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Abstract: Since the 1997 Asian financial crisis, ASEAN has been faced with new challenges and there has been
fierce economic competition, particularly from China, as its economic influence has continued to grow. To
reinforce its regional attraction for FDI and investors, ASEAN agreed to establish the ASEAN Economic
Community (AEC) by the end of 2015. The formation of the AEC has spotlighted ASEAN as a role model for
regional economic cooperation in developing countries. Significantly, the establishment of the AEC underscores
ASEAN’s intention to retain its notionally influential position at the center stage of the region. Though a number
of tasks have been met, significant challenges also remain. Evidence reveals that slow progress on ASEAN
integration is a result of the ineffectiveness of ASEAN institutions, and the fact that member states still prioritize
the preservation of their national interests. Furthermore, the changes in the regional economic environment,
particularly the increasing Chinese engagement in Asia and ASEAN, are affecting the formation of the AEC.
Hence, the paper argues that the formation of the AEC is much shaped by the dynamic interplay of regional and
extra regional influences. Thus, the paper will attempt to identify the key hurdles that hinder member states from
achieving its end goal and also speculates on the future of ASEAN economic cooperation.
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1. Introduction

From its inception in 1967, the Association of Southeast Asian Nations (ASEAN) “has gained almost
successful paradigmatic status for South-South cooperation” [1]. The apparent success of ASEAN in
maintaining peaceful relations has contributed to its distinctive diplomatic style, the ASEAN Way, which
emphasizes consultation, consensus and implicit sensitivity regarding the domestic circumstances of its members.
Though ASEAN manifests diverse economic and political structures, ASEAN expanded its cooperation to
outside the region in 1990s, due to the fear of investment being diverted to China. To continue its participation
in the international trading system, ASEAN member states (AMS) implemented the ASEAN Free Trade Area
(AFTA) [2] in 1992 and the agreement has attracted much attention from academic circles under the concept of
new regionalism. Later, various economic schemes have been launched including the ASEAN Framework
Agreement on Services (AFAS) [3] and the ASEAN Investment Area (AlA) [4].

Since the late 1990s, ASEAN has faced many constraints. When the 1997 Asian financial crisis hit the region,
ASEAN proved powerless and was unable to react as a coordinated regional economic group [5]. At the national
level, the crisis also exposed the fragility of many ASEAN economies and also highlighted the persistence of
economic cronyism. At the regional level, it revealed the inadequacy of ASEAN institutional structures
particularly the ASEAN way. Thus, Thailand Malaysia, and Indonesia faced serious problems, particularly
negative economic growth, demand decline and stagnant FDI. Apart from the 1997 economic downturn,
ASEAN also faced new challenges because of the rise of China. China’s rapid economic growth and its
accession to the World Trade Organization (WTO) have made it an increasingly important competitor with
ASEAN countries in terms of trade and investment.

To improve their economic prospects and create a competitive economic region, ASEAN leaders agreed at
the ASEAN Concord Il in 2003 to establish the ASEAN Economic Community (AEC) by 2020 [6]. This
deadline was later brought forward to January 1, 2015 [7]. However, at the 21% ASEAN Summit, the
commencement of the AEC was postponed to December 31, 2015 because a lot of work still remained to be
done. Undoubtedly, observers are pessimistic about the inauguration of the AEC by the end of this year. On the
one hand, as the AEC is built on the current initiatives under AFTA, AFAS and AlA, this should not obscure
the fact that these economic schemes have had limited success due to the weaknesses of institutional structures,
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the expansion of its membership and non-tariff barriers (NTBs) [8] [9]. On the other hand, the increasing
engagement of China in the region has dramatic economic implications for the AEC. This is because ASEAN
economic cooperation remains weaving in its powerful Northeast Asian neighbours particularly China.
Significantly, there is the shift from Pacific Rim organizations to Asian forms centered on ASEAN and China.

To understand the development and progress of the AEC, the central argument developed here is that analysis
requires the consideration of both internal and external factors. Therefore, there are several issues that this paper
tackles. First, it outlines the formation of the AEC, The paper moves further to identify the key hurdles
preventing and affecting the formation of the AEC. In doing so, two significant factors are examined: obstacles
within ASEAN and the increasing engagement of China in the region. These factors will provide an explanation
for the progress, or lack thereof, of the AEC. Finally, the paper will speculate on the future of ASEAN economic
cooperation under the AEC.

2. ASEAN’s New Life Under the AEC

The shock of the 1997 crisis has damaged the image of ASEAN’s dramatic economic growth as a flying
geese and its regional credit as the driving force of the Asia Pacific region. Its inability to cope with the crisis
was due to a lack of instruments for dealing with economic and political consequences [10] [11]. In the
meantime, China’s accession to the WTO and the rise of emerging markets, particularly the BRIC (Brazil,
Russia, India, China and South Africa), forced ASEAN members to cooperate so that the region would continue
to attract businesses and investors. To regain its credibility, and to secure its position as an economic leader,
ASEAN leaders agreed at the ASEAN Concord Il in 2003 to establish the ASEAN Economic Community (AEC)
[12] by 2020. The timetable was later brought forward to 2015.

The AEC is based on four characteristics: Single Market and production base; Competitive economic region;
Equitable economic development; and Integration into the Global Economy. The AEC is expected “to impress
upon the international business sector and public at large that ASEAN was serious about integrating the regional
economy into a form deeper than a free trade area” [13]. In the other words, the AEC is considered a defense
mechanism for ASEAN against FDI loss and also as an extension of trade liberalization of its member states [14].
Thus the AEC is expected to allow the member states to benefit from economies of scale and efficiency in
production network processes [15]. It is expected to increase intra-regional trade and investment due to the
elimination of economic barriers.

In November 2007, ASEAN leaders approved a ‘Roadmap’ consisting of a Blueprint for the AEC. To
monitor and ensure the timely implementation of the AEC initiatives, the AEC scorecard was established. The
scorecard revealed that ASEAN has made considerable progress in implementing the AEC. ASEAN has
performed best under the fourth pillar which concerns integration into the global economy (85.7%); however,
ASEAN received the lowest score of 66.5% for Pillar | (Single Market and Production Base). Apart from the
scorecard, the achievement of ASEAN has been underscored by the mid-term review (MTR) on the investment
liberalization commitment in the goods sector under the ATIGA which is remarkably liberal in most AMS [16].

3. Challenges to Implementing the AEC

In 2012, ASEAN leaders agreed to delay the launch of the AEC for 12 months until 31 December 2015. The
former ASEAN Secretary-General Surin Pitsuwan reassured that “there will be no more delays and that all ten
ASEAN countries will participate” [17]. Although the scorecard is a good reflection of ASEAN progress, a
number of scholars have criticized the scorecard as some significant data have been neglected by it as well as by
other ASEAN official reports and the MTR. In fact, the finding of the scorecard was influenced very much by
political motives [18]. Thus, the delay in the inauguration of the AEC increases the pessimistic outlook on the
diminishing chance of the AEC being implemented on schedule.

Since ASEAN announced the establishment of the AEC by building on existing economic schemes such as
AFTA, AFAS and AIA and implementing various roadmaps to expedite the AEC, scholars have assessed the
success of these economic schemes. In doing so, many weaknesses have been pointed out. However, there are
two significant factors: the inherent problems within ASEAN and the increasing role of China in the region.
These are two issues that ASEAN is unable to resolve. Significantly, these hurdles remain daunting and continue
to shape ASEAN economic integration.
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3.1. Inherent problems within ASEAN

The AMS adopted the idea of open regionalism in 1992 under AFTA. Later, economic cooperation was
expanded into services and investment sectors under AFAS and AlA. However, the AMS seem less interested in
cooperation under these economic schemes. AFTA has been criticized as a ‘talk shop’ as it has been unable to
promote more concrete economic liberalization. Consequently, protectionism continues to prevail among
member states in the form of NTBs. “NTBs at the border and behind-the-border are the most prevalent policy
tool” for Indonesia, Malaysia, Vietnam, the Philippines, Singapore and Thailand [19]. In 2012, it was found that
the number and scope of NTBs has increased and half of the tariffs lines are subject to NTBs [20].

Even though ASEAN has strengthened commitments to reduce the number of NTBs, progress in removing
NTBs has been slow. Under AFTA, NTBs have been widely implemented in the agricultural sector. Rice
production has been monopolized in Myanmar, Indonesia and the Philippines. Recently, new trade restrictions
on agricultural products have been introduced by the Indonesian government. These include the requirement for
original labels as a part of the packaging and the prohibition of the use of sticker labels. Furthermore, the
government also restricted the quantity of fresh and processed fruits and vegetables under new legislation
implemented in 2011. Moreover, prohibition measures for certain product categories have been employed in
Brunei, Vietnam, Thailand, Myanmar and Singapore [21]. In Thailand, used cars, engines and electrical
appliances are not allowed to be imported into the Kingdom. In Cambodia, “the most notorious barrier against
formal trade is the country’s opaque system of business and investor licensing [22]. It is widely acknowledge
that NTBs mostly manifest as  non-automatic licensing, limitation quotas on import or export and foreign
exchange restrictions. “To date, ASEAN has failed to tackle NTBs effectively, with many member countries not
providing a comprehensive list of NTBs to the ASEAN Secretariat” [23].

“For the single market and production base, implementation in services is the most problematic, followed by
investment” because barriers in these sectors are opaque and difficult to identify [24]. In Vietnam, foreign
ownership continues to be limited in certain services such as telecommunication. In Malaysia, “trade in services
still remains constrained by professional licensing restrictions and cumbersome work-permit procedures” [25].
In fact, limitations on foreign equity ownership is one of the most conspicuous impediments to trade in services.
Under the AEC, ASEAN investors will be allowed up to 70% of equity, however, restrictions and conditions on
foreign investment vary among the AMS. Differences in the limitations on foreign equity manifest in the hotel
sector, even though the sector is embarked as a priority integration sector. Thailand has increased the hotel
equity ownership limit to 70%, however, it has allowed for the investment of more than 500 million baht in 6-
star plus hotels. Indonesia will allow ASEAN investors to control 100% equity only in certain locations and the
Malaysian government allows ASEAN investors to control 70% of equity only in 4 and 5 star hotels [26].

Enforceability is a major barrier to the liberalization of investment, as ASEAN allows its members to delay
or opt out of the implementation of measures under the banner of ASEAN-X [27]. Bhaskaran [28] points out that
obstacles in investment sectors are from domestic interests seeking continued government protection from
regional competitors, historical animosities, territorial disputes and mutual suspicion. He also points out that
these obstacles are a result of government application and implementation rather than policies [29].
Consequently, ASEAN-X has “the potential to institutionalize a multi-tier ASEAN characterized by fragmented
integration” [30].

Though a ‘Strategic Schedule’ has been implemented to eliminate NTBs on intra- regional trade, the
removal of NTBs by ASEAN members is considered a ‘voluntary action’ for domestic reasons. On the one hand,
economic restrictions have been imposed to protect domestic interests and entrepreneurs in Thailand, Malaysia
and the Philippines. On the other hand, impediments are also frequently used as a part of economic nationalism
as evidenced in Indonesia. Therefore, eliminating NTBs is a unilateral action. Due to a lack of transparent
information on NTBs and diverse national rules and regulations, these problems are some of the major obstacles
preventing the harmonization of laws and regulations between AMS. To facilitate trade among AMS, ASEAN
Single Window (ASW) [31] was implemented in 2005. However, the progress has been slow due to the
reluctance of some members to adopt the single system.

Apart from domestic protection, stagnation and slow progress on economic liberalization has been due to the
structure of ASEAN institutions. Though the ASEAN Charter had been expected to give tooth to ASEAN
institutions, the Charter still upholds loose institutional structures through the non-binding norms and ASEAN
way and in the provision of limited power to the ASEAN Secretariat. As long as the principles of consensus and
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non-interference are embedded in ASEAN institutions, these principles will continue to allow AMS to prioritize
their national interests over regional cooperation and prevent the harmonization of laws and regulations. At the
same time, the ASEAN Secretariat is still limited in its capabilities by a lack of human and financial resources.
Due to the lack of financial resources, the Secretariat will face financial constraints due to the dramatically
increased scope of operations after 2015. It does not have the power to command, monitor and sanction member
states to force them to comply with their commitments. This weakness of the Secretariat was revealed during the
slow process of the identification of NTBs. Without more effective and stronger institutional structures with
better enforcement mechanisms, it is impossible for ASEAN to eliminate NTBs and achieve a single market. “In
the absence of strong regional institutions and sanction mechanisms for non-compliance and non-cooperation,
only peer pressure will encourage AMS to respect community commitment” [32].

3.2. Changing regional economic environment and the increasing role of China as the leading
regional power

ASEAN is committed to strengthening its central role in driving Asian regional economic integration
through the principle of ‘ASEAN centrality’. This goal is incorporated into the AEC under the Fourth Pillar-
integration into the global economy through the creation of ASEAN Plus One FTAs. Consequently, a number of
FTAs have been negotiated including ASEAN+3 [33] and ASEAN+6 [34]. The most significant FTA that
ASEAN has signed with China is the ASEAN-China free trade agreement (ACFTA) which came into force in
2010. ACFTA is expected to become the world’s largest trading bloc and ASEAN aims to access the growing
Chinese market in services and manufacturing. To continue and solidify ASEAN centrality, the initiative of
Regional Comprehensive Economic Partnership (RCEP) [35] was announced by ASEAN leaders in 2011.
Unfortunately, economic cooperation and particularly the increasing engagement of China in ASEAN would
eclipse ASEAN’s role and undermine the formation of the AEC.

Since the 1990s, China has approached Southeast Asia gradually through deepening economic ties. More
importantly, the perception of China as a threat began to change after the 1997 crisis. In fact, Beijing’s position
and cooperation in Southeast Asia is driven by strategic thinking that is more likely political than economic.
Chinese participation raises concern over whether the increasing role of Beijing will affect regional cooperation
and cohesion. Though ASEAN is eager to be the center of the regional economy as a hub and a spoke, China’s
growing stature may foreshadow and undermine ASEAN’s cohesion as China is more likely to promote
institutions that underscore its predominance [36]. Evidence from the Greater Mekong Subregion (GMS) [37]
and ACFTA supports this claim.

Generally, GMS provides many economic benefits by forging greater economic integration beyond ASEAN
and enhances ASEAN’s overall economic competitiveness. To increase economic development between
mainland ASEAN and China, the ‘Bridgehead Strategy’ which includes massive investment, transportation
routes and trade bases, is employed. It is obvious that the CLMV countries see their economic future tied to
China far more than to ASEAN, as China is the leading player in integration programs as it channels aid into
three economic corridors- North- South, East- West and Southern economic corridors. In the meantime, China is
playing a greater catalytic role in economic interdependence between GMS members and China. In doing so,
CAFTA has been utilized to promote renminbi settlement in trade exchanges with GMS partners. Furthermore,
the differences in the completion phase of ACFTA divide ASEAN into ASEAN-6 and CLMV groups with
China as the core of subregional integration. While the ASEAN Secretariat pursued ‘Initiatives for ASEAN
Integration’, the initiative went from strength in ASEAN as a whole to strength in developing a wide array of
interactions and interdependencies in mainland Southeast Asia [38]. Hence, the “lopsided development of
ASEAN will weaken the organization and diminish its influence as a unified bloc” [39].

Although ASEAN has pursued an aggressive trade strategy, these FTAs may cause the fragmentation of
ASEAN unity and derail the AEC. Furthermore, many FTAs are weak as the agreements do not address
regulatory bodies and NTBs such as product standards and mutual recognition. Sally [40] states that the FTAs
that ASEAN has concluded hardly promote regional economic integration and in turn they do not facilitate the
establishment of the AEC. Recently, ASEAN was faced with new challenges due the ‘noodle bowl’ effect of
overlapping FTAs between ASEAN and six dialogue partners (China, South Korea, New Zealand Australia,
India, and Japan) as it “increases the costs of doing business due to the impact of rules of origin (ROOs), which
facilitate protectionism and create complex patterns of discrimination and exclusion” [41]. However, while the
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noodle bowl effect could be resolved through the RCEP, the flexibility of the RCEP implies it is less ambitious
regarding deeper integration. Also, the RCEP would contribute to limited trade and investment liberalization due
to different levels on tariff elimination among parties. Significantly, security concerns about China could be a
significant source of division within the RCEP. With the escalation of hostilities in the South China Sea Disputes
between China and some ASEAN countries, the conflict will strain regional economic integration between
Beijing and ASEAN.

4. Conclusion: How Far Will the AEC Go?

The AEC project has been crucial for ASEAN because the AEC will strengthen the position of ASEAN as
vital regional economic player in Asia. Commitment to the creation of a single market signals to international
investors that ASEAN is still a profitable region for trade and investment. As the December 2015 deadline of the
AEC approaches, critics point out that many of specific deadlines under the AEC have been missed. Thus most
observers believe that the AEC will not be implemented by 2015 or even 2020. The Economic Research Institute
for ASEAN and East Asia [42] underscored that without the major achievement of the elimination of NTBs
“there cannot be an AEC even if there is tremendous progress in the rest of the AEC measures”.

Instead, the AEC should be seen as a single market in ASEAN style with an informal and flexible time
frame, rather than comparing it with the EU. Furthermore, the AEC should not be seen as the ultimate goal of
regional integration, rather the AEC should be considered as a work in progress [43]. Thus it is likely that no
significant changes will occur in 2015, as almost all of the implementation and processes will continue to be
carried out. This is because ASEAN has failed to eliminate restrictive regulations such as the NTBs. It has also
been unable to deliver deeper economic integration due to the lack of effective mechanisms and weak
institutions. At the same time, the changing regional environment and the increasing engagement of China
through economic means could distract ASEAN from its goal of a single market. Instead, the increasing
engagement of China in ASEAN will divide ASEAN into two tiers: mainland and maritime.
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