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At the ASEAN Summit on 4 November 2002 in Phnom Penh, Cambodia, Singapore

Prime Minister Goh Chok Tong proposed that ASEAN should move forward and

transform itself into an ASEAN Economic Community (AEC) by 2020. Although the

idea of an AEC and how this would be achieved were not elaborated at the Summit, it

would clearly involve a higher degree of economic integration within ASEAN.

In December 1997, the ASEAN Vision 2020 was unveiled by the ASEAN Heads of

State and Government. This document, among other things, envisioned a more

economically integrated ASEAN. In particular, the ASEAN Vision 2020 envisaged a

stable, prosperous and highly competitive regional economic area where there is free

movement of goods, services, investments and capital.  Hence, the concept of an AEC

would seem to be consistent with the economic aspect of this Vision. This would also

mean that ASEAN policy-makers already have a strategic vision in place to create an

integrated ASEAN market. All they need now is to design a comprehensive roadmap

to realize this vision.

Why form such an economic community? In this increasingly competitive globalised

environment, there are deep concerns that Southeast Asia will be overtaken by the

emerging market economies of China (notwithstanding SARS) and India. According

to the United Nations Conference on Trade and Development (UNCTAD), China is

now the largest recipient of foreign direct investment (FDI) flows in the Asia-Pacific

region. There is a growing perception that China’s rapidly expanding economy would

divert FDI inflows away from ASEAN towards China. Therefore, in order to stay

competitive and remain an important growth pole in the global economy, ASEAN



countries would need to restructure and integrate their economies. Surely, an

integrated ASEAN market with a combined population of more 500 million should

keep the region competitive vis a vis China and India.

In this light, the proposed AEC could provide the means for ASEAN to revitalize and

remain competitive in the face of rising challenges from globalisation. Such an

economic community would also stand to benefit from the global trends in trade and

investment liberalization as well as in manufacturing. The establishment of an AEC

gives ASEAN a bigger “voice” in the world stage and should strengthen the position

of member states with regards to their participation in the World Trade Organization

(WTO).

In forming an AEC, the development of the European Economic Community  (EEC)

in the 1950s obviously comes to mind as a possible model. But the world has changed

dramatically since the signing of the Treaty of Rome in 1957 with greater

liberalization efforts at the WTO as well as the proliferation of bilateral and regional

trading agreements.  Nevertheless, the EEC -- which eventually evolved into a fully

integrated common market in 1993 (i.e. European Union) --- has been the world’s

most successful economic integration exercise.  While there are significant

differences between Western Europe and Southeast Asia, especially the greater

economic and cultural diversity in the ASEAN region, there are valuable lessons to be

drawn from the European experience which can then be adapted to suit ASEAN’s

needs. For example, member countries of the EEC were able to successfully

overcome their differences because their governments displayed strong political will

and shared a common vision to push the project forward.

The end-goal of an AEC by 2020 is unlikely be a customs union where trade barriers

among member countries are removed and a common external tariff policy is

established with non-member countries. Given the different stages of economic

development among ASEAN countries, forming a customs union would be very

difficult to achieve by this deadline. Instead, it would be more realistic to envisaged

the AEC as an “FTA-plus” arrangement that covers a free trade area and some

elements of a common market (viz. free movement of capital and labour).



Achieving this end-goal may appear daunting at first glance but ASEAN is not

starting from scratch as some of the building blocks towards an economically

integrated ASEAN are already in place. Existing ASEAN economic integration

programmes such as the ASEAN Free Trade Area (AFTA), the ASEAN Framework

Agreement on Services (AFAS) and the ASEAN Investment Area (AIA) are currently

being implemented to eliminate intra-regional barriers in the movement of goods,

services and investments. In other words, the formation of an AEC should be seen as

a logical next step up the economic integration ladder.

Although a two-tier integration process appears inevitable in ASEAN, the newer but

less developed member countries i.e. Cambodia, Laos, Myanmar and Vietnam

(CLMV) should not get left too far behind. Appropriate resources should be allocated

to ensure the full participation of these countries in the integration process.  This

would include financial and technical assistance, transfer of technology, education

and training facilities to reduce the economic divide between the more developed

ASEAN-6 countries (Malaysia, Singapore, Indonesia, the Philippines, Thailand and

Brunei) and the CLMV countries.

Some work has already begun to bridge this economic divide. At the 4th ASEAN

Informal Summit in Singapore in November 2000, ASEAN leaders agreed to launch

the Initiative for ASEAN Integration (IAI) with the aim of narrowing the development

gap within ASEAN and assist the newer members in the process of regional

integration. To implement this initiative, a work plan was drawn up in November

2001 (i.e. the IAI Work Plan), that will focus on programmes and projects in four

priority areas which are: infrastructure including energy; human resource

development, information and communication technology; and capacity-building for

regional economic integration.

The institutional infrastructure in ASEAN would also need to be strengthened to

expedite the economic integration process. This includes strengthening the capacity of

existing regional institutions such as the ASEAN Secretariat as well as setting-up

suitable supranational institutions to facilitate economic integration. In this regard,

lessons can clearly be drawn from the European experience where institutional

developments including a clearly defined legal infrastructure assisted member



countries in enhancing trade and investment activities. In fact, institutions such as the

European Commission and the European Court of Justice were established at an early

stage of Europe’s economic integration. One can therefore argue that institutional

development is long overdue in ASEAN.

Although forming a customs union may not be realistic by 2020, ASEAN should

nevertheless consider establishing a fully integrated common market as part of a

longer-term objective. One possibility is to apply the “ASEAN-X” principle to the

economic integration process -- member countries that are ready to remove barriers on

good and services, investments, capital and labour should be allowed to do so while

the remaining member countries can join in as and when they are ready. This would

mean that a common market could initially be established by the ASEAN-6 (based on

a realistic target deadline after 2020) with a time frame for the remaining CLMV

countries to join in later.  Even in Europe, it took almost forty years for a fully

integrated common market to be fully realized.

Most importantly, for the AEC to succeed, there must be strong political will to drive

the integration process forward. For example, there may be a need to tackle the issue

of ceding some level of sovereignty for more economic integration in the near future.

At the end of the day, it could very well be the political dimensions of forming an

economic community that would pose the greatest challenge for ASEAN.
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