominent experts whom we have engaged.
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by Iwan |. Azis, Head, Office of Regional Economic Integration,
Asian Development Bank

When the ASEAN Secretariat approached the Asian Development
Bank to undertake an analysis of the barriers and impediments
in realizing the ASEAN Economic Community by 2015, we were
delighted to respond positively, given the importance of the issue and
the strong ties between our institutions. We were also delighted to
collaborate with the Institute of Southeast Asian Studies to produce
this volume, enlisting the support from external experts in the field.
With the publication of this book some 2 years before the deadline of
2015, we hope and expect that policy-makers and other stakeholders
will have sufficient time to address the issues raised, and meet the
challenges identified.

A key message coming out of this volume is that the target date of
2015 should not be viewed as a hard deadline but rather a milestone,
albeit important, in a much longer journey. It is a journey that began
in 1967, although during its first decade the primary focus of ASEAN
was on creating harmony and cohesion within a troubled region, rather
than increasing economic integration. But pursuing regional economic
integration has gained prominence in ASEAN affairs over succeeding
decades. From the initial focus on trade liberalization, through the
Preferential Trading Arrangement and eventually the ASEAN Free Trade
Agreement (AFTA), ASEAN’s regional economic integration agenda has
broadened to now include services trade, investment, labor migration,
and even macroeconomic policy. ASEAN’s regional economic integration
efforts are meant to culminate in the creation of an ASEAN Economic
Community, one of the three pillars of the ASEAN Community espoused
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in ASEAN’s Vision 2020 — the other two being the Political-Security
Community and the Socio-Cultural Community.

Whatever is realized come 2015, the work must continue beyond it.
ASEAN'’s own assessments, based on its scorecards, suggest that many
of the targets will not be met by this date. The challenges identified
in this volume support this conclusion. But more importantly, the
agreements that have been signed, before and after this date, must
be implemented legitimately. Often effective implementation will
require domestic rules and regulations to be amended in order to
accommodate the agreed protocols. Monitoring at this stage is often
guided by little more than goodwill, and this too poses obvious
challenges. Therefore, it is critical that member countries are convinced
that the reforms that they agree to will be in their self-interest.
This volume makes the case on the benefits of liberalization and
integration in the various sectors forcefully and convincingly.

I believe that this volume will be of interest to all ASEAN watchers,
both within and without the region and, of course, the policy-makers
that are tasked with the realization of the AEC.
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This study aims to answer the following three questions: (i) whether
the ASEAN Economic Community (AEC) is achievable by 2015, (ii) the
obstacles along the way in achieving it, and (iii) the measures needed
for its eventual achievement.

All the experts” emphatic answer to the first question is that it would
be very difficult to achieve AEC by 2015 in terms of the commitments
in the AEC Blueprint. The reasons are many. Several commitments
made toward AEC 2015 have not been implemented by ASEAN
member states. While progress has been made in lowering tariffs and
some behind-the-border economic hurdles, non-tariff barriers remain
as major impediments to AEC 2015. Similar lags take place in the
commitments made on the liberalization of trade in services despite
the growing importance of services in the ASEAN economies.
Regional institutions remain weak, as member states guard their
sovereignty. When national goals differ from regional ones, decisions
of political leaders tend to favor national goals. Flexibilities designed to
accommodate the different levels of development of member states seem
to have been used to justify non-compliance with their commitments;
yet, such non-compliance is not censured, as maintaining a unified
position among member states becomes more important to their
leaders. Interest groups and those opposing regional competition tend
to succeed in preventing their national leaderships from enforcing
AEC commitments.

In the above context, the chapter writers’ view is that the increased
intra-ASEAN trade and investments over the years have been driven
more by market forces than by regional agreements. Accordingly, it
is in the interest of each ASEAN state to take unilaterally measures
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toward improving its business climate and liberalize trade and
investment policies without waiting for regional agreements to be
concluded. There is a view that the year 2015 needs to be regarded
as a vision than as a hard-and-fast target year, so that the year could
serve more as a benchmark of progress. Depending on the speed of
progress, more measures for integration can be undertaken aimed at
2015 and beyond 2015. More than anything else, it would be in ASEAN
states’ interest to avoid grand designs and stress effective compliance
with their existing commitments instead of concluding additional
new agreements.

Since non-compliance with NTB commitments has been among the
major impediments to the AEC vision, there is an urgent need to give
these NTBs a common definition and subject them to compliance review,
including Web-based monitoring. With regard to the tariff issues, there
is a need to reduce the exclusion list and accelerate transition periods,
avoid inconsistencies between ASEAN+1 FTAs and bilateral FTAs, and
simplify ROO (rules-of-origin) between FTAs. As a way of encouraging
commitments compliance, it may be desirable to establish third-party
mechanisms that could help assess the gap between FTA commitments
and the actual outcome and make the findings public. Recognizing the
increasing importance of the service sector in the ASEAN economies,
compliance will be easy and monitorable if the liberalization of trade
in services is undertaken on certain specific sectors rather than across
the board. Experts also feel the need to harmonize national product
standards and conclude Mutual Recognition Arrangements (MRAs) for
traded goods and services. Promoting competition among the ASEAN
states could potentially be impeded by firms using their Intellectual
Property Rights (IPR). Hence enforcement of IPR calls for respecting
the ASEAN states’ differences in their respective capacities.

Recognizing that the development divide among the ASEAN
states could slow down the AEC process, effective coordination
and implementation of IAI is considered as a crucial instrument to
address the issue. In this context, the experts also see the importance
of promoting regional projects that enhance physical connectivity
among the ASEAN countries and the urgency to explore new financial
approaches to support the ASEAN Infrastructure Fund.

With regard to the Dispute Settlement Mechanism (DSM), the
experts are unanimous on the need to provide assistance to those
states requiring help, so that all member states are well-equipped
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to use DSM effectively. Suggestions like distributing DSM-related
materials and brochures widely, keeping the DSM Website more
user-friendly, and teaching ASEAN trade and investment dispute
settlement law courses in the member states” colleges and universities
are worth serious consideration by the policy-makers. Furthermore,
the experts see the necessity of improving the physical and electronic
infrastructure at the ASEAN Secretariat, so that Jakarta could become
more attractive to those involved in dispute settlement.

In the final analysis, the experts see the need for strengthening the
institutions recommended by the High Level Task Force on ASEAN
Economic Integration and adopted by the Leaders at the 2003 Summit.
There is also scope for undertaking reforms of the ASEAN Secretariat,
so as to support the overall coordinative and other substantive tasks
that the Secretariat has to perform. Given the finding of the business
survey showing low awareness of the AEC vision in the business
communities in the ASEAN countries, it is important to embark upon
programs to sensitize them to the long-term and short-term benefits of
regional economic integration.
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