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This paper examines the impact of regional integration on development
in the ASEAN economic community. The study presents a measure of
bilateral trade balances showing that despite rapid trade expansion,
imports have grown faster than exports resulting in a deterioration of
the trade balances in Cambodia, Laos, Myanmar and Vietnam - the less
developed members of the agreement. The analysis also throws light
on ASEAN's emphasis on promoting equitable economic development
between its members. The study argues that trade agreements should
seek to promote coherence between country-level and regional
strategies to achieve the complex and multifaceted development
objectives beyond trade integration.
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1. Introduction

Global trade integration has proceeded at a fast pace since the founding of therGXxdTssdeO and
agreements have been signed under the institution’s provisions. Regional tsi@i¢edgreements
proliferate from the 1980dsl ithe 1990s regionalisramerged as a major driver of trade liberalization
and integration both in developed and developing regions. Important agreements came into force act
deeloping countries inclUABIBANMERCOSUR, NAFTA, COMESA, arth@#&gd) as well as GDP

growth in developing countries, is depictedliarf@juieveloping Asia stands out. Even if around 267
RTAs have been notified to the WTO (WTO, 2016) in realigothoriatich Bade relationship pairs

within RTAs aterently in place, andtbird of such relationships correspond to Asian agreements. The
rising wave of free trade agreeamemtsade policy instrument has led to the transformation of Asia from
one of the poorest globally to 'FactdBakkbsia2011). Bspite rapid liberalization, whether bilateral or
regionalpinning down hoggional integration addressesber countries' development concerns is
challenging.

Thepaperfocuses on the integration prbeéssen countries in ASEANisusses the main
achievements resulting from the ASEAN agreement, particularly in terms of growth, trade and investmer
addition to solid economic growth, rapid trade and investment expansion made possible by regiol
liberalization, ASEAN membersadavaimer important inroads in terms of structural change as compared

to other developing regions. This inighdesas of productivity in tradable, g@oaoltise shift from

primary products towards manufacturing asd servic
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Sourceduthor's elaboration based on data from DiCapRauBaotasd Sokolova (2017) and World Bank (WDI, 2016).
Note: RTA pairs (World and Asia) in the letihaxisginds); total trade flows and GDP growth (right axis, in %).

1 The ASEAN Commiargtymprised by thecalled ASEANr@lonesia, MalaysiaPthiéppines, Singapore and Tlf#iéand
original members jhitedn 8th August 196dhd Bnei Darussalam (7 January 1984); and the ASEANEdNmou (28
July 1995), Lao PDR and Myanmar (23 July 1997), and Gspnib&820{30
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The paper also discusses challenges concerning the devetopasmeddyy various socioeconomic
indicatorsbetwee ASEAKemberavhich range from LDCs to high income ecoaditmesllyr the

implications of RT#sve been assessed ifugos market access isswbe sidelining broader
development implicatiéasFgional integration could serve as an instrument for development by increasing
trade, investment and emplbyrmeaddition to these traditional channels, regional integration can also
impact poverty by encompassing regioaebeoaiic projects providing infrastructure and regional public
goodsThusthe type and scope of the regional integration process may be relevant forfpoverty reduction.

The ASEAN Free Trade Agregpressly emphasizes the development dimension of trade integration by
addressing the inequalities amongst its nethiieiontext, the paper evaluates the pillars of regional
integration that could impact development, and the eventual convergence of the members' development
including poverty reduction and trade diversification. In this setting, domestic policies to compensate
possible negative shocks of inteyatouncigéGallagher et al, 2015).

Despite thmanifegiaingegionalizatialso brings about co$tse welklnown puzzle of overlaRTiAg
described by Bhagwati (1991) as ‘spaghettibsulbsequently Baldwin's (2004) 'noqdéfdrand
tothe proliferation of trade agreem@sia may adversely affect the emif@neing potential of regional
agreements. A key challefgemonizing the array of barriers relateationalgroduction networks
prevailing in Asia, given the high interdependence of manufacturing erpmtektiad@awin,
2015). Also, addressing the diverse pinatitigonal capabilities and palitiesiber countriesa
cumbersome net of agreements is a matter of concern

Thepapeproceeds as follows. Section 2 discusses ASEAN’s socioecorfeeciiopr8Juesds at the
role of regional integration in addressing the development.dgagctinASE®Ncludaddiscusses
policy implications

2. Regional integration in ASEAN
progress, prospects and ¢ hallenges

Research measuring the impegioofal integration inklssiaonventionally focused on the effect on trade
flowsSome case studies address developtiera, mostly the impacts on inequality and welfare. Overall,

the benefits and challenges of trade integration have been addressed through various angles and technic
highlighting both the gains and the complexities that might arise foity)dhagnedtipents.

WhalLee and Shin (2006) show that the East AswhidRT#&gonsidered natural trading partners
becausef proximity and other characteristics, are likely to create more trade among members withou
diverting trade from-mamber®espite the magnitude ofreégianal agreements, a number of existing
and proposed RTAsiatdode groupings with significistént countrieBhe current efforts toward
regionalism are intended to buitisnominatory blocs, which may eventuallyrteae totagrated

world economy, including the eliminatintaff barriers (NTBs) which is one of the pending issues in
ASEAN liberalization agenda (Li and Whalleyg@0dval, the empirical literature agrees that the various
forms of cooperation and integraiisia, i.e. monetary and financial, trade and investmesd, thave ser
promote growth and development. There is also evidence that the pamtialfedide ayregnents
improves the distribution of gains across members in developing Asia (e.g-Fidmuian&antos
Sokolova, 2017)

Since its foundation, ASEAN has strived to become a competitive, globally integrated, economic region.
various economicoperation and integration initiatives have provided a platform for dynamic trade and
investment, allowing ASEAN to evolve into one of the world’s most dynamic regions. In addition to econ

2 Baldwin (2007) argues that East Asian's industrial competitiveness depends on the smooth functiorpagticti&actory Asia’
for intraregional trade, which is a major source of fragility to possible shocks in member countries.

3 For a discussion on the effects of bilateralism vs multilateralisra £6298)yrimuigman (1993), and Estevadeordal et al
(2008).
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progress, ASEAN’s other significant achievements are in the areas of peace, prosperity, and geopoli
stability not only in Southeast Asia but through the Asia—PsexfiBatetyiom et al, 201)e AEC
Blueprindadopted in 20Hevelapa single and coherent iplaolvinglear targets and timelines for
implementatitaking into accoABEAN Ment8tatesieterogenedaesels of developnised Section

34

Asia's RTAs represent anmetldirdof global agreements;caedlO0FTAgre in force or ratified by

ASEAN and other-Ratdfic memberand more being negotiateaktly bilateraymilar pattercen

be observéar export0% of intré&SEAN tradepreferential, with over 70% oABt&EAN trade at MFN
zeraateandmore than 90% for some bilateral agrée8ieats, 201®ade liberalisation within ASEAN

has involved removing tariffs and reducing other administrative procedures in getting products to markets
instancenthe ASEA®roupates have been effectively zero sinte 2010.

The currently negotiated Regammpfehensive Economic PartnershipliRGEBYessoun&0%0of

the world’s population, 30§tob&l GDP, and?2®f global expodisps at broadening and deepening

ASEAN'’s engagementtaittain bilateral partners: the ASEAN+1 FTA formed by Australia, China, India,
Japan, Republic of KarehNew Zealand. The main objective of the RCEP, from a development viewpoint,
is improvinge gains from participating in regional and global trade. It is also expected to help in addressir
the effectsf overlapping bilateral and regional FTAs between individual countries, by delivering concret
benefits through potential improvemerkistatoess, more coherent trade facilitategubatdry rules

and cooperation.

The prospects of full integration in the form of a trade bloc may represent the most important developmel
terms of trade agreements in the near future. However, the realization of a fully integrated ASE/
comprehensive bloc is a matter of deinaté\(halley, 2016). Everldhger implemented, other deep
integration agreements such as the TPP, which includes 4 ASEAN countries, could be effective in facilit:
freer trade, particularly for low income and least developed colntry members.

What follows discusses the progress made in the context of regional integration in the areas of: i) growth
poverty reductipnregional integration and trade imbaldnigeésade specializadiot investment.

Regional integration in ASEAN has played a positive role in the trade and de@G&éppeeap paocess

growth in ASEAN al@s/e the average of East Asia andrfélagifier developing countries until 1990s

as noted in figeThe lesgeveloped group of Cambodia, Laos, Myanmar gl MiétnamSEAN4)

has participated in the strong economic performance during thé\laistadgcdidtsam moved up from
lowincome to lowmiddle income status in 2008 and Lao PDR in 2010. Laos amd prpgentet

to graduateom the UDNDG category in 2024 according to the UN's Committee for Development Policy
triennial revieWhe notable progress in reducenty @depictedigufe 3.

4 The joint structure for integration and cooperation, ASEAN Vision 2020 (ratified in 1997), aimed atttrarsédiging ASEAN
prosperous and higbiypetitive region with equitable economic development, reduce poverty, and socio-economic disparities,
progressing concurrently with the establishment of the ASEAN Political Security CommunitZaitnah€ gxSimANt$Bocio
(AEC)In the process, fbkowing agreements were ratified in1880sitie ASEAN Free Trade Area (AFTA) covering goods,
the ASEAN Framework Agreement on Services (AFAS) and the ASEAN Investment Area (AlA).

5 Figure Al presents applied tariff rates in agriculture and industries by ASEAN member states.

61n its current templatar ASEAN members -Brunei, Malaysia, Singapore, arelpietofithe TPP agreement amongst
other Asia-Pacific countriesulditealla, Japan and New Zealand. The agreement seeks economic integration to liberalise trade
and investmeand at the same time preust@able economic growth, reduce poverty andtogaismgdiving standards,
creating new opportunitiegdikers and businesses, and benefiting consumers. Based be éf@siese obligations
to each other under other agreements (see https://medinanguanitigeartnership/indabvisiorand-general
definitioraec6d5031f1b#.8719nysrg
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Real GDP Per Capita, 1980-2015 (1995=100)
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Some countries have seized growth opportunities from their natural resources endowments (e.g. Cambc
as well as from the changing dynamics of the regional and global economy, which have allowed then
upgrade and diversify theiroenic structures as wiidoeissed later. In East Asia, greater wealth and

robust growth has been accompanied by social progress, notably raising living standards and a remark
reduction in poverty rates, in comparison to other regionsngncodetrédspiln countries such as
Cambodia and Lao poverty rates are |diveratherage for LDCs as a @resypite progress, ASEAN

countries still face challenges in terms of human and social development, and growing inequality, as obse
in BbleAlin the annex.

Trade has been growing rapidly following ASEAN integration agreements, both within and outside the re
ASEAN is the folathest exporting region in thdaeoddntirigr 7% ajlobal exportshly behind the

European Union, North America, ardo@gii®ndhe economic interdependence in the region is
observed in the increasing trade flows within ASEAN and emerging partners, in relation to traditional part
For instanci, 2015ritraASEAN trade represents around 25% of total onaete5@idwith China,

Japan, and Korea (see #iyitatraregional trade in goods, alongside otHeorcdersBows, is also

expected to increase as a result of the AEC awptanm@atation and the formation of the RCEP.
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SourceAuthor's elaboration based on data from DiCapFaulBantasd Sokolova (2017).
Note: RoWE Rest of the World, Special = China, Japan and Korea. Normalised trade flows (1990 = 100).

7 Figure Al in the Appemigsents the trends for individual ASEAN countries.




8 UNCTAD Research Paper No. 3

It is argued that export led growth has defined ASEAN delrétoimedaspthree decadesv&ut

and abowke evolutiontofal trade flows, it is useful to explore regional tradey lesdamiesg how

exports fare in comparison to import penetration. This matters because if trade liberalisation leads to fa
growth of imports than experescan baplications fike balance of payments that may constrain growth

below the growth of productive potentiaPgtdintmand Thirlwall, 2004, in evaluating ASEAN trade
performance and to understand the magnitude of bilateral trade balances, thensindgxestimates
bilateral trade imbalarmdsaeen ASEAN and major trade [jsemdd8Caprio, SaR@slino and

Sokolova, 201Apsolute trade imbalance is measured as the sbdedavbleaports in total trade of
ASEAN4g@bodia, Laos, Myanmar and VaetASEAN 6, and is expressed as:

AdAs¥: ¢ 83AcA o0
KAs¥s & daAch dp e’

6N=@RP=HJ?A

where' T L are exports of courifoycountryand 4 L ; are imports of courdB&SEAN4 or ASEANG)
fromcountry-

The index is illustratadur 6 showingatASEAN as a group has gained overall in terms of trade expansion
and positive trade balance. However, ASEAN 4 countries have become net importers (see also figure A2
is,Cambdia, Laos, Myanmar and Viednamperiencederioration theitrade balances due to higher

imports. This can have repercussions for economic performance in developing countries that are hic
dependent export earnin@sd capital infl)vas a source of foreign exchange. Trade defguts can

harm domestic economies by affecting production and hence the |d@ugmankeimpacts on
employment and wégesprovements in trade balances on the gthgincaeased expodan raise

income and thusio@édl savings, and redoeeaeliance on imported capitalisslieiglemands more

research, particularly in the context of trade in inj@wdeaidteegional value chain activities.

ASEAN 4 Total ASEAN

Joint trade balance of ASEAN countries Joint trade balance of ASEAN countries
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