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Office of the Prime Minister,

Government House,

BANGEOK, THAILAND.
30th September B.E.2534 (1831)
Excellency,

I would 1like to convey my sincere thanks and gratitude to
your Government and the Ministers econcerned for the warnm reception
and hospitality accorded to the Thai Government’s high-level mission
led by H.E. Dr. Suthee Singhaseneh, Minister of Finance of Thailand,
on its wvisit to your country on..... September 19%1. The exchange of
views between the Thai mission and its counterpart in (... ASEAN member
countries ...) on the initiative to establish an ASEAN Free Trade Area

(AFTA) has indeed been very useful.

The same mission also visited other ASEAK/capitals. And I
am heartened to note from its report the concurrence of all ASEAN
governments on the need to strengthen ASEAN economic cooperation and
to work toward the eventual establishment of a free trade ares with a
view to augmenting economic integration among ASEAN countries. The
mission has also received invaluable inputs and comments to further
improve the AFTA proposal. In this connection, I have the honour to
transmit herewith the Revised Paper on ASEAN Free Trade Area which is
based on the various inputs and comments received by the mission from

all ABEAN member countries for your attention.

I believe Your Excellency will concur with me that the time

is now right for ASEAN member countries to move closer in a meaningful

way ...

To all ASEAN Heads of Government



Way. Amidst rapid changes in the world and the realignment on both
political and economic fronts, particularly the increasing trend
towsrds trading blocs, ASEAN countries would fiand it difficult to
retain our attractiveness as an investment area and thus a momentum

for growth. ABEAN Free Trade Area as proposed, I strongly belisve,

‘will offer the chance for us to significantly increase trade and

further enhance investment oppoartunities in ASEAN. I would,
therefore, 1like to seek your kind consideration and support at the

forthcoming ASEAN Summif Meeting to help bring this concept into reality.

In the meantime, I aer given to-understand that the ASEAN
Economic Ministers (AEM) will be considering the AFTA proposal at
their meeting in KXuala Lumpur on 7-8 October 1991. I hope that your
representatives to AEM will do their utmost together. with their ASEAN
colleaqués to pave the way for our favourable consideration of this

proposal.
Accept, Excellenecy, the assurances of my higshest considerstion.
signed

(Anand Panyarachun)

Prime Minister of Thailand
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The ASEAM Free Trade Arsa

A Proposal

Introduction

The Association of Southeast Agian Nations (ASEAN)
has been in existence since 1967. So far its achievement in
political cocperation has been remarkable, as avident by the
fact that there has been no conflict among the member
countries since then. In the meantime, while its eccnomic
cooperation has been proliferating in many areas, none
however is considered to be significant. The gix menber
countries remain as six separate markets, separated by high

tariff and non-tariff barriers (NTBs) especially among some

larger member countries.

In the day when world trade is being managed in
several forms including multilateral trade-hegotiaticns
(MTNs) through the General Agreement on Tariffs and Trade
(GATT), regional integration especially the European
Community (EC), free trade areas (FTA) such as the European
Free Trade Assocliation (EFTA) and the US-Canada FTA, an
economically . insignificant country is naturally ignored.
And as international preoduction is continuously being

trangformed from a national basis to a global one, ﬁajor
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multi-national corporations (MNCs) seek to relocate their
multiplant set-up among countries with least trade barriers.
If ASEAN remains an association of six separate markets,
then ASEAN would have less chance in participating in the
global production, the result of which is the shortfall in
the much needed foreign investment and export earnings.

ASEAN is well aware of the benefits to be gained
from economic integration. Several market sharing schemes
including the Preferential Trading Arrangements (PTA), the
ASEAR Industrial Joint Ventures (AIJV), the ASEAN Industrial
Complementation (AIC), atc., have besen .attemptad. ‘But 80
tar‘ none of the schewes . is considered to have produced
meaningful result. This is because while recognizing the
benefits of the market sharing sdhemas, there were different
constraints in different member countries which prevent them
from making real commitment to the schemes. All of the
schemes have involved tedious negotiation processes, which
have inevitably delayed the realizatiocn of the henerits of
tﬁn schenes.

The proposal for a breakthrough in ASEAN econonic
cpooperation is for ASEAN to work towards the establishment
pf a free trade area within a set period of tinme. The
‘rationale for and key elements of the initiative are

outlined below.
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The major move on ASEAN economic cooperation began

after the Bali Summit of -1976. Schemes adopted were PTA,
AIC, AIJV, and ASEAN Industrial Projects (AIPS). These
schemes all ran into <difficulty during implementation
because the iﬁdustries of most member countries still
required certain levels of protection. So in order to
safeguard national interest, most countries seek exemption
on ndst preferential issues negotiated, so much so that the
resulting schemes were not producing intended results.
It also happened that at that time some ASEAN econonies
benefited from commodities and oil baon,' and 4did not need
to rely on ASEAN economic cooperation schemes for

development needs.

In the early 1380s al}. ASEAN countries suffered
from world recession, experiencing low economic growth and
high inflation. Again economic cooperation was thought to
be a means for economic recovery. ASEAN, therefore decided
to hold the Manila Summit, emphasizing economic cooperation.
Preparations by both public and priva{:e sectors for the
Summit were concentrated on effective schemes for economic
cooperation, many of which were endorsed at the Summit. But
by the time the Summit was held in December 1987, all ASEAN

economies were raecovering very rapidly following the major
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currencies realignment which led to export and investment
boom in ASEAN. So the improved agreements reached at the
Manila Summit have received very 1little attention ‘since
then.

From 1987 to 1991 several devslopments have taken
place, which have wmade ASEAN economic cooperation more of a

necessity and a reality.

-Firstly, most ASEAN countries have been
liberalizing tariff and import regime, partly because of
GATT reguirements during the Uruguay _Rounﬁ, and partly
because of the belief that a more }li;::aral regime will
produce a more competitive industrial sector. This trend is
continuing. For some menmber ceum:ries, lowering tariff and
NTBs to allow competition first with other ASEAN countries
could be helpful to the process of adjustment and industrial

restructuring.

Secondly, the world industrial production
technology has become more globalized. 1In oxder to remain
competitive, MNCs have to ralocate and to set up multi~plant
operations. The process is faclilitated and accelerated by

the revolution in transportation and telecommunications

technologies. The pattern of trade and foreign investment

is now very much influenced by this process of global

. industrial restructuring. So if ASEAN wants to be a part of
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this process, wants to attract foreign iuvestﬁent, and wants
to produce and export industrial goods, then ASEAN mnust |
facilitate the flow of goods anong the member countries so‘
that MNCs can invest in mmiti-plant oparations in ASEAN and

can realy i:pdn market larger than a _natic;nal market.

Thirdly, there have been movas by saveral advanced
countries to strengthen or to fom ec:monic or trade groups.
The Ec is moving towards Single Market by the end of 1s59%92.
Other Eurcpean countries are likely to join the EC scon
after. The US, Canada and Mexico ars vcrking towards the
North American Free Trade Area (MA} Thaese groups are
used to facil:!.tata the flxw of gocds . and sanr:.ces, and
factors of production among the member countries. Aalso they
are utilized to negotiate trade issues within or outside

GATT.. 1In this set-up the non~group developing countries

become very insignificant at negotiation tables. So 1ir

ASEAN wants to bae 'mora effective at trade and other economic

negotiations, ASEAN must become an economic entity.

Fourthly, following the formation of economic
groups described above, thera are now moves to form regional
econonic groups in the Asia Pacific region which wil)
involve ASEAN. APEC has been in existence for two years
now. And r?cently the Prime Minister of Malaysia has

proposed the promotion of an East Asian Economic Group
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(EAEG). These groups will be beneficial to ASEAN. But
ASEAN will benefit even more if ASEAN can participate in the
groups as a strong economic entity. 1In this ccnnectidn, the
EAEG has strong potential to be the third biggest economic
region of the world apart from North America and the EC. In
fact the process of production integration among the East
Asian countries and economies have already begun, led by
Japan, Sduth Korea, Taiwan, and Hong Kc:ng, us:_tng direct
investment and intra-company transactions és rmeans. If the
six ASEAN countries could become one market with 225 million
pecple and an average per capita income of Us$ 1,100, then
it would only enhance the role of ASEAN in the APEC and the

So expanding market among the ASEAN countries
today is not only beneficial to the ASEAN people, it is also
feasible. What is needed now is the political will of their

respective Heads of Govermment.

ASEAN is fully aware of the need of ASEAN to .
represent itself as an eccnomic entity. In order for the
entity to be of maximum benefits to the member countries and

to be taken sericusly "ASEAN must adopt an economic

cooperation scheme which has :

e
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(1) a goal clearly and internationally

understandable;

.—.{ii) a ‘timeframe definitive enough for
im_restment planning purpose;
(iii)  modalities allowing a rsasonable balance
between automaticity and negotiations :. and

{iv}) " mechanisms practizal and cost effective

for implementation and enforcement.

" The four elements of the proposal are elaborated
below.

1. Geal

ASEAN Free Trade Area (AFTA), as an ultinate objective of
the means towards attaining the ASEAN economic entity.

The term “Free Trads Area® is an i.r;ternationally
understandable term. It will convey the meaning to the
ASEAN members and the world economic community that, when
the status of AFTA is achieved, ASEAN will allow goods
among the member countries te flow without belng subject to
tariff or nop--tariff barriers {(NTBs). The flow would be
meant for production as well as marketing purposes. Certain

sectors in ASEAN may be sansitive to this term, lest theay
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will not be able to ‘compete' without protection. It is.
believed however, that they can be accqmodated by means of
a suitable timeframe and flexible modalities as proposed
beiow. Furthermore as all sectors will soon have to compate

with products from non-ASEAN sources, it should be to their

advantage to compete first with theixr ASEAN counterparts.

Setting a timeframe for AFTA is considered

'necessary for investment planning puri;ose. "The 15-~year

timefrane is proposed because it would allow the n.ewly
developed basic industries in some ASEAN countries to
mature. A shorter timeframe of “10 years will have a very
strong impact 1locally and internationally, which is
desirable for long term industrial competitiveness. But the
i0-year timeframe may not be realizable and hence
iméractical. Oon the other haf.d a 20~ysar timeframe will be
too long to be taken seriously by local and international
investors. Within the 15-year timeframe there will be a
series of timeframes ASEAN may announce, all leading towards

the status of AFTA at the end of year 15.
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For the member countries which are not ready to
participate in the scheme at this time, they may be allowed
+o have an accession period of not more than 3 Yyears, SO

that they will not delay the scheme.
3. Modalities

A _sub-sectoral approach should be adopted for
working towards AFTA.

Negotiations are carried out at the time of the
sub-sectors are selected, after which the tariff and NTBs
are reduced automatically according to the preset schedule,

which can vary from sub-sector to sub-sector.

The sub-sectoral approach is proposed because it
reguires ﬁegotiations only at the point -that is necessary.
The sub-sectors should be classifﬁed in accordance with
chapters of the harmonized system (HS) of tariff code. Each
time for example at the regular Summit of 2-year interval, a
few sub-sectors each covering about 7-10‘chapters of the HS
should be selected, starting with the less sensitive sub-
sectors, and leaving the more sensitive sub-sectors such as
agriculture towards the end of the 15-year timeframe.
Products.within the sub-sectors will have their tariff and
NTBs reduced gradually towards naught"within a set
schedule. Having agreed on the sub—sectors, no exclusion

1ist is allowed. Certain member countries may request an
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accession peéiﬁd of not more than 3 yoars. The sub-sectoral
approach can be supplemented by the selection of  certain
products the m&ﬁber countries feel that they are ready for
free tradé:‘gﬁéh"ésmgéﬁaﬁéguféftiiizaf;"énd paper puip.

The process of tariif re&uétian can proceed along
with the on-going PTA schame and the proposed- common
effective preferentisl tarify (CEPY; schewme. As ASEAN has
agreed in principle to apply the CEPT as 2 method for taxriff
reduction, the AFTZ =an adopt CEPT zs the starting point for
the sub-sectors salectsd for fres trade. With respect to
AFTA the CEPT should be the maximum rates acceptable by all
menber countries, whicﬁ cgulﬁ be an average of the existing
rates. The member countries with exisiing tariff rate being
lower than this rate nead not inecrease their rates. Then
50% of <tariff reduaction on current CEPT will Dbe
antomatically epplied in the second and third year. For
example, a 40% CEPT will be reduced to 20% and 10%¢ in the
second and third vear respeciively. <The CEPT will be zero

in the fourth year.

With zespect to‘PTﬁ and AIJV,1if the products undexr

the PTA and AIJV are included in the sub-sectors selected
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for AFTA, then they would be automatically transferred to.
the AFTA schene.

NTBs should be gradually phased out by <£irst

applying standstill and then rollback principles, to be

- completed within the set timeframe.

For each sub-sector salected the process of tariff
reduction and phasing out of NTBs should be similar. The
nunber of years to achieve AFTA for different sub-sectors

may be different but should no%t exceed six years.

The GATT principles and methods of tariff

reduction should be applied, subject to modification to suit
ASEAN f:orkinq style and cenditions. Experts on customs
tariff must be included in the group negotiating on CEPT and
tariff reduction. And ASEAN should set up a mechanism for
compulsory and binding arbitration of disputes.'. Detailed
mechanisms can be negotiataed after the pronouncement of the

establishment of the AFTA.
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Other allowa_r_;'cas such as safeguard or tariff
reversal provision should be provided but only in extreme
cases only. If necessary, measures to raise trade barriers
to safeguard any products seriously injured by AFTA could be
fashicned along the line of Ariiclé XIX of GATT. Héwi;gi-,
to avpid misinterpretation and inconsistency, such pr_oviu;!.on
should be avoided as much as possible. A scheme which could
ba. made available to the industries advarsely atfected by
AFTA is in the form of an investment fund, to be used for
rtstructuring purposs.

029 :; AFTA



