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I hope I can make the next hour of your time worthwhile since you have given up a pleasant autumn evening to listen to me. It is a great pleasure to speak at this august group. I have attended quite a few AIIA meetings and talks over the years, but I don’t think I have ever spoken at one. 

The title of my power-point is a little bit different from the title of the topic you have given me, but they are both so broad that I think I can get away with giving you more or less the same talk. It is based on some work done with a close friend of mine Dr Jayant Menon from the Asian Development Bank, who is on an ASEAN national. I have applied for ASEAN membership but I have not yet got it. 

It is a fairly detailed presentation, so I am going to skip a fair bit of the detail, but I am happy to come back to it in the Q and A session. I am conscious this is a very knowledgeable audience and I suspect that some of the audience may know a bit more than the speaker about this subject, so if I get any tough questions, I see a few friends in the audience and I may be passing those tough questions on to friends. 

I speak as a great admirer of ASEAN, not just because collectively it has the best food in the world but because it has been a wonderful and important organisation and certainly the focus of my professional work for over 35 years. 

Can I mention at the beginning something unrelated and that is a very dear friend of many of us passed away a week ago, Professor Jamie Mackie. Several people in this room knew him very well and he was really one of the founders of serious Indonesian scholarship in this country from the 1950s onward. It is a great loss. 

Let me start off with some general notes. If you want to read seriously about ASEAN, this is still the best book, it is by Rod Severino, a distinguished Filipino diplomat and former Secretary-General of ASEAN and he wrote this book titled South-east Asia in Search of an ASEAN Community. It is an excellent book, not just because I wrote a few words on the back cover. It is because the content is really good. 

What I will talk about, time permitting, is the following: A little bit about the ASEAN economies, but in a broader political perspective. I am just a simple economist, so any tough political science or IR questions I will pass on to the distinguished members of the audience. 

I will talk a little about the background. It is fairly obvious to an audience like this – I need not spend too much time on that; then the ASEAN economies and what I term old issues – mainly trade issues in ASEAN, then some newer issues and then look forward at the end if I have some time. 

We are talking about the 10 countries of South-east Asia, and this map shows them with some indicators – their population, per capita income, and I will come back to some of those points. 

ASEAN formally began its existence in August 1967 with the Bangkok Declaration. There were only five members then, and the summit set the goals of accelerating economic growth, social progress and cultural development of the region, promoting regional peace and stability, active collaboration in the economic, social, cultural technical and administrative spheres. 

I have argued in the paper that there are really four defining characteristics of ASEAN, apart from the fact that it is the most durable regional association of it kind in the developing world anywhere. These four characteristic, which I suggest are defining are first of all its diversity – it is hard to think of any other regional association with such diversity in terms of size, histories, institutions and per capita incomes. The range from the richest to the poorest is about 50-1. It is a big range. Bigger, for example than the equivalent organisations in Europe, in East and West Africa and the Americans.

A second feature is generally rapid economic development. In most of the economies for most of the time, they have been fairly high-growth economies, but membership per sec is no guarantee of strong economic performance and sadly Myanmar is the exception that proves the rule.

A third feature is that ASEAN has resisted transforming itself into a strong supranational organisation. It did not want a Brussels running ASEAN. So it had the ASEAN way with something I think would be termed an under-powered ASEAN Secretariat in Jakarta and there are both strength and weaknesses in that. 

Fourthly as a corollary, ASEAN is probably never going to evolve into an EU-style organisation. Some people will say it will, but we can talk about that afterwards. I think it is unlikely that it will embrace an EU-style customs union, with free movement of people and a capital-coordinated macro-economic policy with a coordinated central bank. It is something that some Europeans are regretting given the crisis in Greece and Portugal. 

A key point to emphasise is that it has been Australia’s good fortune to be linked to the region – and we are linked to it more than any other OECD economy. ASEAN as a group matters to Australia more than it does to any other OECD economy. It matters in terms of our geopolitical issues and future, but also in term of our economy.

In a report I wrote for the Department of Foreign Affairs and Trade in 1993 I called it From the Tyranny of Distance to the Advantage of Proximity, the fact that the centre of global activity is moving closer to our region is a very fortunate development for us.  

It is often forgotten that ASEAN is actually more important to us than China or Japan or the United States. The total trade in goods and service in 2009 was almost $90 billion, compared to Japan $76 billion, China $74 billion and US $55 billion. And of course there have been very extensive people-to-people contacts – with tourism and students. It is a deep and broad-ranging relationship. I think our Jakarta Embassy is our largest overseas mission even though our relationship on investment is rather weak.

So a few major dates. In 1967 the Bangkok Declaration, the 1976 Bali Summit where ASEAN progressed significantly, then the 1992 Summit which launched the ASEAN free trade area. The late 1990s were important for the thinking of ASEAN on what new directions it should take. It culminated in a thing called the ASEAN Economic Community which was launched in 2003. 

In terms of the major phases of development in ASEAN, I think I can identify four – the first one is what I call the early days from 1967-76. It was a time when the nations were just getting together. That was very important when you think about the state of South-east Asia in the early 1960s. It was a very unstable region.

Singapore and Malaysia had separated; there was the Konfrontasi by Indonesia to the newly-formed Malaysia. The Philippines and Malaysia were in dispute over Sabah, the Vietnam War was expanding, so it was a very unstable region, and just like Europe post World War II it made sense for the region to get together in some institutional form and as I see it that has always been the great success and the driving force behind ASEAN.

ASEAN commissioned a report on how it should organise its economic integration. It was a detailed blueprint which ASEAN only partly followed. It is worth making the point that ASEAN is very good at delivering charters, statements and manifestos, but it does not always follow up. Maybe that is the art of diplomacy and why it has been so successful.

The second phase I date from 1976 – this was the Bali Summit, where the formal ASEAN programs really began. It coincided with the reunification of Vietnam as well, so there was an external trigger, as is often the case with ASEAN initiatives.  ASEAN also began to caucus effectively internationally. We were one of their early targets on international civil aviation policy and our protection of the textile and garments industries.

This was in addition to developing a number of formal programs – I won’t go though all the acronyms, but they were mainly about trade and investment and commercial cooperation and by and large had minimal impact. In a sense they were overtaken increasingly by the events of the 1980s in which countries in the region began to reform unilaterally rather than regionally.

The next phase I would date from 1992 and this was again another ASEAN Summit; again with external factors pushing ASEAN. This was the adoption of the ASEAN Free Trade Area. It was an important development – free trade was mentioned for the first time in its timetable. A thing called the Common Effective Preferential Tariff was introduced in which everything was specifically free trade unless you took it out. It was a major advance.

The drivers were fourfold – a recognition that the Bali Summit measures from 1976 were not particularly effective. There was a fast-changing regional and global environment. This was when the Maastricht Treaty was being established, when NAFTA was being put into place and APEC was moving and when the WTO Uruguay Round was also close to finalisation. So things were moving quickly abroad, and there was increasing domestic confidence at home.

The 1980s had been a troublesome but quite good decade for most of ASEAN, Philippines excepted, so the countries were increasingly confident about engaging with the region. Related to that was the rise of China – the fact that ASEAN felt it had to get itself organised and think about the challenge of China.

Then for the remaining decade until the Asian Financial Crisis in 1997-98 the other ASEAN members were progressively brought in. The economies of Vietnam, Cambodia, Laos and Myanmar, and for the first time ASEAN really was South-east Asia with the 10 member countries. 

Then along came the Asian Financial Crisis and this had a number of impacts on ASEAN, two in particular. One was that the economies were weakened substantially, in particular Indonesia, Thailand and Malaysia, so that ASEAN was unable to play the role that it had before because the countries were concerned with their deep economic crises and ASEAN is not set up to being that kind of crisis resolution agency anyway.

As one of the best thinkers on ASEAN, Hadi Soesastro, said at the time, the public was largely disappointed with ASEAN over this period.

The second major implication from the Asian financial crisis was that ASEAN realised that it had to cooperate on more than just narrow trade issues, because the crisis itself was one of macroeconomic policy and financial crisis. You needed different kinds of cooperation. Immediately you start going down that route you had to then engage with the larger North-east Asian economies, Japan, Korea and China, and they are all individually larger than ASEAN in total.

So once you get into these big macroeconomic issues you have to engage with the region and that has been driving the ASEAN Plus Three initiative over the past decade.

Coming to the past decade I have argued that there are four major developments – the spread of extra-regional preferential trading deals; arrangements to do with macroeconomic management regionally and globally; the development of the ASEAN trade arrangements, now past the easy early-round phase of negotiations, and an important phenomenon called Fragmentation Trade, which I am going to argue is dominating intra-ASEAN commerce. 

The key point is rapid development. In fact if you want to get a good picture of what is happening in ASEAN look at these picture I am showing you of Jakarta in 1965 with the hotel the only building on the landscape; now this picture of Jakarta in 2007. See how much has changed. Pictures often speak louder than figures.  

I will talk a little bit about some of the political systems in ASEAN. I am not a political scientist, but my political science friends tend to put ASEAN into three groups: open, pluristic, nascent democracies; heavily managed democracies, and authoritarian States. ASEAN includes then all. 

The main point to emphasise on ASEAN’s trade and investment policy is ASEAN’s diversity. It is a much more diverse set of countries than, for example, NAFTA or the European Union. You can see that by looking at the importance of trade to their economies. Figures range from Singapore, where its total trade flow is four times the size of its economy, to Indonesia where total trade is equivalent to half of Gross Domestic Product. 

I mentioned the 1970s and 80s initiatives on trade policy. It is often misunderstood just how ASEAN really works on trade. A few key points: First, most of ASEAN trade is outside ASEAN, about 25 to 30 per cent of trade is within ASEAN. That compares to the EU where it is almost the opposite. About 70 per cent of European trade is within the EU.

That has implications because you can’t really run feasibly what economists call a customs union, like the Europeans have, with common external tariff walls and free movement within when 70 per cent of your trade is outside the region.

Point two – it is often not appreciated just how important Singapore is within ASEAN. A notable former Indonesian president once referred to Singapore as a little red dot. But that little red dot dominates inter-ASEAN trade. About 70 per cent of intra-ASEAN trade is to, through or with Singapore. In other words Singapore really is the commercial capital of South-east Asia. 

Point three – there is a complaint within ASEAN that it does not trade much within itself. That is not right. They do not appear to trade a lot within themselves because they are not big shares of world trade. If you adjust for those small shares you will find that they trade very intensively among themselves. 

New issues – here we get into a slightly more murky picture. This is where ASEAN has made a lot of announcements but has not always followed up. First of all, deepening the integration: ASEAN has an agreement on services trade, but it hasn’t really been implemented. Countries are more or less doing their own thing and liberalising unilaterally, which makes sense.

ASEAN has a thing called the AIA – the ASEAN Investment Area - which in principle gives preferential investment access to member countries; in practice it does not really get implemented much. It is mainly market-driven foreign investment, so it is of no great significance, even though diplomatically it may be of some importance. In fact, two thirds of the intra-ASEAN investment is with Singapore, which is the major investor.

Another agreement is to do with labour movements, called the ASEAN Labour Area, and here again most of the action is taking place outside formal ASEAN agreements. There are huge labour flows within ASEAN, in Malaysia about 25 per cent of the workforce is foreign – one of the highest figures anywhere in the world - mainly from Indonesia and the Philippines, but most of that movement takes place independent of the ASEAN agreement.

Singapore is an extraordinarily open labour market, but mostly occurring independently of ASEAN. So on these non-trade issues: - services, investment, labour movements – most of the action happens outside of the ASEAN framework.

Another issue concerns the rise of preferential trading agreements. This has become increasingly important over the past decade. All the ASEAN countries were unilaterally liberalising until 2000, and that made sense. In 2000 Singapore particularly was impatient with the progress of ASEAN at the time and started arranging a lot of bilateral deals and the other ASEAN countries generally felt compelled to follow. 

So there was always this tension between signing preferential trading agreements with non-ASEAN members and ASEAN itself. The question arose as to whether these preferential trading agreements were going to collapse into a broader Asia-Pacific trade agreement. There is a big debate about this and camps divide between the pros and the sceptics - whether these trading agreements are building blocks or stumbling blocks. I have to say that I am in the camp of the sceptics, arguing that it is more important to do unilateral deals, and more important to keep the multilateral framework of the WTO going.

Clearly preferential trade deals are here to stay, whether they will amount to much is another question. 

Another important point is that most of the trade in ASEAN now is increasingly part of global factories. This is what economists call fragmentation trade because a computer is assembled in Country X with parts and components from about 10 countries; and goes to 10 countries as part of global connection networks. Almost half of the inter-ASEAN trade is of that kind. You can’t run free trade agreements when you have this kind of global factory chain, for example Intel having operations in 10 countries. 

A final point – where is ASEAN going – and I just want to throw out a few issues that are relevant to think about. I mentioned ASEAN is now much more than its origins. ASEAN Plus 3 has become important. It now has the additional piece of architecture which is the East Asian Summit which was ASEAN Plus 6 (India, Australia and New Zealand). The US and Russia have come in so that it is really ASEAN Plus 8.

The challenge now is keeping ASEAN’s objectives intact while managing a much bigger agenda with the much large economies of China, Japan, US, Russia and South Korea as part of it. In some ways ASEAN has been able to play this game successfully, because it has always been adroit diplomatically, but also because of North-east Asian Great Power rivalry, particularly between China and Japan, so ASEAN in a sense stays in the driver’s seat. 

Once ASEAN becomes the centre of a much larger organisation, the agenda increasingly become dominated by these larger countries. A case in point is whether there is ever going to be a monetary union, a common Asian currency, a central bank for the region. Once these broader issues become important, the original rationale for ASEAN becomes less important, unless it maintains its diplomatic cohesion. So far it has been successful, but it is a much more challenging world in which to operate.

ASEAN also became important after the Asian Financial Crisis when a lot of countries were unhappy with the International Monetary Fund, which was the centre of all the crisis workouts in 1998. This led to the Chiang Mai Initiative initially proposed by Japan as an alternative to the IMF. 

It was an attempt to change the balance of power in international organisations. It morphed into a thing called the Enhanced Chiang Mai Initiative. The test is whether it is operational, and during the Global Financial Crisis it wasn’t operational. Countries have not used it and that is because there are complex issues to do with conditionality, monitoring and surveillance.

I will sum up with the following observations: ASEAN is durable, it has been going for almost 44 years and it has played a major role in regional harmony, notwithstanding something like the Thai-Cambodia conflict. These skirmishes happen. In the big picture you must look at ASEAN now and compare it with what it could have been like based on the developments of the 1960s.  

You also have to look at these developments in the long term; they are not quick-acting initiatives. Think how long the EU took to go from the end of World War II to Maastricht in 1992.

ASEAN has been very skilful in playing balance-of-power politics with larger countries and caucusing on international issues where it has been important. It has been a lot slower, maybe understandably, in making progress on conventional indicators of economic cooperation. 

On the other hand, there is a good reason for why it has moved cautiously. Arguably, to push that agenda further would actually undermine ASEAN’s integrity because it is going to be very hard for all the countries in the group to agree on all the issues I have outlined. 

ASEAN has been a great success in the many areas, but it is too early to expect it to move quickly on the other issues.

I think I will stop there and invite questions. 

QUESTIONS

What is the total population within ASEAN? 

The total population is about 585 million. So it is larger than any of the other regional groupings in terms of population.

Do more open economies do better than closed ones when it comes to poverty reduction? To what extent has economic liberalisation led to poverty alleviation in ASEAN?

I think that generally free trade agreements are a side issue compared to the main game of managing trade policy in general. The main games as I see it are going to be unilateral reform and the multilateral framework - that is WTO. Preferential trade agreements tend to duck the hard issues. 

Within the ASEAN Free Trade Area, which is a preferential scheme, only about 10 per cent of intra-ASEAN trade uses it. That tells us that it really isn’t crucial. 

I was working recently in Laos, which is the poorest member of ASEAN, depending on how you define it, and the trade negotiating area had, I think, two professionals in it. Those two overworked professionals were managing I do not know how many free trade agreements – anything that ASEAN and Laos had signed on to. They were working in particular with weak analytical capacity, but that is another issue. 

On the question of these trade liberalisations and poverty, I would draw the following link. We know in general that more open economies tend to do better than closed economies and generally that leads to higher growth. The question is: Does the growth translate into reduced poverty.

Most poverty reductions tend to be highly associated with growth – faster growth, higher incomes, higher incomes lower poverty. So it is growth plus – the key thing being what is in the plus. What it denotes is the capacity of the poor to connect to a faster-growing economy and typically the poor have only their labour to sell, and to the extent that the growth creates employment opportunities it is most likely to lead to a reduction in poverty.

However, it has to combine with education and health and other public goods which enable people to participate in the growth process.

So the evidence is pretty clear that higher growth leads to faster poverty reduction, but not necessarily at the same pace. You get cases like China where you get rapid growth and rapid poverty reduction but also a rapid rise in inequality. 

Can we have your view on whether institutional developments in ASEAN will play a bigger role – for instance, will the Secretariat be increased? Have you heard of any cases being brought before the body for trade dispute resolution? 

ASEAN has always been under-powered. That is not a criticism of the ASEAN Secretariat, it was set up not to be a dominant power. Every time I have spoken to people from the Secretariat they have always had an aversion to the Brussels model – they did not want it. You can understand that given the particular histories of the countries, it was never going to be appropriate.

It seems to me that there is a problem with the ASEAN Secretariat being a bit under-powered. It does not have the capacity to do much serious analytical work on some of the development issues facing ASEAN, especially in the economic areas. 

Essentially that thinking has been sub-contracted to other organisations, the prime one being the Asian Development Bank in Manila, and since the geopolitics of the Bank is not the same as ASEAN, then it seems to me that it is not in ASEAN’s interests to have that arrangement. 

So whether ASEAN is going to be able to change that situation I don’t know. It is not evident to me that it is going to. It has been through several crises since the mid-90s and there is no evidence that I can see that it is going to change. 

In the meantime, what is happening is that civil society and think tanks within ASEAN are probably moving faster than the Secretariat’s capacity so the danger is that the Secretariat is really playing catch-up. It is not leading the debate.

You would not need a large organisation to do that, but you would need an organisation that can set the analytical policy agenda more than it is at the moment. A friend who worked in the Secretariat in quite a senior capacity said that they spent most of the time organising the 700 meetings a year of ASEAN officials. I think there is something in that. They do not have the time or the resources to do more serious work.

I haven’t followed the trade disputes resolution question closely enough. I don’t know of any recent cases where it has been brought into action. There have been periodic minor skirmishes but I am not aware of anything else. 

The key thing about ASEAN trade is that most of the concessions within ASEAN are multilateralised, and I don’t know of any other regional organisation that does that. Typically when they bring down the tariffs within ASEAN they multilateralise it to all countries which I think is a very sensible way of doing it. That is why ASEAN trade barriers have fallen very quickly.

I am trying to think of a trade dispute within ASEAN. They are pretty few and far between. Most of the trade barriers within ASEAN are mainly to do with food products or heavy industry. Malaysia is protecting its heavy industries; Indonesia banned the import of rice for a long time and with Thailand and Myanmar being major rice exporters that has implications.

But I am not aware of ASEAN members taking other members to the WTO. Most of the intra-ASEAN trade concessions involve the Thai-Malaysia automotive trade, as Thailand is now the automotive centre for South-east Asia and Malaysia has a pretty heavily protected automotive industry.

What will the affect of the G20 be on ASEAN? 

I am not aware of a lot of thinking on this subject within ASEAN. The one ASEAN member of the G20 is Indonesia and ASEAN has observer status at the G20 meetings. So a lot falls on Indonesia and ASEAN collectively to do something about it.

I do not think Indonesia has yet played a proactive role in thinking much about it. It has not really had the opportunity. It could potentially be quite a creative role for Indonesian economic diplomacy, if it played that role in a way that brought in the interests of the other ASEAN members into the G20. But I don’t think it has yet.

The Indonesian Sherpa to the G20 is a very able guy called Mahendra Siregar, the Deputy Trade Minister and he understands the issues, but my impression is that it hasn’t yet happened instutionally and that is partly because Indonesia is the dominant country in ASEAN in the same way South Africa is in SADC and Brazil is Mercosur and US in NAFTA.

But in the past decade Indonesia has been preoccupied with its own problems. Under Suharto it had a very definite role to play, he had an effective vision for ASEAN, but then the country became preoccupied with its own challenges. 

So it is only in the past two or three years that it has started to think more about the broader ASEAN picture, but I don’t think it has progressed very far yet. 

If you were the Australian Minister for Trade would you be happy with the arrangements that Australia has in place, first of all with each of the 10 countries of ASEAN and secondly with ASEAN as a group? If not, what changes would you seek to make?

It turns out that the Trade Minister, Craig Emerson, was a PhD from our Department. I wasn’t his supervisor but I talked to him quite a lot.

I haven’t seen him lately, but the speech he gave to the Lowy Institute where he talked about trade priorities and signalled a return to what he called the Hawke-Keating reform area, emphasising unilateral and multilateral reform, hit all the right notes.

To some extent we dropped the ball with our rush into bilateral trading agreements in the past decade. The danger has been that in the past decade we, like many other countries, tended to lose sight of the broader multilateral picture, so I like the way Craig has tried to push the policy back towards the unilateral-multilateral area.

As to particular trade initiatives – there are a range of commercial irritants which he might want to address country by country. We still have a bit of a problem with our trade with the Philippines for example. We have reasonable commercial grievances with some countries with quite high protection of food products.

So if I was advising Craig I would say that you are going in the right direction and I would stick to that.

The other point I suppose is a return to the original spirit of APEC which had its origins in this city in 1989. The important thing about APEC was that it adopted this notion called open regionalism – countries in the region getting together cooperatively with a shared multilateral agenda.

The key feature about our hemisphere from north to south was that in the 1980s in particular almost every country liberalised big time. Think of China, Japan, Australia, Indonesia, Philippines and South Korea. The spirit behind APEC was to reinforce the vision to reform because you knew all your major neighbours were doing the same thing. 

There is a question about how the various bits of the jigsaw puzzle fit together. You have the G20, the East Asian Summit, and then APEC. There is a real issue to do with how you manage that process constructively so they are not falling over each other. 

Can you talk about what is in it for Timor Leste and Papua New Guinea if they join ASEAN?

I am not up with the latest diplomatic discussions, but my understanding is that East Timor will probably join ASEAN at some stage. Indonesia will sponsor it as a member of ASEAN. One of the good things about it is that East Timor-Indonesia relations have been managed in such a harmonious way given the history.

So that is an encouraging development for East Timor in particular. You think of it being an isolated, tiny economy and it is in some senses a South Pacific entity – very small population, very weak education, high levels of aid dependence, but now, of course, high levels of natural resources. 

There is a strong case for it to be in the mainstream of South-east Asia with the outward-looking, dynamic economies. It would be a remarkable turn of history if that relationship was formalised by ASEAN membership. My guess is that some time this will happen. 

East Timor is unusual in its economic policy. It does not have its own currency. It is dollarised and it is basically free trade with Indonesia, apart from a few tariff barriers. 

In the case of PNG I am not up to date with the discussion, but my sense would be that it is quite a long way off. PNG is not as commercially or diplomatically engaged with ASEAN as East Timor. 

The case is not as compelling for PNG as it is for East Timor. I may be wrong – perhaps there are discussions happening at this very minute.

