A Major Emerging Market:  

The ASEAN Free Market Area (AFTA)

Executive Summary


Much has been written about the four emerging economies that will dominate global consumer markets in the next twenty years.  Investment bankers have coined the initials BRIC to stand for Brazil, Russia, India and China. With huge internal markets, abundant human and/or natural resources, and significant moves towards market-oriented reforms, these four countries have been attracting an increasing share of foreign investments and have become more integrated into the global economy.  As the 2007 financial crisis in the United States demonstrated, these emerging economies have served as a stabilizing factor in the global economy, minimizing the ripple effects of the subprime debacle that at first was feared to have the same devastating influence as the East Asian financial crisis of 1997.


Paradoxically, the region most negatively affected by the East Asian financial crisis of 1997--Southeast Asia--has been most resilient in 2007 in the face of the real estate meltdown in the United States.  Fortified by monetary and fiscal reforms as well as greater regional market integration within the East Asian region, the ten member countries of the Association of Southeast Asian Nations (ASEAN) have continued their above-average GDP growth rates of 6 to 8 % and maintained hefty current accounts surpluses.


All have experienced increases in Foreign Direct Investments as they are perceived to compete with China and India as attractive sites for labor-intensive manufacturing and service-oriented industries.  In fact, the leaders of China and India have been very active lobbying the ASEAN officials to work for free market arrangements referred to as AFTA + China or AFTA + India.  If and when these agreements materialize, a free market region of 2.8 billion consumers will emerge. 


Taken as one regional market, the ASEAN Free Trade Area (AFTA) deserves to be in the same category as the much-vaunted BRIC countries.  Forty year old this year, the ASEAN has succeeded in steps to forge a truly free market area in which investors from outside the region can sell to a market of close to 600 million consumers, bigger than the entire European Union.  Although like India and China, there is still much poverty in such huge countries as Indonesia (220 million), Vietnam (90 million) and the Philippines (90 million), the number of middle-class within the ASEAN consumers is estimated to be at 250 to 300 million, not far from the effective consumer markets  of China and India. Like their two giant neighbors, the ASEAN countries will be graduating in the next twenty years from low-level per capita incomes of $1,000 annually to about $5,000 (Malaysia's level today).  As Engel's law predicts, it is during this transition in per capita income levels that the demand for consumer products and services will grow at double-digit levels.  


The Southeast Asian region has some of the richest mineral, forest, agricultural and aquamarine resources in the world.  Indonesia and Malaysia are major petroleum producers. Indonesia, Thailand, Vietnam and the Philippines are major exporters of agricultural and fisheries products.  In fact, China will be heavily dependent on these countries for its food imports in the coming years as its population of close to one billion poor people can increasingly afford to eat the high-value food items that are found in the tables of the richer Chinese today. 


Like India and China, the countries in the ASEAN will have to implement major infrastructure projects that will need financing and technology from the more advanced countries.  Indonesia and the Philippines, being archipelagic nations, will be busy constructing airports and seaports.  The big countries, including Myanmar (Burma), will see their demand for energy multiply at double-digit rates every year.  To make their agricultural sectors truly competitive, these countries will need to construct farm-to-market roads, irrigation systems, post-harvest facilities and other rural infrastructures which are still in a rather primitive stage in such countries as the Philippines, Myanmar, Indonesia, and Vietnam.  All these infrastructures will also serve to meet the demands of a burgeoning tourism industry, which is a natural for the region with its very attractive beaches, cultural treasures and tropical climate.


Foreign investors would have an incomplete picture of the emerging markets of the next twenty years if they stop short of the final A word in BRICA.


Equally attractive as Brazil, Russia, India and China for a very productive use of investment capital is the free market area called AFTA, the ASEAN Free Market Area.  The next time a foreign investor from Europe, the U.S. or Japan--or for that matter anywhere else in the world--considers alternative areas for expanding his business, he should think and act BRICA.

I.    Introduction

The Association of Southeast Asian Nations (ASEAN) was established in 1967 by Indonesia, Malaysia, the Philippines, Singapore and Thailand as a geo-political and economic organization aimed at fostering regional cooperation to accelerate economic growth and social development.  At inception, its founding fathers envisioned an ASEAN comprised of all ten nations within the Southeast Asian region.  Just over twenty years later, in 1999, the ASEAN welcomed its final member and realized this vision. (See Table 1).

A map of the ASEAN region and its member countries is found in the next page (see Figure 1).



Table 1: 

	Member Country
	Date of entry into ASEAN

	Indonesia
	original member

	Malaysia
	original member

	Philippines
	original member

	Singapore
	original member

	Thailand
	original member

	Brunei Darussalam
	8 January 1984

	Vietnam
	28 July 1995

	Lao PDR
	23 July 1997

	Myanmar
	23 July 1997

	Cambodia
	30 April 1999


History

The idea for regional cooperation arose while Thailand was brokering reconciliation among Indonesia, the Philippines and Malaysia over certain disputes.  It became apparent to the four nations that their progress would continue to be hindered if they continued to follow separate paths.  Thanat Khoman, then foreign minister of Thailand, invited the foreign ministers of Indonesia, Malaysia and the Philippines to discuss the creation of a regional organization.  Singapore, in addition, sent its foreign minister to look into the possibility of joining this organization.2  

The meeting among the five foreign ministers took place for four days in a beach resort in Bang Saen, Thailand in early August, 1967.  Finally, on 8 August 1967, the five foreign ministers sat down together in the Department of Foreign Affairs building in Bangkok, Thailand to sign the ASEAN Declaration, which signified the birth of the Association of Southeast Asian Nations.2 

During the formalities that followed the signing of the ASEAN Declaration, the five founding fathers of the ASEAN shared through their speeches their views and goals for the association:  

Narciso Ramos, Philippine Secretary of Foreign Affairs, spoke of the need for more substantial united action to realize the untapped potentials of this rich region.  Adam Malik, Presidium Minister of Political Affairs and Minister for Foreign Affairs of Indonesia, shared his country’s vision of Southeast Asia developing into a “region which can stand on its own feet, strong enough to defend itself against any negative influence from outside the region.”  Tun Abdul Razak, Deputy Prime Minister of Malaysia, conjured a vision of an ASEAN that would include all the countries of Southeast Asia.  S. Rajaratnam, Foreign Minister of Singapore, emphasized that the members of the ASEAN would have to marry national thinking with regional thinking in order to succeed. Lastly, Thanat Khoman boldly claimed that the countries of Southeast Asia had no choice but to adjust to the exigencies of the time, to move toward closer cooperation and even integration. While the nations of Southeast Asia prevent attempts to deprive them of their freedom and sovereignty, he said, they must first free themselves from the material impediments of ignorance, disease and hunger.  Each of these nations cannot accomplish that alone, but by joining together and cooperating with those who have the same aspirations, these objectives become easier to attain.2  

Figure 1:  ASEAN Map

	


Source: www.aseansec.org 

ASEAN Declaration
The ASEAN Declaration, also known as the Bangkok Declaration, was a short, simply-worded document containing just five articles.  Besides establishing the Association for Regional Cooperation known as ASEAN, the declaration also laid out the goals of the Association.  In summary, these were to accelerate economic growth, to promote regional peace and stability, to promote active collaboration in terms of sharing knowledge as well as in expanding trade, and to promote Southeast Asian studies.  To achieve these goals, the declaration called for annual meetings of Foreign Ministers as well as the creation of regional and national committees charged to carry on the work of the Association in between the annual meetings of foreign ministers.4
Regular Meetings

The highest decision-making organ of the ASEAN is the Meeting of the ASEAN Heads of State and Government.  This is referred to as the ASEAN Summit and it is convened every year.  The ASEAN Ministerial Meeting, the meeting of Foreign Ministers, is also held annually.1
Other ministerial meetings are also held in the sectors of agriculture and forestry, economics (trade), energy, environment, finance, health, information, investment, labor, law, regional haze, rural development and poverty alleviation, science and technology, social welfare, telecommunications, transnational crime, transportation, tourism and youth1.  The organizational structure of the ASEAN is found in Figure 2 below.
Figure 2:  Organizational Chart of the ASEAN
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	AEM:
	ASEAN Economic Ministers

	AMM:
	ASEAN Ministerial Meeting

	AFMM:
	ASEAN Finance Ministers Meeting

	SEOM:
	Senior Economic Officials Meeting

	ASC:
	ASEAN Standing Committee

	SOM:
	Senior Officials Meeting

	ASFOM:
	ASEAN Senior Finance Officials Meeting


         Source:  www.aseansec.org
ASEAN Secretariat
The ASEAN Secretariat was established on 24 February 1976 by the Foreign Ministers of ASEAN.  Its basic mandate is “to provide for greater efficiency in the coordination of ASEAN organs and for more effective implementation of ASEAN projects and activities.”6
The ASEAN is currently (2007) headed by H. E. Ong Keng Yong who took over the position of ASEAN Secretary-General in January 2003.  His last position was as Press Secretary to the Prime Minister of the Republic of Singapore and Deputy Secretary in the Ministry of Information, Communication and the Arts.  The tenure of office of the Secretary-General is five years.  The organizational structure of the ASEAN Secretariat is found in Figure 3 below.

Figure 3:  ASEAN Secretariat Organizational Chart
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    Source:  www.aseansec.org
II.  Regional and National Descriptions

In 2006, the bloc had a combined Nominal GDP of about USD$1.072 trillion growing at an average rate of around 5.8% per annum.  Total population was at 567 million.  GDP per capita was highest in Brunei and Singapore at around US$30,000 in 2006, and lowest in Myanmar at $208.60.  The average GDP per capita for the ten member countries was just below US$2,000.  

Merchandise trade is a significant portion of total GDP for ASEAN, with total trade reaching as much as 4x for Singapore.  Malaysia, Thailand and Vietnam also have total merchandise trade values greater than their GDP.  Exports outperform imports, on average, in terms of growth and contribution to total GDP.  In terms of foreign direct investments, the region was able to attract US$38 billion in 2005, with a large portion (almost half) going to Singapore.  Foreign direct investments into ASEAN have grown, on average, over the past five years.  

With regard to the macroeconomic situation, currency exchange rates have relatively stabilized in the region although inflation rates remain on the high side, especially for Indonesia and Vietnam (both at 6.6%, year-on-year, in 2006).  Significant improvement has been achieved in the unemployment rates of the ten member nations, with only Indonesia maintaining a double-digit figure.  (See Tables 2 and 3 for numbers supporting these statements).

Table 2:  Selected basic ASEAN indicators (as of 12 June 2007)
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percent US$ million

2006 2006 2006 2006 2006

Brunei Darussalam 5,765 383 66 3.5 11,845.7

Cambodia 181,035 13,996 77 2.5 6,105.2

Indonesia 1,890,754 222,051 117 1.3 364,258.8

Lao PDR 236,800 6,135 26 2.5 3,527.4

Malaysia 330,257 26,686 81 2.1 156,924.2

Myanmar

1/

676,577 57,289 85 2.3 11,951.0

The Philippines 300,001 86,910 290 2.0 117,457.1

Singapore 699 4,484 6,433 3.3 132,273.4

Thailand 513,254 65,233 127 0.7 206,645.1

Viet Nam 330,363 84,222 255 1.3 60,965.2

4,465,505 567,390 127 1.5 1,071,953.2

Exports Imports Total trade

US$

US$ PPP

4/

US$ million US$ million US$ million US$ million

2006 2006 2006 2006 2006 2005

Brunei Darussalam 30,928.8 25,940.1 5,768.7 1,028.7 6,797.4 288.5

Cambodia 436.2 2,406.4 2,602.4 2,147.0 4,749.4 381.2

Indonesia 1,640.4 4,930.1 103,964.0 78,392.7 182,356.8 6,107.30

Lao PDR 574.9 2,280.4 254.7 423.6 678.3 27.7

Malaysia 5,880.4 12,568.5 161,248.7 131,720.1 292,968.8 3,964.80

Myanmar

1/

208.6 1,589.1 3,514.8 2,115.5 5,630.2 71.8

The Philippines 1,351.5 5,116.4 47,037.0 51,523.0 98,560.0 1,132.50

Singapore 29,499.6 29,065.6 271,601.0 238,503.0 510,104.0 20,080.50

Thailand 3,167.8 9,492.4 129,948.5 126,848.5 256,797.0 4,007.80

Viet Nam 723.9 3,600.1 39,605.0 44,410.0 84,015.0 2,020.80

1,889.3 5,421.7 765,544.8 677,112.1 1,442,656.9 38,082.90

Sources:  ASEAN Finance and Macro-economic Surveillance Unit Database and ASEAN Statistical Yearbook 2006 (compiled/computed 

from data submission and/or websites of ASEAN  Member Countries' national statistical offices, central banks, and other 

relevant government agencies)

IMF World Economic Outlook Database as of September 2006

Trade data for Brunei Darussalam, Cambodia, Lao PDR and Myanmar are from country submission thru National ASEAN 

Free Trade Area (NAFTA) Unit; for Indonesia from Bank Indonesia (www.bi.go.id); for Malaysia from the Malaysia Trade 

Development Corporation (www.matrade.gov.my/foreignbuyer/Msiatradestats.htm); for the Philippines from the National 

Statistics Office (www.census.gov.ph); for Singapore from the Department of Statistics (www.singstat.gov.sg); for 

Thailand from the Bank of Thailand (www.bot.or.th); and for Viet Nam from the General Statistical Office (www.gso.gov.vn)

Symbols used

-  not available as of publication time

x  not available/not compiled

Notes

1/  Myanmar GDP is based on fiscal year from April to March of the following year, and computed using derived foreign exchange 

rate based on IMF WEO data

2/  Refers to/based on mid-year total population as published in the ASEAN Statistical Yearbook 2006

3/  GDP figures for Cambodia, Lao PDR, & Myanmar are derived using growth estimates from the IMF WEO database September 

2006; Brunei data is estimated using foreign exchange rate for Q1-Q3 only.

4/  Recomputed based on IMF WEO estimates and actual country data

5/  All figures are preliminary as of 12 April 2007; figures for Brunei Darussalam, Cambodia and Lao PDR are Q1-Q3 data only.

6/  Refers to net inflow of foreign direct investments as measured in the balance of payments; also includes reinvested earnings
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Table 3: Selected macroeconomic indicators of ASEAN (as of 12 June 2007)
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Brunei Darussalam 3.8 - 1.6 Dollar (B $) 4.0 76.5 -52.1

Cambodia 5.0 2.8 4,065.0 Riel 0.8 249.8 46.5

Indonesia 5.6 6.6 8,995.0 Rupiah (Rp) 10.5 4,212.8 2,131.5

Lao PDR 7.3 4.7 9,739.0 Kip - 10.8 -1.3

Malaysia 5.9 4.6 3.5 Ringgit (RM) 3.0 -659.1 35.4

Myanmar

1/

7.0 - 1,273.7 Kyat - -179.4 -27.2

The Philippines 5.3 4.3 49.1 Peso (PhP) 8.1 444.7 -221.4

Singapore 7.9 0.8 1.5 Dollar (S $) 2.7 5,261.1 719.0

Thailand 5.0 3.5 36.1 Baht 1.3 2,593.8 131.5

Viet Nam 8.2 6.6 16,091.0 Dong 5.3 410.7 146.4

5.8 - n.a. n.a. n.a. 12,421.8 2,908.3

percent 

percent  percent  percent  percent  percent 

2006 2006 2006 2006 2006 2006

Brunei Darussalam 48.7 8.7 57.4 23.5 -9.3 17.1

Cambodia 42.6 35.2 77.8 12.2 -1 5.8

Indonesia 28.5 21.5 50.1 21.4 35.9 27.2

Lao PDR 7.2 12 19.2 138 -7.7 19.8

Malaysia 102.8 83.9 186.7 14.8 15.3 15

Myanmar

1/

29.4 17.7 47.1 12.5 29.6 18.4

The Philippines 40.0 43.9 83.9 14.0 8.7 11.2

Singapore 205.3 180.3 385.6 18.2 19.2 18.6

Thailand 62.9 61.4 124.3 18.5 7.5 12.8

Viet Nam 65 72.8 137.8 38.6 36.3 37.3

71.4 63.2 134.6 18.6 17.7 18.1

Sources:  ASEAN Finance and Macro-economic Surveillance Unit Database and ASEAN Statistical Yearbook 2006 (compiled/computed from data 

submission and/or websites of ASEAN Member Countries' national statistical offices, central banks, and other relevant government 

agencies)

IMF World Economic Outlook Database as of September 2006

Trade data for Brunei Darussalam, Cambodia, Lao PDR and Myanmar are from country submission thru National ASEAN Free Trade Area

(NAFTA) Unit; for Indonesia from Bank Indonesia (www.bi.go.id); for Malaysia from the Malaysia Trade Development Corporation 

(www.matrade.gov.my/foreignbuyer/Msiatradestats.htm); for the Philippines from the National Statistics Office (www.census.gov.ph); 

for Singapore from the Department of Statistics (www.singstat.gov.sg); for Thailand from the Bank of Thailand (www.bot.or.th); and 

for Viet Nam from the General Statistical Office (www.gso.gov.vn).
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-  not available as of publication time

x  not available/not compiled

n.a.  not applicable

Notes

1/  GDP growth rate based on estimated levels covering fiscal year April to March of the following year; foreign exchange rate is average for 

the period (annual) taken from the IMF WEO Database September 2006; official forex rate for 2006 is US$ 1 ~ 5.8 Kyats.

2/  ASEAN figure is estimated using weights derived from the share of country to world total GDP PPP (IMF WEO Database

September 2006)

3/  Data for Brunei Darussalam is based on Q3 2006.
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data only.

6/  Based on net inflow of foreign direct investments as measured in the balance of payments; also includes reinvested earnings
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III.   A Comparison with South America


A good way to put ASEAN’s economic performance in perspective is to juxtapose its economic indicators with those of a region of comparable economic size and situation.  Given this criterion, an assessment of the contrast between ASEAN and South America proves useful as the two regions have comparable population sizes, political challenges and economic potentials, among others.  For purposes of simplification, this comparison is conducted between five representative ASEAN economies (Indonesia, Malaysia, Philippines, Thailand and Vietnam) and five South American economies (Argentina, Brazil, Chile, Colombia and Peru).

In terms of population size, Indonesia and Brazil are the largest, but the Southeast Asian nations have much greater density.  Population growth rate is almost equal in both groups, with the ASEAN nations growing slightly faster. In terms of GDP, Brazil has the largest economy while Chile ranks the highest in terms of GDP per capita.  In general, the South American nations are ranked slightly higher on a GDP per capita basis over the ASEAN nations.  (See Table 4).

In terms of sectoral growth, the five ASEAN nations have generally outperformed the South American nations in all sectors (agriculture, industry, manufacturing and services) over the past 25 years, with the exception of Brazil’s growth in agriculture which was the fastest among the two groups.  (See Table 5).  

Migration is negative (citizens moving out) in most of the nations except for Chile and Malaysia where migration is positive – a signal of prosperity in these two nations. Indonesia and the Philippines have the greatest degree of outward migration. However, it is important to note that workers’ remittances resulting from these migrations contribute significantly to the foreign reserves of these countries and in the case of the Philippines, comprise a large portion of total GDP (almost 14% in 2004). (See Table 6).

Trade in merchandise and in services is a greater portion of GDP for the ASEAN countries.  On the other hand, the South American countries have been able to attract more foreign direct investment, with Chile having the highest FDI as a percent of GDP.  Gross private capital flows are also slightly higher for the South American countries. (See Table 7).

Tables 8 and 9 provide rankings of less quantifiable but sometimes more critical economic indicators.  These figures provide a more forward-looking perspective and give an idea of the economic potential of these countries.  Malaysia and Chile top the groups in terms of global and growth competitiveness, followed closely by Thailand.  The remaining nations are fairly equal in these criteria.  In terms of macroeconomic stability, Chile is ranked the highest. However, with the exception of this country, the South American nations are, on average, outperformed by the Southeast Asian countries.  In measuring economic freedom, the ASEAN nations are slightly worse than the South American countries.  In terms of human development, the difference is more significant.  The attractiveness of doing business in these countries, as measured by the corruption perception index and the ease of doing business ranking, shows the South American countries at an advantage. However, the quality of infrastructure in both groups is similar, on average. Overall business competitiveness is also seen as comparable for the two groups.

Table 4:  Size of the Economy
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Southeast Asia

  Indonesia 218 1.4 120 257.6 1,140 137

  Malaysia 25 2.4 76 118.3 4,520 79

  Philippines 82 2.1 274 84.6 1,170 136

  Thailand 64 1.1 125 161.7 2,490 104

  Vietnam 82 1.5 252 45.2 540 168

South America

  Argentina 38 1.2 14 153.0 3,580 93

  Brazil 184 1.5 22 604.0 3,000 97

  Chile 16 1.4 22 94.1 5,220 76

  Colombia 45 1.8 43 97.7 2,020 123

  Peru 28 1.7 22 68.6 2,360 108

Source:  World Bank Development Indicators, 2006


Table 5:  Sectoral Performance (average annual growth, %)
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Southeast Asia

  Indonesia 1,9 3,9 4,2 3,8 5,5 5,1 3,3 5,7

  Malaysia 0,8 3,4 7,1 4,2 7,9 4,4 6,2 4,7

  Philippines 2,1 2,4 3,5 2,4 3,1 3,9 4,3 5,8

  Thailand 1,7 3,2 4,9 6,9 6,0 7,2 3,0 4,3

  Vietnam 4,2 3,6 11,3 10,1 11,2 11,2 6,9 6,6

South America

  Argentina 2,8 1,2 1,5 1,3 0,7 1,7 2,4 -1,2

  Brazil 3,6 5,4 2,1 2,1 1,6 3,1 2,7 -1,1

  Chile 2,2 -0,5 5,1 7,6 3,6 2,8 4,9 1,7

  Colombia -1,4 1,2 1,2 3,9 -1,4 2,7 3,7 2,7

  Peru 5,2 2,6 3,8 5,0 3,2 2,6 3,7 2,8

Source:  World Bank Development Indicators, 2006

Agriculture  Industry Manufacturing Services


Table 6:  Mobility of People

[image: image7.emf]Net Migration  Worker's Remittances

(thousands; annual  ($ millions, received)

average, 1995-2000) Inbound Outbound 2004

Southeast Asia

  Indonesia -900 5.3 . . 1,866

  Malaysia 390 15.7 30.8 987

  Philippines -900 2.3 1.8 11,634

  Thailand -88 11.7 2.7 1,622

  Vietnam -200 2.9 . . 3,200

South America

  Argentina -100 3.3 3.4 288

  Brazil -130 4.8 2.3 3,575

  Chile 60 1.8 2.3 13

  Colombia -200 0.8 1.4 3,190

  Peru -350 1.2 1.3 1,123

Source:  World Bank Development Indicators, 2006

International Tourists

(millions, 2004)


Table 7:  Global Integration (2004)

[image: image8.emf]Merchandise Trade in Foreign Direct Gross Private 

Trade Services Investments Capital Flows

(% of GDP) (% of GDP) (% of GDP) (% of GDP)

Southeast Asia

  Indonesia 49,4 17,9 0,4 4,6

  Malaysia 195,9 29,9 3,9 22,6

  Philippines 97,0 11,2 0,6 13,7

  Thailand 119,2 26,1 0,9 7,9

  Vietnam 125,4 19,0 3,6 5,8

South America

  Argentina 37,1 7,8 2,7 15,6

  Brazil 26,9 4,9 3,0 8,8

  Chile 60,5 13,3 8,1 21,5

  Colombia 33,7 6,4 3,1 10,9

  Peru 33,0 6,8 2,6 6,8

Source:  World Bank Development Indicators, 2006


Table 8:  International Ranking (A)
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Competitiveness Competitiveness Stability Freedom Development

(2006) (2005) (2005) (2006)

Index 

(2005)

Southeast Asia

  Indonesia 50 74 63 134 110

  Malaysia 26 24 31 68 61

  Philippines 71 77 58 98 84

  Thailand 35 36 11 71 73

  Vietnam 77 81 44 142 108

South America

  Argentina 69 72 46 107 34

  Brazil 66 65 91 81 63

  Chile 27 23 1 14 37

  Colombia 65 57 51 91 69

  Peru 74 68 55 63 79

Sources:  World Economic Forum; Heritage Foundation; United Nations Development Programme


Table 9:  International Ranking (B)
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Competitiveness

Index

 (2006)

(2007)

Index 

(2005)

Southeast Asia

  Indonesia 130 135 75 59

  Malaysia 44 25 22 23

  Philippines 121 126 90 69

  Thailand 63 18 37 37

  Vietnam 111 104 85 80

South America

  Argentina 93 101 63 64

  Brazil 70 121 70 49

  Chile 20 28 34 29

  Colombia 59 79 71 56

  Peru 70 65 88 81

Sources:  Transparency International; World Bank and World Economic Forum


IV.   The Asian Financial Crisis

The financial crisis that hit East Asia in 1997 came unexpectedly during a time when the region was enjoying unprecedented success.  Following the export-led growth paradigm of Japan, the new Asian tiger economies were growing at rates averaging 7-9%.  

Figure 4:  Selected Asian Economies:  Bilateral U.S. Dollar Exchange Rates and Equity Prices

(In U.S. dollars per currency unit; logarithmic scale; 5 January 1996 = 100)
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Source:  www.imf.org 

The problems that hit the region were not blamed on macroeconomic imbalances but rather on weaknesses in the financial systems and governance.  One major cause was the maintenance of relatively fixed exchange rates by East Asian countries which resulted in complacency in the financial markets.  Banks and corporations issued large amounts of debt in foreign currency, much of it short-term, and most importantly, unhedged.8
In July 1997, the crisis erupted in Thailand with a series of speculative attacks on the baht.  The Thai Baht, managed at a fixed rate of around 25 to the dollar, immediately depreciated by around 15% when the Bank of Thailand finally abandoned the peg on the 2nd of July.  Before this, the Bank of Thailand spent around US$ 33 billion (almost 90% of the foreign exchange reserves it posted at the end of 1996) to defend the Baht.  The contagion quickly spread to other economies in the region that seemed vulnerable to an erosion of competitiveness after the devaluation of the Baht and were perceived by investors to have similar financial or macroeconomic problems.  In a short period of time, the crisis led to sharp declines in the currencies, stock markets and other asset prices of several Asian countries (see Figure 4).

IV.  The Current Situation

Competitiveness factors of ASEAN

Ten years after the Asian financial crisis, the region has undergone numerous reforms to improve stability and reduce vulnerability in its economies.  Tables 10-12 and Figures 5-8 provide competitiveness factors of the six largest ASEAN economies in order to illustrate the current situation of the region and its potential for economic growth moving forward.

In terms of demographics, the ASEAN bloc is at an advantage over developed countries that are facing problems with ageing populations.  The 2005 age distribution of the six countries shows majority of the population in the productive age range.  The age dependency ratios are favorable, with as low as 38 for Singapore and with the highest at just 64, for the Philippines.  Furthermore, the fraction of the working age population that is economically active is reasonably high.  As expected, the proportion of economically active males is higher (around 80% for the six countries) than the proportion of females (ranging from 45% to just below 80%).  In terms of education, the 2006 release of the Human Development Report (UNDP) showed adult literacy in people ages 15 and above in the six nations ranging from 88% (Malaysia) to 92% (Philippines, Singapore and Thailand).  The gross enrollment ratio for the same year ranged from around 65% (Vietnam) to just below 90% (Singapore).

In a ranking of public institutions conducted in the Global Competitiveness Report in 2003 and 2004, Singapore outperformed the group, followed somewhat distantly by Malaysia.  Corruption continues to be seen as an obstacle to doing business in Indonesia, the Philippines and Vietnam.

Gross domestic savings as a percent of GDP are highest in Malaysia and Singapore at around 45%, but they remain high for the other four nations, ranging from 20-30%.  On the other hand, gross capital formation as a percent of GDP is highest in Thailand in Vietnam.  A ranking of the countries in terms of financial stability again shows Singapore leading the pack.  Lowest ranked are Indonesia, the Philippines and Vietnam.  A ranking of the countries based on infrastructure shows Singapore again outperforming the group, but the other countries also received impressive rankings, ranging from 6 (Malaysia) to 35 (Vietnam), evidencing the significant progress that has taken place in the region in the recent period.

Table 10:  Domestic Market Size

[image: image13.emf]0-14 15-64 65+

Indonesia 219.9 28 66 6 51

Malaysia 26.1 32 63 5 59

Philippines 85.2 35 61 4 64

Singapore 4.4 20 72 8 38

Thailand 64.8 24 69 7 45

Viet Nam 83.1 30 65 5 54

Source:  ADB Key Indicators 2006
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Figure 5:  Domestic Market
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Figure 6:  Human Resources (Education)
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Table 11:  Government Efficiency -- Public Institution Index (ranking out of 104 countries)

[image: image16.emf]ASEAN

2004 

Rank

2003 

Rank

Contracts & Law 

Subindex 2003 

Rank

Corruption 

sub-index 

2003 Rank

Indonesia 68 76 65 88

Malaysia 38 34 28 39

Philippines 99 85 75 92

Singapore 10 6 7 5

Thailand 45 37 30 45

Viet Nam 82 61 54 81

Source:  The Global Competitiveness Report (2003 and 2004), World Economic Forum


Table 12:  Savings and Capital Formation (2005 figures)
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Gross Capital Formation 

(% of GDP)

Indonesia 26.3 22.2

Malaysia 43.3 19.8

Philippines 20.1 15.7

Singapore 48.6 18.6

Thailand 29.4 31.6

Viet Nam 30.2 35.4

Source:  ADB Key Indicators 2006


Figure 7:  Financial Stability (Macroeconomic Environment Index)

[image: image18.emf]Source:  The Global Competitiveness Report (2005-2006), World Economic Forum

0 10 20 30 40 50 60 70 80

Viet Nam

Thailand

Singapore

Philippines

Malaysia

Indonesia


Figure 8:  IMD Competitiveness Index - Basic Infrastructure Rank
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Economic and Consumer trends in ASEAN
ASEAN is the world’s most populous emerging free trade region and as such provides a valuable consumer market for its trading partners.  Furthermore, the rapid economic growth experienced by the region over the past two decades has created more job opportunities and a consumer class with considerable purchasing power. Middle-class prosperity fostered the lifestyle changes typically seen in emerging markets: supermarkets began to replace traditional open-air markets (known as wet markets), convenience foods gained popularity and fast-food outlets became ubiquitous10.  Another evidence of the purchasing power of ASEAN consumers is the rapid growth in the number of shopping malls being built in the region.

In terms of non-income consumption factors, strengthening domestic currencies and financial markets have raised future expectations of wealth in the region leading to a positive effect on consumption.  Furthermore, ASEAN finds itself in the “demographic gift” stage wherein the region enjoys the initially favorable effect of falling fertility rates combined with falling mortality rates.  The child-dependency ratio rises at first due to more children surviving, then falls sharply as average family size decreases. Later, the overall population ages rapidly, as currently seen in many developed nations.  Between these two periods is a long interval of favorable age distributions with low and falling total dependency ratios12.  

Large and diverse enough, the ASEAN market is a highly attractive market for foreign direct investment. With much less competition as compared to India and China’s markets, ASEAN proves to be a profitable market.  Many multinational corporations (MNCs) which have started operations in ASEAN are seeing positive growth.11
ASEAN Agricultural Sector

Agriculture continues to play a significant role in the exports of the ASEAN region, although it is less critical to the economies of ASEAN member countries than fifteen years ago.  In some important agricultural commodities, the ASEAN countries are major exporters to the world market.  Notable examples are palm oil for Indonesia and Malaysia, coconut oil for the Philippines, and cereals and crude rubber for Thailand13.  (See Tables 13-15).

Agriculture comprises between 8 and 20 percent of total GDP for ASEAN countries with growth between 3 and 5 percent.  More importantly, intra-ASEAN agricultural trade has increased continuously over the past two decades.  This is a direct result of efforts of the ASEAN to achieve economic integration within the region, as evidenced by the steady decline in intra-ASEAN tariff rates during the same period.  (See Tables 16-19).

Another point of interest is the constant growth of ASEAN exports of agricultural products to China. (See Table 20).

Table 13:  ASEAN Exports of Selected Agricultural Products and Inputs by Countries, 2004

(US$ Million)
[image: image20.emf]Description 

Brunei 

Darussalam

Cambodia Indonesia Malaysia Myanmar

Rice, including husked and broken rice – 2 0 1 19

Banana, fresh – – 1 6 –

Pineaplle Prod excluding fresh – – 99 13 –

Mangoes pineapple fresh, including guava, 

manggosteen, etc

0 – 6 7 0

Oil of Palm 0 1 3,442 4,760 –

Coconut Oil – – 265 105 –

Cake of Coconuts – – 24 1 –

Soybeans 0 3 1 5 –

Sugar and honey 0 0 87 115 1

Coffee, green, husk, roasted 0 0 294 2 0

Shrmps, Prwn, lbster, crb, oth crustn, frsh, chld, 

frz

1 10 906 304 110

Tobacco 0 4 257 225 25

Crude Rubber – 36 2,181 1,368 27

Fertilizers, manufactured 0 – 84 205 –

Insecticides, fungcd, herbicd, disinfectn & 

rodenticd

0 0 65 90 0

Source: ASEAN Trade Statistics Database.

Description 

The

Philippines

Singapore Thailand Total ASEAN-6

Rice, including husked and broken rice 0 16 2,686 2,725 2,704

Banana, fresh 324 0 8 338 338

Pineaplle Prod excluding fresh 136 13 302 563 563

Mangoes pineapple fresh, including guava, 

manggosteen, etc

80 1 19 113 113

Oil of Palm 0 137 77 8,416 8,415

Coconut Oil 578 10 2 960 960

Cake of Coconuts 31 – 0 56 56

Soybeans 0 1 1 11 7

Sugar and honey 102 50 945 1,301 1,300

Coffee, green, husk, roasted 0 33 12 342 342

Shrmps, Prwn, lbster, crb, oth crustn, frsh, chld, 

frz

130 73 859 2,393 2,272

Tobacco 122 439 74 1,146 1,117

Crude Rubber 34 287 3,422 7,356 7,293

Fertilizers, manufactured 67 5 36 397 397

Insecticides, fungcd, herbicd, disinfectn & 

rodenticd

1 170 53 379 379

Source: ASEAN Trade Statistics Database.


Table 14:  Export of Selected Agriculture Products, 2000-2002 

(value in US$ million; volume in thousand metric ton)
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pore 

Thailand  Viet Nam  Total

2002

Agriculture products  – 36.4    6,207.4    15.4    7,373.5     471.9      1,509.7    – 8,167.4    2,114.4    25,896.1  

Cereals (volume) – 3.9      36.6         1.1      150.4        1,024.8   11.1         – 7,538.4    3,246.0    12,012.3  

Rice (volume) – 3.8      4.2          – 2.7            900.0      – – 7,337.6    3,240.9    11,489.2  

Wheat & flour wheat 

equivalent (vol.)

– – 15.4         – 131.2        0.8          11.0         – 12.9         – 171.3       

Palm oil (volume) – – 6,333.7    – 10,448.7   5.5          – – 82.0         12.5         16,882.4  

Natural rubber (volume) – 44.3    1,496.4    – 886.9        22.6        44.6         – 2,785.3    448.6       5,728.8    

Coffee, green+roast,  – 40.0    325.0       16.7    2.0            0.2          – – 7.2          718.6       1,109.7    

Tea (volume) – – 100.2       – 2.2            0.3          – – 1.7          74.8         179.2       

Cotton (volume) – – 3.8          0.1      0.9            0.2          – – 0.2          – 5.3           

Jute (volume) – – 0.1          – – 18.8        – – 1.1          2.0          22.1         

Silk (volume) – 2.0      – – – – – – 0.2          0.6          2.8           

2001

Agriculture products  – 22.2    4,367.6    27.5    5,521.5     473.9      1,443.6    – 7,422.5    2,023.8    21,302.6  

Cereals (volume) – 1.5      97.4         2.6      153.1        1,030.2   13.1         – 8,227.4    3,753.5    13,278.8  

Rice (volume) – 1.5      4.0          – 0.2            939.1      – – 7,685.1    3,729.5    12,359.4  

Wheat & flour wheat 

equivalent (vol.)

– – 2.7          – 133.3        1.1          13.0         – 15.6         – 165.7       

Palm oil (volume) – – 4,903.2    – 10,002.5   – – – 180.1       44.0         15,129.8  

Natural rubber (volume) – 37.1    1,453.7    – 820.9        25.0        39.1         – 2,549.1    308.1       5,233.0    

Coffee, green+roast,  – – 250.8       17.9    1.6            – 0.2          – 66.0         931.2       1,267.7    

Tea (volume) – – 99.8         – 1.2            – – – 1.2          67.9         170.2       

Cotton (volume) – – 3.5          0.1      0.1            0.2          – – 0.2          – 4.1           

Jute (volume) – – 0.1          – – 12.5        – – 1.4          0.6          14.6         

Silk (volume) – – – – – – – – 0.3          0.9          1.2           

2000

Agriculture products  – 10.6    4,941.7    33.4    5,821.0     375.5      1,539.8    – 7,275.3    2,296.9    22,294.2  

Cereals (volume) – 0.7      31.6         0.9      140.4        399.3      4.2          – 6,207.3    3,485.8    10,270.2  

Rice (volume) – 0.6      1.2          – 0.1            251.4      0.2          – 6,141.4    3,477.0    9,871.9    

Wheat & flour wheat 

equivalent (vol.)

– – 2.3          – 121.3        – 3.7          – 21.1         – 148.4       

Palm oil (volume) – – 4,110.0    – 8,140.7     – – – 37.2         44.5         12,332.4  

Natural rubber (volume) – 19.7    1,380.0    – 978.0        20.1        30.7         – 2,542.1    379.1       5,349.6    

Coffee, green+roast,  – – 339.2       17.0    1.1            – 0.3          – 58.7         733.9       1,150.2    

Tea (volume) – – 105.6       – 0.6            – – – 0.6          55.6         162.4       

Cotton (volume) – – 4.2          – 0.2            0.8          – – – – 5.3           

Jute (volume) – – 0.5          – – – – – – – 0.5           

Silk (volume) – – – – 0.1            – – – 0.7          0.3          1.2           

Sources: FAO, Selected Indicators of Food and Agriculture Development in Asia-Pacific Region 1993-2003, October 2004.


Table 15:  Production of Selected Agricultural Products, 2004

(in Thousand Metric Tons)

[image: image22.emf]Products 

Brunei 

Darussalam

Cambodia  Indonesia  Lao PDR  Malaysia

Myanmar 

Cereals,Total 0 4,426 65,416 2,733 2,259

22,892

   Wheat – – – – –

130

   Coconuts 6 71 16,289 – 710

350

Total Fruit Primary 1 325 12,207 201 1,297

1,670

   Bananas 0 148 4,394 46 530

–

   Mangoes – 35 1,006 3 20

–

   Citrus Fruit 0 68 872 69 31

–

Other Crops

   Coffee, Green – 0 702 23 39

3

   Tea 0 0 173 0 4

25

   Cocoa – – 430 – 33

–

Natural Rubber 0 46 2,766 – 1,190

36

Palm Oil – – 60,400 – 69,881

–

Sweet Potatoes 0 34 1,876 194 27

45

Groundnuts – 10 1,450 17 2

715

Source: FAOSTAT database, as of July 2005

Products 

The 

Philippines

Singapore  Thailand  Viet Nam  Total

Cereals,Total 19,910 – 31,350 39,571 188,556

   Wheat – – 1 – 131

   Coconuts 14,345 0 1,450 931 34,151

Total Fruit Primary 12,172 0 7,756 5,473 41,102

   Bananas 5,638 – 1,900 1,354 14,010

   Mangoes 968 – 1,700 314 4,045

   Citrus Fruit 179 – 1,116 560 2,894

Other Crops

   Coffee, Green 101 – 60 835 1,763

   Tea 0 0 6 108 317

   Cocoa 6 – 0 – 469

Natural Rubber 96 – 3,030 400 7,564

Palm Oil 225 – 4,600 – 135,106

Sweet Potatoes 544 – – 1,536 4,256

Groundnuts 27 – 130 451 2,801

Source: FAOSTAT database, as of July 2005


Table 16:  Percentage Share to GDP at current prices

[image: image23.emf]1990 2000 2006

Indonesia 19.4 15.6 12.9

Malaysia 15.2 8.6 8.7

Philippines  21.9 15.8 14.2

Thailand 12.5 9.0 10.7

Vietnam 38.7 24.5 20.4

Source: ADB Key Indicators 2007


Table 17:   Agriculture Growth (GDP in constant prices)

[image: image24.emf]2004 2005 2006

Indonesia 2.8 2.7 3.0

Malaysia 4.7 2.6 5.2

Philippines 5.2 2.0 3.8

Thailand -2.4 -3.2 4.4

Vietnam 4.4 4.0 3.4

Source: ADB Key Indicators 2007


Table 18:  Direction of ASEAN Trade Flows

[image: image25.emf]      1993 1997 2001

Overall Intra-ASEAN 

(Imports)

17.4% 18.2% 20.8%

   Intra-ASEAN 

(Exports)

21.1% 24.9% 22.7%

   Intra-ASEAN 

(Total)

19.2% 21.5% 21.9%

Agri-Food & Seafood Intra-ASEAN 

(Imports)

24.0% 21.8% 22.9%

   Intra-ASEAN 

(Exports)

14.7% 21.0% 21.6%

   Intra-ASEAN 

(Total)

18.0% 21.3% 22.1%


Source: World Trade Atlas; Ash, Michael, 2004, Agriculture and Agri-Food Canada
Table 19:  Intra-ASEAN Tariff Rates

[image: image26.emf]  

1996 1999 2003

Live animals 8.35 6.26 2.27

Vegetable 

products

6.46 4.83 2.1

Fats & oils 5.78 3.3 2.35

Prepared 

foodstuffs

10.13 7.32 2.71


Source: ASEAN Secretariat
Table 20:  ASEAN 6 Major Markets of Agricultural Export Commodities, 2001-2004

[image: image27.emf]ASEAN 5,298 21.1 ASEAN 5,767 20.6

Japan 4,229 16.8 Japan 4,144 14.8

USA 3,375 13.4 EU 3,626 13.0

EU 3,283 13.1 USA 3,369 12.0

China 1,076 4.3 China 1,541 5.5

Hong Kong 1,022 4.1 India 1,349 4.8

India 987 3.9 Hong Kong 1,005 3.6

Australia 525 2.1 Australia 570 2.0

South Korea 499 2.0 Pakistan 534 1.9

Pakistan 376 1.5 South Korea 504 1.8

Top 10 20,670 82.2 Top 10 22,410 80.1

Others 4,485 17.8 Others 5,580 19.9

Total 25,156 100.0 Total 27,989 100.0

Source: ASEAN Trade Statistics Database.

Value (US$ mn) Share (%)

Major Markets

2001

Value (US$ mn) Share (%)

Major Markets

2002


Table 20:  ASEAN 6 Major Markets of Agricultural Export Commodities, 2001-2004 (cont’d)
[image: image28.emf]ASEAN 6,343 19.6 ASEAN 7,316 19.9

Japan 4,309 13.3 EU 4,889 13.3

EU 4,096 12.7 Japan 4,410 12.0

USA 3,802 11.8 USA 3,817 10.4

China 2,287 7.1 China 3,038 8.2

India 1,766 5.5 India 1,772 4.8

Hong Kong 887 2.7 Australia 705 1.9

Australia 661 2.0 Pakistan 682 1.9

Pakistan 639 2.0 South Korea 671 1.8

South Korea 623 1.9 Hong Kong 663 1.8

Top 10 25,414 78.6 Top 10 27,964 75.9

Others 6,925 21.4 Others 8,865 24.1

Total 32,339 100.0 Total 36,829 100.0

Source: ASEAN Trade Statistics Database.

Major Markets

2003

Major Markets

2004

Value (US$ mn) Share (%) Value (US$ mn) Share (%)


IV.  Future objectives of ASEAN

ASEAN Vision 2020

The ASEAN Vision 2020 was adopted by the ASEAN Leaders during the 30th anniversary of ASEAN.  The vision set forth by this document is “of ASEAN as a concert of Southeast Asian nations, outward looking, living in peace, stability and prosperity, bonded together in partnership in dynamic development and in a community of caring societies.”  It reaffirms the aims and purposes of the organization as set forth in the Bangkok Declaration, but also sets new goals based on the achievements of the organization since its creation.

The goals set forth by the ASEAN Vision 2020 cover issues on security, economy, infrastructure, and society.  It envisions a Southeast Asia free of nuclear weapons and all other weapons of mass destruction, where territorial and other disputes are resolved by peaceful manners.  It resolves to enhance economic cooperation through economic development strategies which include the full implementation of the ASEAN Free Trade Area and the acceleration of liberalization of trade in services, the realization of the ASEAN Investment Area by 2010 and free flow of investments by 2020.  In terms of infrastructure, it aims to establish interconnecting arrangements in the field of energy and utilities for electricity, natural gas and water within ASEAN through the ASEAN Power Grid and a Trans-ASEAN Gas Pipeline and Water Pipeline.  It also aims to develop an integrated and harmonized trans-ASEAN transportation network.  The organization sees a Southeast Asia free of illicit drugs well before 2020.  It also envisions a clean and green ASEAN with fully established mechanism for sustainable development to protect the region’s environment and sustain the high quality of life of its peoples.  Finally, it sees an outward-looking ASEAN playing a pivotal role in the international fora, and advancing ASEAN’s common interests.15
ASEAN + 3 Initiatives

The ASEAN Vision 2020 affirmed an outward-looking ASEAN playing a pivotal role in the international community and advancing ASEAN’s common interests.  ASEAN Plus Three (which includes China, Japan and South Korea) relations continue to expand and deepen in the areas of security dialogue and cooperation, transnational crime, trade and investment, environment, finance and monetary, agriculture and forestry, energy, tourism, health, labor, culture and the arts, science and technology, information and communication technology, social welfare and development, youth, and rural development and poverty eradication. There are now thirteen ministerial-level meetings under the ASEAN plus three process.  

One of the major goals of ASEAN plus three is the creation of an Asian Currency Unit (ACU), which is to be developed on the lines of what was done in Europe for the euro.  The ACU would be a regional benchmark to monitor the movements of Asian currencies. Before the launch of the euro, member countries of the European Union also developed a European Currency Unit and this experience would be used to develop the ACU.17
ASEAN + India Initiatives

In addition to its ASEAN plus three initiatives, the association has also institutionalized ASEAN plus one (ASEAN plus India) as a formal structure of the ASEAN’s annual processes.  Its decision to invest in the ASEAN plus one initiative reflects the growing importance of India in the region – both in terms of its economic interests as well as the fact that it would be a significant player with regard to the regional security considerations.  Many analysts feel India should have been a part of the ASEAN plus three initiative which perhaps could have been structured into an ASEAN plus four process. However, when one considers the initial agenda of the ASEAN plus three, it would be vital to remember that the structure had emerged after the 1997 financial crisis and was primarily meant to address issues of macroeconomic risk management.16
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